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SUMMARY

The Task Force concludes that substantiél changes can and should be made in
financing the Mid-County Sewer Project. This conclusion is based on the following
findings:

1. Affordability - The Mid-County Sewer Project is unéﬁordable to a majority of
single family homeowners;

2. Equity - The average assessment for single family homeowners is inequitable,
considering the benefit received, and in comparison to what other citizens in the
Portland Metropolitan area have been asked to pay for their sewers;

3. Uncertainty - There is excessive uncertainty over cost increases for citizens
who will be asked to hook up to the system in the future; and

4. Construction Costs - Construction savings may be achieved through
acceleration of the project and by shifting from a Local Improvement District
(LID) method of financing and construction to a single Capital Improvement
Program (CIP) for the entire project.

In light of these findings we recommend that the folloWing financial changes be made
in the Mid-County Sewer Project:

1. Convert the Mid-County Sewer Project to a CIP (Capital Improvement Project),
with in-lieu assessment rates that do not exceed a $3,000 fixed cap for single-
family homeowners;

2. Allow future sewer customers in the Mid-County area to pre-pay their
assessment;

3. Develop a mechanism to provide a financial benefit equal to the State Income
Tax Credit to property owners who do not pay income taxes, modeled after the
Homeowners and Renters Relief Program (HARRP) for senior citizens;

4. Encourage the State to increase the amount of financial benefit given to each
homeowner through the State Income Tax Credit and other mechanisms;
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Expand the low-interest loan program to finance private plumbing costs for low-
income homeowners;

Employ an independent organization to review the construction and
administration of the project; and

Apply all financing changes, including the cap and income-based aid,
retroactively within the project area.

Recommendations that Require Further Investigation:

8.

10.

"11.

12.

13.

14.

Evaluate financial strategies used for the Mid-County Sewer Project for
applicability to projects in other parts of the City;

Investigate possible project cost savings by accélerating the construction
schedule;

Determine the feasibility of setting assessment charges for each property on an
*Equivalent Dwelling Unit" (EDU) method and eliminate the current square
footage assessment. The intent of this strategy is to re-orient the principle of
sewer construction cost allocation towards a use basis, which is more equitable
for single family property owners;

Investigate the feasibility of limiting safely net liens to the original principal
amount without accruing interest, to prevent erosion of homeowner equity;

Immediately begin a study of the impact of the recommended cost cap on multi-
family use properties, schools, churches, and other non-profit organizations, to
determine appropriate relief measures, including a cost cap, for such users; and

The financing of the CSO project should take into account the charges already
assessed residents for the Mid-County Sewer Project. The CSO Mid-County
sewers and all such regional problems should be dealt with on a region-wide
basis, with a view towards what is equitable for all ratepayers. If Mid-County
ratepayers are not granted the specific relief recommended in this report, we
recommend that Mid-County ratepayers be exempted from any assessments or
monthly rate charges for the CSO project.

The City should explore the availability of EPA sewer grants.
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INTRODUCTION

The Mid-County Sewer Project Cost Alternatives Task Force ("Task Force") was
created by resolution of the Portland City Council in May, 1991, to examine the
financing concems of one of the largest sewer projects ever undertaken in a
previously developed urban area in the United States. The City Council gave us three
-and one half months to evaluate financing options for a $484 million public works
project. The Council resolution directed us to stay within a specific scope of work: to
evaluate previously established assessment policies and project financing principles; to
review cost concerns; and to recommend alternative financing options for the Mid-
County Sewer Project, in isolation from outside factors which might affect it. We did
so, but with some amount of anxiety.

The single most important "outside factor" we encountered is the Combined Sewer
Overflow (CSO) project. The CSO project, with projected costs of up to $1 billion, was
beyond our defined scope of work; however, the CSO project has already had and will
have a much greater future effect on the financing and equity issues we were asked to
address for Mid-County and all Bureau of Environmental Services (BES) ratepayers.
Water quality issues are being addressed piece-meal. We believe the Mid-County and
CSO projects are region-wide problems that should be treated as such. Attempts to
resolve these regional problems in isolation, we believe, distorts reality, leads to
inequitable treatment of certain ratepayers, and fosters the "east-side versus west-
side" fractionization of our community.

We submit our recommendations to the Council two months past the timeline set for
us. These were two months well spent. The additional time allowed us to thoroughly
discuss our recommendations with the public. We also received more detailed data
and statistical analyses from economic consultants hired for our effort, and from City
staff. This additional information gave us greater awareness of the financial effect our
recommendations would have on new customers to the sewer system and on those
property owners and rate payers in other parts of the city or metropolitan region.

The summary highlights our findings in the areas of affordability, equity, uncertainty
and construction costs. The summary also includes our major recommendations. A
detailed discussiorn of each of the areas we studied and of our recommendations
concludes our report, which follows this introductory section.

The appendices include the three minority reports which were written by Task Force
members who wanted to respond to our preliminary report produced on November 1st.
David Nelsen’s minority report, "Outline of Five Recommendations for Solving the
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Inequities of Current Financing", became a major source for all of us as we wrestled
with decisions about endorsing a sewer assessment cap. Nelsen also gave us the
inspiration to creatively examine the concept of EDUs (equivalent dwelling
units/estimated daily use). ;

A second minority report, *Continuing Citizen Involvement®, was prepared by Task
Force member Rosemary Jane who urged that the ongoing citizen role in this large
process become more effective. The third minority report, "Affordability Issues and
Recommendations® was filed by Dan Phegley. .

We hope this report assists the people of Portland and the City Council in its review of
the Mid-County Sewer Project. We thank the Council for the opportunity to have
served our community.
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HISTORY AND STATUS

Sewer Project Background

in 1986, when Portland was ordered by the Oregon Environmental Quality Commission
to install sewers in the Mid-County area, the City Council passed Resolution 34053 that
<established how the project would be financed. The primary underlying rationale of this
resolution, as with the majority of previous sewer projects, was that sewer costs for new
customers to Portland’s sewer system should not be shared by the existing customers
in the system. Three factors were implicit in applying this rationale to the Mid-County
project:

1. No outside funding had been secured for the project and it appeared that little
would be available because of the withdrawal of federal funds;

2. Sewer services traditionally have been a cost of property ownership and ultimately
reflect in the value of the property served; and

3. Recognizing that the affordability of new sewers was a key factor in carrying out
the project responsibly, the City Council further directed the staff to develop a
Sewer Safety Net to allow low-income property owners the option of deferring
sewer costs until the sale of their property and to expand the payment options
under the City’s low interest loan program to allow sewer cost repayment to be
spread over a longer period of time.

Current Sewer Project Status

The project is now in the fifth year of a planned seventeen year life. The Sewer Safety
Net, which is funded by the State Department of Environmental Quality, has been
available since 1987 offering deferred payment loans and connection deferrals to eligible
property owners. The City loan program for assessment and hookup charges has been
expanded to allow sewer costs to be paid monthly at variable lengths of terms. At the
current rate of 7.8% interest for a twenty year length of term, the approximate monthly
cost is $8 for every $1000 borrowed; at ten years, $12 for every $1000 borrowed; at
fifteen years, $9.50 for every $1000 borrowed. There is no program to finance private
plumbing costs, except for very low income residents.

The 1987 State Legislature enacted a State Income Tax Credit for sewer connection
expenses, currently $800 ($160 per year for five years, available only to individuals who
file income taxes). According to the "Straightalk" public information brochure prepared
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by the Mid-County Sewer Project Office in the Fall of 1991, the current total cost estimate
for a 7,000 square foot lot ranges between $7,815 and $8,615 for the sewer assessment,
connection fee and private plumbing.

To date, 14,000 property owners have connected to sewers in Mid-County, 6,334 of these
since 1987. Between now and the completion of the project, an additional 39,500
.properties will connect. In the past several months there have been a number of sewer
-assessment actions which the City Council has delayed taking action on until it formally
considers financing alternatives for the sewer project.

Task Force Purpose

Toward the end of 1990, the Portland Organizing Project (POP) expressed concern that
proposed sewer costs were unaffordable to many Englewood Sewer District residents.
(Englewood was one of 40 Local Improvements Districts set up to accomplish the Mid-
County Sewer Project.) POP asked the City to study ways that sewer costs could be
teduced, including an expansion of the Sewer Safety Net, an increased State Income Tax
Tredit, a cap on sewer costs, and a subsidy from Bull Run water users or sewer system
users. These proposals were made to shift part of the cost of Mid-County sewers to a
larger base of taxpayers or ratepayers, all of whom share some benefit in the resulting
presumably cleaner groundwater.

Council determined that the underlying policies and principles of the financing program
should be re-examined on a regular basis to ensure that financing practices remain fair,
effective, and meet the objectives of the program-as well as the needs of citizens.
Council also called for a review of current project costs and an evaluation of other
financing options to ensure that the assessments charged to property owners are
reasonable and fair. Modification to assessment practices, if appropriate, was another
issue Council wished explored.

To accomplish these actions, Council established the Mid-County Sewer Project Cost
Alternatives Task Force through Resolution No. 34855 on May 22, 1991, which is
attached as Appendix A. Council specifically requested a broad based representation on
the Task Force to engage the thinking of new sewer customers from the Mid-County area
and existing sewer/water customers from Mid-County and non Mid-County areas.

Citizen groups were asked to send a representative to sit on the Task Force including:
Portland Organizing Project (POP); East County Coordinating Committee (ECCCO); East
Portland District Coalition (EPDC); Human Solutions, the Mid-County Sewer Project
Citizens Advisory Board; the Portland Bureau Advisory Coordinating Committee; the
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Bureau of Environmental Services Bureau Advisory Committee, and the Water Bureau
Advisory Committee. Each member of City Council appointed one Task Force participant.
Carol Berkley was retained as Task Force staff. Appendix B is a list of Task Force
members, who they represent, and their qualifications.

-Task Force Process

“The Task Force conducted twelve formal meetings between July 16 and December 27,
1991. Our four subcommittees - Equity, Affordability, Construction Cost, and
Customer Uncertainty - met an average of five.times each. Two public hearings took
place in September to hear from concemed citizens, and a third public hearing occurred
in November to take public comment on our preliminary recommendations.

The public was encouraged to participate in our activities. During the first three formal
meetings, the public was invited to offer its comments to our group. Citizens attended
our facilitation sessions and many Task Force members spent countless hours of time
talking with people who wanted to discuss the sewer project. The two public hearings
that were conducted in September resulted in a combined attendance of approximately
400 people. The first public hearing was televised by cable six times between September
14 and October 11. The meeting on November 12 to hear comments on our preliminary
report was attended by 400 citizens. People were also encouraged to send their written
testimony to the Task Force. A list of all people who provided testimony in writing and
orally is included in Appendix C.

About three-fourths of the way into our work, the Task Force conducted a four hour
session with facilitator Joe Hertzberg to determine the extent of task force member
consensus on proposed changes in financing of the sewer project. Thereafter, consulting
attorney Richard Forester and urban economist Sonny Conder were retained to provide
technical analysis of financing issues.

On November 1, 1991, the Task Force distributed a preliminary report to the public for
review and comment. The results of that review offered the Task Force a wealth of
response from citizens, City Council and City staff. The staff of the Bureau of
Environmental Services (BES) and the Office of Finance and Administration (OFA)
collaborated on a financial analysis of a number of alternative funding scenarios. After
reviewing these scenarios, a group of Task Force members prepared final
recommendations which they brought to the entire group for approval. The result is this
report.

Public organizations interested in the sewer project were asked to serve as repositories
for reports, minutes and other public records being generated by the Task Force. The
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groups who were involved included East County Coordinating Committee, Portland
Organizing Project, East Portland District Coalition, Southeast Uplift, and Associated
General Contractors. Information was also sent to Central Northeast Neighbors and to
a representative from United Citizens. The Task Force also established other repositories
throughout the community. Locations of repositories and lists of documents prepared for
and referenced by the Task Force are in Appendix D.

A directory for the Task Force allowed project staff to notify people who wanted to be kept
informed. Notice of the final report transmitted to Council was sent to over 600
individuals and groups in the directory.

“*The Oregonian® participated in the public dialogue by publishing a series of stories about
the Task Force’s activities between July 16 and October 31. The media’s interest in the
sewer project grew as City Council members, political candidates, and public interest
groups announced their positions on the sewer financing program. News stories were
also featured during this time on local network television and radio.
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FINDINGS

1.  AFFORDABILITY

The Task Force concludes that the Mid-County Sewer Project is unaffordable to a
majority of the residents in the project area. In stating this conclusion we are not saying
that the project is unaffordable in the narrow sense that a majority of rate payers are
unable or unwilling to meet their sewer assessment obligation. We find that the project
is unaffordable because: 1) The average homeowner is currently and will be in future
required to pay an excessive amount of his or her disposable income for this project; and
2) the total cost of assessments, hook-ups, and private plumbing exceeds various indices
that have been used in the past to determine affordability.

Unafforability as a Macro-economic Statistical Measure - Our finding that the Mid-
County Sewer Project is unaffordable cannot be measured in terms of whether the
residents of the affected area are somehow able to pay their monthly sewer bills.
Measured by this narrow criterion, the Mid-County Sewer Project seems affordable.
Nearly 35% of the assessments in the Mid-County Sewer Project area have been paid
off in full at the time of assessment. As of August 1991, only 3% of the new sewer users
were taking advantage of the sewer Safety Net deferral program, and in terms of total
assessment dollars, only 4% were delinquent.' Historically, long term delinquencies are
low, however the public testimony indecates that a high percentage of residents are using
education funds, long term reserves or borrowing an unwise amount to pay for sewer
costs.

Affordability and Disposable Income - The cost of assessments, hook-ups, and private
plumbing for Mid-County Sewer Project residents consumes a larger percentage of
disposable income than what Portland residents have in the past been asked to pay.
There are three factors which have contributed to this squeeze in Mid-County residents’
disposable income. First, on a nation-wide basis the percentage of nondiscretionary
household income spent in the 1986-1990 period on housing, medical care, business
services (i.e., legal fees, brokerage fees, etc.), food, energy and other costs has
increased by nearly 5% over the amount spent on such items in the 1971-1975 period.?
Second, an increasingly stringent regulatory environment has added substantially to the
overall costs of building and maintaining local sewage disposal systems. Finally, there

4 City of Portland; City Auditor's Office; Assessment Division; Vizzini, Daniel G.; “Assessment
Financing Status Report"; August 1991.

2 New York Times, Tuesday, September 24, 1991.

o
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is less support today from federal and state agencies for building sewer systems than
there has been in the past.

Affordability Indices - Various indices have been used in the past to measure the
affordability of water pollution control projects. For example, two reports recommend
annual costs per household at 1.5% of median household income. Another
recommennded 1.75% of gross annual income maximum.® In 1990, according to the
Bureau of Environmental Services, the gross median income in the project area is
approximately $30,000. Thus the average resident in the project area is now paying in
excess of 5.2% of gross annual income.

 After examining three different affordability studies,* and different affordability indices, our
Affordability Subcommittee concluded that the Mid-County Sewer Project is unaffordable.
The Task Force as a whole unanimously agreed that the current project is
unaffordable.

2. EQUITY

%re Mid-County Residents "Paying Twice" for Their Sewage Disposal System?

The objective of the municipal sewer system is to remove and treat effluent generated by
residential, commercial, and industrial properties. Septic tanks and cesspools are
alternative disposal systems that, for many years, received government sanction. In the
urban areas of Portland, the city worked with property owners to develop treatment
plants, trunks, and a collector system to meet the disposal objective. In Mid-County, the
govemnment approved the use of cesspools and septic tanks as an alternative.

Thus, Mid-County residents have already paid once for a sewage disposal system that
was approved and required by govemment. This fact undercuts one argument frequently
cited in support of the current Mid-County sewer financing scheme, i.e., everyone else
paid for their sewer system, so Mid-County residents should pay for theirs. The Task
Force agreed that requiring Mid-County residents to pay twice for sewage disposal is

? United States Environmental Protection Agency; "Environmental Protection Agency
Construction Grants (CCG-85)"; 1985, p.2; CH2M Hill; Multnomah County; "Final Report Sewerage
Facilities Financing Plan"; December 1981; pp. 4-30; Multnomah County, Oregon; "East County
Sewer Report"; January 1982, pp. 17-18.

* City of Portland; Bureau of Environmental Services; Staff Report; "Portland Mid County
Sewer Project Affordability Analysis Update"; April 1991; East County Sanitary Sewer Consortium;
CH2M Hill; Mid-Multnomah County Sewer Implementation Plan, Volume | and II"; September
1985; Multnomah County, Oregon; "East County Sewer Report"”; January 1982.

10
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inequitable, especially considering the reason for the mandated project: clean
groundwater for everyone in the region.

Regional Benefits of Cleaner Groundwater; Specific Benefits to Mid-County Residents

Given that cleaner groundwater benefits all regional water users, the entire region should

=pay some portion of the Mid-County Sewer Project cost. Mid-County residents cannot
sexpect to be relieved of all cost because they are being relieved of the responsibility to
maintain and eventually replace their cesspools. Fairness dictates that Mid-County
residents should pay only for the specific benefit they receive, and pay an appropriate
share of the cost of the general benefit to all region-wide water users.

Stated another way by one of our Task Force members, Mid-County residents were in
essence being asked to purchase equity in a community asset, without a clear definition
of the value of the existing system or who had contributed to the value of the system
previously. Equity would suggest that Mid-County residents should 1) contribute no more
or less than current residents had contributed to the system; and 2) pay no more or less
than their requisite share in the current equity value of the system. With the value of the
existing system in question, given its CSO (Combined Sewer Overflow) liability and
unknown repair cost, it is particularly inequitable to require Mid-County residents to pay
their current assessment level.

1t has also been argued that individual property owners should pay for their sewers
because sewers increase the value of their property. Property values do increase when
sewers are provided to an unimproved property. There is no evidence, however, that
single-family homes on sewers sell for more than single family homes on cesspools, all
other factors equal. This brings to light the basic point that this project is very different
than other sewer projects, i.e., it is being constructed in an already urbanized area, which
prevents the specific benefit of property value increases from occurring to individuals in
the area.

"Polluter Pays" Is an Inappropriate Justification for Imposing Project Costs on Mid-County
Residents

It has been said many times that the polluter pays, but this is not true. Businesses in the
area which will be paying assessments will either depreciate or expense their cost,
passing on as much as 40 percent of the cost through the tax structure to all taxpayers.
In addition, businesses have an opportunity to raise prices to recapture costs not
recouped through the tax system, and therefore may be able to avoid the entire cost of
the project. Single family homeowners do not enjoy either cost avoidance opportunity.

11
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The tax structure precludes this type of deduction for the individual taxpayer, and there
is no evidence that home values in the affected area will increase because of this project.

Moreovér, our society has never fully embraced the "polluter pays® theory. For example,
mass transit programs such as MAX are paid for by the general population, not
automobile owners who use the contiguous freeways.

LConclusion

The discussion of issues presented above regarding equity is a sampling of the issues

‘treated by the Task Force as it proceeded to the conclusion that to require Mid-County
residents to bear virtually the entire cost of this sewer project is inequitable.

Thus the Task Force concluded in its preliminary report that "some portion of the sewer
project cost be allocated outside the project area."
The specific amount is identified in the Recommendations section of this report.

3. CUSTOMER UNCERTAINTY

Background

The Mid-County Sewer Project has a proposed 17 year life. In a project of this duration,
many conditions present at the beginning of the project can be expected to change over
time. In the first five years of the project, interest rates, construction practices, construc-
tion costs, household incomes and financing alternatives have all changed. The project
was designed around 40 small Local Improvement Districts (LID), each of which was
formed when a given area was about to receive its sewers. Because each LID has its
own costs structure, and is subject to cost increases, property owners in the Mid-County
project district are subject to great uncertainty regarding their future costs. This feature
of the Mid-County project places an onerous burden on the residents of the area. This
cost uncertainty was a major theme of testimony given in the public hearings, and is
addressed in the Task Force Customer Uncertainty Subcommittee Report.®

> City of Portland; Mid County Sewer Project Cost Alternatives Task Force; Customer
Uncertainty and Risk Subcommittee; "Mission Statement and Draft Report on Customer
Uncertainty and Risk"; September 1991.

12
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Analysis

Typically, a Local Improvement District is formed to meet a specific objective and the
planning, financing arrangements, and construction occur within a one to three year
period. Within this short time frame, those individuals involved in the project know not
only the time frame, but also the approximate cost with a reasonable degree of certainty.

In the view of the Task Force, the size, scope and duration of the Mid-County Sewer
Project does not lend itself well to the LID process. Installing 500 miles of sewers,
digging up every street in Mid-County, asking 53,500 property owners to pay costs and
connect to the new sewer is no simple LID-type project. Asking project customers to
manage all of this risk and bear future uncertainty is asking too much.

As evidence of the problem, at the inception of the Mid-County project in 1986, the
probable cost was stated to be approximately $.35 per square foot for installed sewers.
By 1991 the cost had escalated to as high as $.70 per square foot. While the eventual
timing of each segment of the project is generally known, the residents do not know what
their eventual costs will be. With costs increasing nearly 100 percent (in some cases)
during the first five years of the project, and the total cost of assessments, connection
fees, and private plumbing now in excess of $10,000 for some residents, current and
future cost uncertainty is a major problem of this project and for Mid-County residents.

Conclusion

One of the primary recommendations of the Task Force is that uncertain future costs
must be controlled. Using a combination of "in lieu" payments and Capital Improvement
Project financing mechanisms, individuals in the area can pay today’s cost "now," whether
they are hooked up to municipal sewers one year in the future or fifteen years in the
future. We recognize that this financing method shifts the risk of future cost increases
onto the Bureau of Environmental Services (BES), --and thus onto all ratepayers. This
shifting of risk is consistent with the Task Force’s view that this project should be dealt
with on a region-wide basis, not by Mid-County residents in forced isolation.

4. CONSTRUCTION COSTS

The task given to our Construction Cost Subcommittee was "to determine if the project
is being managed to achieve the lowest possible construction costs consistent with quality
construction, and comparable similar sewer projects”.

13
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The subcommittee addressed the issues discussed in the following paragraphs. These

issues explored all of the known possibilities for cost control in design and construction
practice.

Because of rapidly evolving technology, the first issue addressed was whether the project
is using appropriate design and construction criteria. The subcommittee found that the
project is being designed in accordance with minimum design standards as set by State

<and Federal requirements, and in accordance with good engineering practices. The
jproject has a design life of 100 years. The subcommittee determined that the project is
using the best available technology and that the use of this technology is producing
substantial cost savings, both in the selection of construction materials and in the design
of project facilities. The construction specifications have also been written to encourage
contractors to use innovative cost saving construction methods.

"The subcommittee next examined the propriety of the planning and bid processes. The
subcommittee found that the Oregon Department of Environmental Quality and Federal
Environmental Protection Agency review and approve all plans and specifications prior

~to bidding, and also review and approve the bid documents before the contract is
awarded by the City Council. The Mid-County Staff has worked with the Department of
Environmental Quality to eliminate some inappropriate and costly State standards.

The subcommittee also tried to evaluate the reasonableness of construction costs for this
project. Construction bid prices are closely related to the level of construction activity in
an area, rising as the general work level increases. The subcommittee found that the
;sewer construction cost increases on this project generally matched regional construction
-cost trends as reported in the Engineering News Record, though they are rising at a
faster rate than the Seattle E.N.R. index, especially in 1989 and 1990.° In an effort to
-.compare costs with a more widely known index, a second graph was reviewed comparing
construction cost increases to the Consumer Price Index.” This graph generated
.considerable public controversy. The graph may be technically correct, but inadvertently
presented the data in a format which could easily confuse a casual observer.

In reviewing project scheduling and sequencing criteria, the subcommittee found that the
project has been scheduled for completion by the year 2005 and that scheduling has
been done to provide a relatively uniform annual workflow. The subcommittee also found

¢ Engineering News Record; ENR Index vs 7000 Assessment Costs (Used Seattle ENR
Index to 1979); Graph from 1960 to 1990.

7 City of Portland; Mid County Sewer Project Cost Alternatives Task Force; "Media Clipping
File for the Task Force"; August 1991 to November 1991.

14
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that there were potential cost savings if the work was designed and built in larger units
and at an accelerated pace. It consequently recommended a more detailed examination
of these ideas.

The subcommittee reviewed the project bidding history to determine if the construction
bids have been competitive. It found that there have been 92 bids submitted by 19
separate bidders on the 15 jobs assigned to contractors to date, an average of six bidders
per job. The number of bidders on each job has ranged from four to eleven.® This level
of bidding activity indicated a competitive bidding environment.

The subcommittee looked for comparable projects in the northwest. Only one similar
project was found, in Pierce County, Washington. This project, built in 1983 and 1984,
received an 80 million dollar Federal grant and the total construction cost was 180 million
dollars. The average assessment on this project was approximately $3500, after being
reduced by the grant. The average assessment without grant funds would have been
$4900 in 1983 dollars. Not surprisingly, the scope of work for the Mid-County and Pierce
County projects was not the same. Therefore, direct comparison of the Mid-County
project with the Pierce County project or any other project is problematic.

A review of previous studies of these issues showed that construction on the project was
stopped in 1989 when bids received were significantly over engineering estimates. At
that time a task force was formed within the Bureau of Environmental Services to study
methc;ds of lowering construction costs. The results of this study were implemented in
1989.

Non-conventional approaches were reviewed to determine if they would assist in cost
reduction. The subcommittee considered potential cost savings from reducing the number
of gravity services available, doing work with City crews, and by awarding longer term
contracts, and rejected these ideas as being ineffective or even counter-productive.

In conclusion, the Construction Cost Subcommittee determined that 1) costs are generally
in line with regional construction costs and with at least one comparable project; 2) the
project is using the best available design and construction methods, and 3) there is little
or no prospect for major relief on construction costs from changes in specifications,
procedures or methods.

8 City of Portland; Bureau of Environmental Services; Mid-County Group; Mandatory L.I.D.’s;
September 1991.

° City of Portland; Bureau of Environmental Services; Kliewer, Dave; Memo, re: Mid-County
Sewer Cost Alternatives - Summary Recommendations; October 1989; City of Portland; Bureau of
Environmental Services; Klingler, Lee and Sunnarbord, Ron; Memo, re: Escalating Bids and Contract
Issues on the Mid-County Sewer Project; October 1989.
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ECOMMENDATIONS

After a review of its findings the Task Force concluded that the project is unaffordable to
a majority of the residents, has many inequities, and that costs are uncertain and very
high relative to earlier sewer costs in the city. We consider protection of the ground water
resource to be a regional issue requiring regional solutions. We believe a fair share of
the costs need to be borne by those outside the project area.

The Task Force makes the following recommendations:

1. A cap of $3,000 for all Mid-County single-family residential users should be
implemented immediately. The Task Force looked at a range of caps from $2,500
to $4,000. At a $3,000 cap with a $965 connection fee and typical private
plumbing costs of $1,500, less the State Income Tax Credit of $800, the total cost
per resident today would be approximately $4,665. Financing this sum over fifteen
years at 7.8% would result in a monthly payment of $44 for area residents. Using
a gross median income figure in the project area of $30,000, annual costs would
be approximately 1.75% of median gross income, excluding monthly BES service
changes. A cap of $3,000 will make the project affordable for a majority of the
users, reduce cost uncertainty, and also more closely approximate costs to other
users in the city. Several members thought $3,000 may be too high when added
to service charges. Another member thought it should be higher to provide more
relief to lower income properties.

2. We recommend that financial assistance be arranged for those who cannot afford
the costs stated above. Such additional financial assistance beyond the cap should
be means-tested, based on ability to pay. Such additional assistance might include
broadening the safety net, expanding the zero interest loan program to a broader
range of eligible participants, and providing low-interest loans for private plumbing.
Also the HCD (Housing and Community Development) program should be
expanded to include private plumbing cost grants for low income residents. We
also recommend exploring the possibility of limiting safety net liens to original
principal only, to prevent erosion of equity through ever-increasing interest
changes.

3. We recommend the current LID (Local Improvement District) program be changed

to a Capital Improvement Project (CIP) to provide greater flexibility and that
assessments be charged based on Equivalent Dwelling Units (EDU). The Forester-
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Conder report'® indicates that conversion to an EDU throughout the project area
could lower costs to single family residential users by approximately 30%. At
present only the first 100 feet of lot depth is assessed. Thus the percentage of the
typical single-family lot which is currently being assessed is much higher than the
percentage of assessment for larger and deeper multi-family and commercial
properties. The impact on public service uses (such as schools, nursing homes,
non-profits, etc.) must also be carefully evaluated. A method would also need to
be created to assess £DU’s to vacant land based on front footage, zoning, square
footage or anticipated future use."

On many occasions the Task Force members have expressed concern over costs,
the failure to apply for major federal assistance, and non-construction
(administrative) costs. Also, concerns have been expressed about "in lieu”" charges
being assessed and transferred to the sewer general fund instead of offsetting
project costs. Another expressed concem was whether this project was designed
to generate inappropriate "profits® to BES or general city coffers. On several
occasions we discussed recommending a project performance review by an
independent auditor. It was concluded each time by a narrow majority that a
performance review (audit) should be recommended.

We recommend that property owners be encouraged to pre-pay their sewer
assessments, and also that the Council consider accelerating the project, to reduce
future time-related cost increases.

We recommend that all caps and other financial relief be applied retroactively to
all eligible participants within the project area.

We recommend that an increase in the State Income Tax Credit be requested to
a level that approximates the estimated value of the typical cesspool system being
abandoned. Also, that a HARRP (Homeowner And Renters Relief Program) type
program be established for lower income residents that cannot recover part of the
costs through tax reduction.

10 Forester, J. Richard, Consultant to the Mid County Sewer Project Cost

Alternatives Task Force; "Revised Numerical and Narrative Evaluation of Mid County Sewer
Financing Alternatives"; October 1991.

1 See also: City of Portland; Mid County Sewer Project Cost Alternatives Task Force; Nelsen,

David; "Minority Report: Five Point Financing Plan for the Mid County Sewer Project"; November

1991.
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10.

Combined Sewer Overflow (CSO) casts a dark shadow over the Mid-County Sewer
Project. One of our retained consultants concluded that adding the Mid-County
members to the system should lower CSO costs to other BES customers far more
than the monthly increase to those other customers for funding Mid-County project
relief. Several members of the Task Force question whether it is equitable for Mid-
County residents to be charged under the current policies for the CSO project.
Cenrtainly both projects are central to regional water quality issues, and should be
addressed on a regional basis. Policies need to be enacted that are fair to all
users in the system. To this end we agree with Commissioner Blumenauer that an
equity committee needs to be established to evaluate these issues and determine
who should equitably pay for the CSO problem. Several Task Force members
have expressed a willingness to participate in this endeavor. As a general
principle, however, we believe that the costs for both projects should be shared on
a region-wide basis. If not, then Mid-County residents should be exempted from
all current and future CSO costs.

The Task Force also suggests that these recommendations be reviewed for their
applicability to other areas of the city.

The City and the Department of Environmental Quality should seek, and our

congressional delegation should seek to obtain, additional federal funding for this
project. If funding is not sought, a full explanation to the public must be made.
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RESOLUTION NO. 343 155

WHEREAS, in April, 1986, the Environmental Quality Commission found that the
absence of a uniform sewer system in mid-Multnomah County had resulted in a threat to
‘drinking water and directed the City of Portland to construct sewers to replace existing
septic tanks; and

WHEREAS, the City of Portland worked w1th the Department of Environmental Quality to
devise the Mid-Multnomah County Sewer Implementation Plan and began sewer
construction in April, 1987; and -. =

WHEREAS, recognizing that the share of the cost of sewer construction could create
significant financial hardship for some property owners, the City Council passed resolution
34053 to crcag: a financing options for property owners meeting certain criteria and needing
assistance; an

WHEREAS, the Bureau of Environmental Services developed financing options including
a sewer safety net, a low interest loan program and State property tax credit for affected
property owners in mid-Multnomah County and has administered these programs for the
benefit of all those qualifying; and

WHEREAS, the mid-Multnomah County Sewer Project is now in its fifth year of 2
Pprojected 17 year construction schedule; and

WHEREAS, the Portland Orgamzmg Project, on behalf of the Englewood Sewer District,
has expressed concern that the current method of financing the project is overly
burdensome to property owners and should be changed to provide greater relief to affected
parties; and

WHEREAS, it is appropriate that the underlying policies and principles of the financing
program be re-examined on a regular basis to ensure that financing practices are fair,
effective and meet the objectives of the program as well as the needs of the citizens; and

WHEREAS, the City Council wishes to review current project costs and evaluate other
~ financing options to ensure that the assessments charged to property owners are reasonable
and fair and explore modification to assessment practices if appropriate.

-NOW THEREFORE, BE IT RESOLVED, that the Oty Council establish the Mid County
Sewer Project Cost Alternative Task Forcc, as outlined in Exhibit A. The purpose of the
Task Force is to:

1. Review concemns raised by affected property owners regarding current costs and
cost increases over past five years.

2. Re-examine the assessment policies and project financing principles established by
the Council in 1986.

. 8 Develop recommendations for alternative financing options to increase the
affordability of sewer construction to property owners in the Mid County Sewer
Project Area.

BE IT FURTHER RESOLVED that the Task Force shall report its findings and
recommendations to the City Council by November 1, 1991.

Adopted by Council, MAY 22 1991
BARBARA CLARK

Szr]n:na gl;rgﬁgsuer Auditor of the City of Portland
May 16, 1991 AR S

Deputy



Appendix A

Mid County Sewer Project
Cost Alternative Task Force

Scope of Work

Background

In 1986, when Portland was ordered by the Oregon Environmental Quality Commission to

install sewers in the Mid County Area, the City Council passed resolution 34053 that
established how the project would be financed. Basic to this resolution was the premise that
sewer costs for new customers to Portland's sewer system would not be subsidized by the
existing customers in the system. This premise was founded on three conditions:

1. No outside funding had been secured and it appeared that little would be available
because of the withdrawal of federal funds.

2. Sewer services are a cost of property ownership and ultimately reflect in the value
of the property served, and

i & Subsidizing the affected area property owners for sewer costs would be inequitable
to the properties which have previously been assessed.

Recognizing that the affordability of new sewers was a key factor in carrying out the Project
responsibly, the City Council further directed the staff to develop a sewer safety net to allow
low-income property owners with the option of deferring sewer costs until the sale of their
property and to expand the payment options under the City's low interest loan program to
allow sewer costs to be spread over a longer period of time.

Current Status

The project is now in the fifth year of its seventeen year life. A Sewer Safety Net, funded
by the State Department of Environmental Quality, has been available since 1987 offering
deferred payment loans and connection deferrals to eligible property owners. The loan
program has been expanded to allow sewer costs to be paid monthly at variable lengths of
terms. At the current rate of 7.8% interest for a twenty year length of term, the
approximate monthly cost is $8 for every $1000 borrowed. In addition, the 1987 State
legislature enacted a State Income Tax credit for sewer connection expenses, currently $750
at $150 per year for five years.

To date, 12,823 property owners have connected to sewers in Mid County, 6,334 of these
since 1987.



Current Cost Concerns

Sewers are currently being installed in the Englewood Sewer District, one of the 45 districts
in the Mid County Project area. The Portland Organizing Project has expressed concern
that the proposed cost for Englewood sewers are too high and have requested their sewer
costs be reduced. They have suggested an expansion of the Sewer Safety Net, an increased
State Tax Credit, a local property tax credit, a cap on sewer costs, and a subsidy from Bull
Run Water users or sewer system users. These proposals would essentially shift the cost of
Mid County sewers to a larger base of taxpayers or ratepayer, who share some benefit from
the installation of Mid County sewers.

Task Force Purpose

A Cost Alternatives Citizen Task Force is proposed to review current cost concerns, re-
examine the Project financing principles established by the City Council in 1986 and develop
alternative financing principles and options to increase the affordability to property owners
in the Mid County Sewer Project area.

Task Force Membership

Representation on this Citizen Task Force will be broadly based to include representatives
of new sewer customers from the Mid County area and existing sewer and water customers.
This thirteen member task force will include:

-1 member of the Portland Budget Advisory Coordinating Committee

-1 member of the Bureau of Environmental Services Budget Advisory Committee
-1 member of the Water Bureau Budget Advisory Committee

-1 member of the Mid County Sewer Project Citizens Advisory Board

-1 representative of Human Solutions, the Mid County Social Service Provider

-3 members representing POP's, ECCO, and East Portland District Coalition

-5 members each appointed by members of the City Council



Scope of Work
The task force will perform the following analysis.

i 8

2.

Examine and evaluate the principles that guided the Mid County Sewer Project
financing program as adopted by the City Council in 1986.

Examine the current menu of financing options for Mid County customers and
evaluate for adequacy and "affordability”.

If appropriate, develop and recommend modifications to the principles and an
expansion of the financing menu consistent with the modified principles.

Consider whether there are other City policies or objectives that would be served by
developing new financing options for the project.

Conduct an investigation of the following financing options:

E

Expansion of the Sewer Safety Net with funds from either the State or local
sources, including a surcharge on Water and Sewer rates.

A local property tax credit for sewer costs.
An expanded State Income Tax Credit for sewer costs.

Urban Renewal Designation for all or part of the Mid County Project area,
including a homestead exemption provision.

Assistance from Federal loans or grants.

The use of property value increase as a result of sewer installation as a source
of revenue to offset costs.

A cap on sewer costs to property owners; with costs in excess of this cap, paid
from other sources such as a surcharge on sewer and water rates.

Reduction of System Development Connection Charges for Mid County
customers with subsidy provided by non-Mid County sewer customers.

Revision of construction policies such as the project length and district sizing.

Other ideas generated by the task force.



6. Consider the impact of proposed options to all Mid County Project customers,
including those who have connected and paid under existing financing program.

7. Report back to the City Council with a report by November 1, 1991.

Task Force Staff and Technical Advisory Committee

The Task Force will be staffed by Bureau of Environmental Services. A technical advisory
committee will be established to assist the task force and include representatives from the
Auditor's Office, the Water Bureau, the Department of Environmental Quality, the Portland
Development Commission, the Bureau of Community Development and the Portland
Housing Authority.
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TASK FORCE BIOGRAPHIES

DEY, W. ROSS
Employment and volunteer activities pertaining to Task Force:
e 1990 - Present: Portland Future Focus
* 1989 - Present: Executive Director of HOST (Homeownership

One Step at a Time)
* 1975 - Present: Director of Oregon State Home Builders
e 1987 - Past President of Home Builders Metro Portland

Sewer Project Status: does not own property in project area.
Appointed to the Task Force through Commissioner Blumenauer’s Office.

KIELY, G. KEVIN
Employment and volunteer activities pertaining to Task Force:
» 1987 - Present: Officer - Oregon State Bar Construction Law Section
Executive Committee
e 1988 - 1991:  Pastoral Council, St. Charles Roman Catholic Church

Sewer Project Status: does not own property in project area.
Appointed to the Task Force through Commissioner Lindberg’s Office.

JANE, ROSEMARY
Employment and volunteer activities pertaining to Task Force:
» 1988 - Present: Chair, City of Portland Budget Advisory Committee
* 1988 - Present: Office of Cable Communications and Franchise Management
Advisory Committee

Sewer Project Status: does not own property in the project area.
Appointed to the Task Force through Portland Budget Advisory Committee.

MORGAN, DOUGLAS F.
Employment and volunteer activities pertaining to Task Force:
e 1987 - Present: Member of Portland Water Bureau Citizens Advisory Board
e 1990 - Present: Member of Portland Water Bureau Resources Advisory
Committee

Sewer Project Status: does not own property in the project area.
Appointed to the Task Force through Portland Water Bureau Budget Advisory
Committee.




NELSEN, DAVID L.

Employment and volunteer activities pertaining to Task Force:
* 1985 - Present: Far West Bank - VP & Manager of Income Property Lending
e Citizen Advisory Committee - Banfield, I-205, Wood Village.
* Member Wilkes Neighborhood Group - Approx 15 yrs.

Sewer Project Status: pre-existing voluntary county sewer.
Appointed to the Task Force through East Portland District Coalition.

NIELSEN, CARL K.

Employment and volunteer activities pertaining to Task Force:
* 1965 - Present: Northwest Natural Gas - Engineering & Construction
* 1962 - 1965: Montana-Dakota Utilities Company - Engineering
e 1962 - 1960: Lincoln County Schools, Oregon - Teaching

Sewer Project Status: does not own propety in the project area.
Appointed to the Task Force through Mayor Clark’s Office.

PENNINGTON, RON L.

Employment and volunteer activities pertaining to Task Force:

1989 - 1991:  Mid County Sewer Project Citizens Advisory Board

1990 - Present: Citizens Involvement Committee (County) - Treasurer

1987 - Present: Centennial School Board - Budget

1991 - Present: Gresham Chamber Public Affairs Committee - County Budget
Review '

1980 - 1983:  Machinist Local #63 - Treasurer

Sewer Project Status: TD3 Trunkline - 1990.
Appointed to the Task Force through Citizens Sewer Advisory Board of the Mid-
County Sewer Project.

PHEGLEY, DANIEL L.
Employment and volunteer activities pertaining to Task Force:
* 1981 - Present: Insurance agent - Budgeting for Local Business &
Households
e 1987 - 1988: Board Member - Eastside Up - Parkrose Revitalization
° 1986 - 1990:  United Citizens - Chairman/Board Member
¢ 1982 - 1990:  Rockwood, Parkrose & Hazelwood Community Groups

Sewer Project Status: Lincoln Park LID 1997+.
Appointed to the Task Force through East County Coordinating Committee.




PIETKA, DAVID E.
Employment and volunteer activities pertaining to Task Force:
* 1985 - 1989: Portland Housing Advisory Committee
e 1987 - 1989: Central City Plan Steering Committee
* 1978 - Present: Palmer, Groth & Pietka - Valuation Issues
e 1985: Palmer, Groth & Pietka - Study for CH2M Hill for Mid County
‘ Sewer Project value impacts.

Sewer Project Status: does not own property in project area.
Appointed to the Task Force through Portland Organizing Project.

.PIPER, CAROLYN A.

Employment and volunteer activities pertaining to Task Force:
¢ 1990 - Present: Human Solutions - Management
e 1989 - 1990: Prudential Homefolk Realtors - Real Estate Sales
e 1989 - Present: ASERT Neighborhood Association - President

Sewer Project Status: Pre-existing sewer in the Gresham project area.
Appointed to the Task Force through Human Solutions.

STEWART, ANDRE F.
Employment and volunteer activities pertaining to Task Force:
e Current: Center for Community Mental Health - Fiscal and Administrative
Manager
e 1991: Portland Organizing Project - Volunteer

Sewer Project Status: Woodmere LID - Post 1996.
Appointed to the Task Force through Commissioner Bogle’s Office.

WASHINGTON, ED J.
Employment and volunteer activities pertaining to Task Force:
e 1986 - Present: Member Executive Board Concordia Neighborhood
Association i ‘
e 1987 - 1988:  Member Parks Bureau Task Force to study safety in Portland
Parks
e 1988 - Present: Member Mid County Sewer Advisory Board
* 1988 - Present: Member of Citizen’s Advisory Committee on Tri-Met Budget

Sewer Project Status: Pre-sewered, Englewood Neighborhood.
Appointed to the Task Force through Commissioner Kafoury’s Office.




WEAVER, RONALD O.

Employment and volunteer activities pertaining to Task Force:
* Bureau of Environmental Services Budget Advisory Committee
¢ Mid County Sewer Project Citizens Advisory Board
¢ Parkrose Community Group

Sewer Project Status: Cliffgate 1997+.
Appointed to the Task Force through Bureau of Environmental Services Budget
Advisory Committee.
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APPENDIX C

This is a summary of people who spoke, wrote, and signed petitions to the Task Force
and Commisioners concerning the cost of sewer construction and hook up.

Individuals who spoke at the September 12, 1991 Public Hearing:

Dorothy Smith, Dan Phegley, Mack Fisher, Marthella Bailey, Satish Palshikar, Larry
White, Karen Jenkins, Tom Cropper, Pat Barnes, Todd Berndt, Carl Schley, Ralph
Edmunds, Joseph M. Ardito, R.A. Olson, Debra Phegley, Herb Broun, Dorothy
MacLeod, Pat Brown, Walt A. Walter, Everett Coffman, Robert L. Jones, Mike Roelle,
Walt Meyer, Dale Sherbourne, Sally Klaver, Richard D. Roborts.

Organizations/Representatives who spoke at the September 12, 1991 Public
Hearing:

Portland Organizing Project (submitted a written copy of testimony), Southeast
Uplift/Linda Bauer, Associated General Contractors/Jack Nelson.

Individuals who spoke at the September 18, 1991 Public Hearing:

Bob Luce, Margo Slusher, Dave Long, Charles Goetz, Denis Reilly, Frank Gearhart,
Margeurite V. Hill, Jerry Fitzsirnmons, William D. Shorrs, Barb Fritz, Gloria Starling,
Jeanne Orcutt, Don Burke.

Organizations/Representatives who spoke at the September 18, 1991 Public
Hearing:

ECCCO/Alice Blatt.
Individuals who spoke at the November 12, 1991 Public Hearing:

Commissioner Earl Blumenauer, Representative Vera Katz, Herb Brown, Bob Luce,
Dorothy Smith, Franklin Jenkins, Tom Dennehy, Peter Smith, Mack Fisher, Tom
Cropper, Linda Riley, Charles Goetz, Nancy Phelps, Joan Gillander, Jane Baker, Frank
H. Johnston, Marthella Bailey, Fr. Jack Mosbrucker, George Starr, Robert Hudson,
Senator Ron Cease, John Olsen, Richard Sherman, Joe Schmidt, Steven C. Puls,
Barbara Brooks, Walt Meyer, Geri Ward, Irving Ott, Jean Hood, Commissioner Sharron
Kelley, Dale Sherbourne, Marji Marlene M. Wolfer, Jacqueline Frisbee, Constance
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Lowery, William Shores, Jim Bisenius, Michael R. Mignano, Pat Brown, Dorraine
Modisett.

Organizations/Representatives who spoke at the November 12, 1991 Public
Hearing:

Portland Organizing Project/Karen Jenkins, East County Coodinating Committee/Bob
Luce, Southeast Uplift/Arlene Palshikar, East Portland District Coalition/Dennis Richey,
United Ctizens/Jeanne Orcutt and Frafhces Hyson.

Written Correspondence Received By the Task Force from:

Tom Cropper, Linda Bauer for Southeast Uplift, Jack Nelson of Associated General
Contractors, Jane Baker, The Real Estate Marketplace/Linda Hall, Kathy Grove, Mark
E. Gardner, Dorothy M. Smith, Franklin Jenkins, Bob Woodburn, Margeurite V. Hill,
Joy Aitkenhead, Dorothy C. MacLeod, Patty L. Barner, Euene and Bonnie Gregg,
Denis & Marguerite Reilly, Leslie D. Martin, Al Clark, M. L. Flint, Themla Upham, H. R.
Woodburn, Anton Samson, R.S. Sherman, Trudy & Robert Jones, Lorna M. Lewis,
George Heaton, Bob Willoughby, Olema Horton-Garcia, John Merrill, William Bown,
Jack Odell, Marvis Holt, Karen Jenkins/Portland Organizing Project, Bob
Luce/ECCCO, Dennis Richey/EPDC, Commissioner Earl Blumenauer, Representative
Vera Katz, Bob Luce, Dorothy M. Smith, Peter Smith, Linda Riley, George Starr, Joe P.
Schmidt, Steven C. Puls, Geri Ward, Jean Hood, Commissioner Sharron Kelley, Dale
Sherbourne, Marji Marlene M. Wolfer, Jim Bisenius, Francis M. Kosydar, Donald &
Sami Scripter, Lawrence V. Parker, Chirie C. Pieharshi, Bruce Nelson, H.R. Woodburn,
Charles M. Farrier, Rosalie E. Vogel, Dorothy C. MacLeod, Roland Kwee, Tom
Dennehy, Harold and Patricia Goodling, Margaret F. Wolff.

Petitions to Elected Officials Concerning Sewer Costs:

The following petition was to Commissioner Blumenauer and Other Elected Officials
and was signed by 35 citizens.

"I am a resident of the Mid-County Sewer Project area. I'm concerned about
skyrocketing sewer costs. We are being asked to bear this burden alone, while
downtown sewers are being paid for by the entire city. We need and deserve help
from the rest of the city as well so that people do not lose their home, or lose the
equity in their home through the so-called ’safety net’. | urge you to adopt policies
such as a cap on sewer assessment and assistance from the entire city that will help
to control these unreasonably high costs."
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The following petition was from Trudy Jones to Commissioner Blumenauer. It was
signed by 275 citizens at 205 addresses.

*POP & Portland Organizing Project are pressuring City of Portland Commissioners to
place a levy or sur-charge on the sewer bills or homes of people on sewers to pay for
the unsewered areas of Portland. There are 56,000 unsewered homes in East County.

"For a long time it has been obvious that sewers would be needed in Mid-
County. For all that time inflation has been the well known norm of our nation.
Various unsewered people have delayed by every means possible while casts
continued to rise. Elections for sewers at $1,700 to $2,200 with the Federal
Government paying half were voted down. When sewers were mandated they still
protested. Now they are raising a great lamentation about those rising costs; and they
have organized to publicize their self-imposed plight.

"People will not lose their homes because of sewers. Sewers can be paid for in
cash, use Bancroft bonding at a very low interest rate, or there is a State safety net for
low income & needy folks, or if 65 or.older they can defer payment until their estate is
sold.

“It behooves the rest of us to let the Commissioners of the City of Gresham,
City of Portland, and County politicians know that we have paid for our own sewers
and that we do not want to pay for sewers for procrastinators."

Their names were added to the Task Force mailing list, but were not checked for
duplications or accuracy.
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APPENDIX D
COMPENDIUM OF MATERIALS

MID-COUNTY SEWER PROJECT COST ALTERNATIVES TASK FORCE

The attached document list includes all documents prepared by or for the Task Force and
all historical reference materials used by the Task Force during its deliberations. The
Task Force is interested in guaranteeing that its work be carried forward for any future
public involvement efforts surrounding the Mid-County Sewer Project. Therefore,
repositories have been established at the following locations for materials generated by
and for the Task Force. For other historical materials, contact the agency responsible for
preparing the document.

COMMUNITY GROUPS:

*CENTRAL NEIGHBORS NORTHEAST, MARY PALMER, 823-3156

*EAST PORTLAND DISTRICT COALITION, CHARLSIE SPRAGUE, 256-0014

*EAST COUNTY COORDINATING COMMITTEE, BOB LUCE/DOROTHY SMITH,
761-5209

*PORTLAND ORGANIZING PROJECT, KATHY TURNER/T OM SHRAWE, 282-0087

*SE UPLIFT, NICK SAUVIE, 232-0010 _

*UNITED CITIZENS, JEANNE ORCUTT, 666-1161 '

CITY OFFICES:

*MAYOR'’S OFFICE, CHRIS TOBKIN, 823-4125

*COMMISSIONER BLUMENAUER’S OFFICE, JULIA POMEROY,823-3609
*CITY AUDITOR’S OFFICE, DAN VIZZINI, 823-4087

*BUREAU OF ENVIRONMENTAL SERVICES, KAREN KRAMER, 823-2033
*MID-COUNTY SEWER PROJECT OFFICE, BONNIE MORRIS, 823-4032

CITY ARCHIVIST:

The City Archivist is the sole agency responsible by City Code for maintaining all historical
files pertinent to the City’s activities. Materials generated by and for the Task Force which
are listed in the attached appendix will be forwarded to the City Archivist. In addition
copies of all other materials generated during the Task Force effort will be forwarded to
this agency of the city. For more information about what the City Archives maintains,
please contact Steve Webber at 823-4631.
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TASK FORCE DOCUMENT LIST

Documents Prepared for the Task Force Effort

1) City of Portland; City Council; Commissioner Blumenauer, Earl; Resolution 34855,
establishing the Mid-County Sewer Project Cost Alternative Task Force, including
Scope of Work; May 1991. }

2) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force; Equity
Subcommittee; "Mid-County Sewer Project Equity Issues: Draft IV"; September 1991.

3) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force; Customer
Uncertainty and Risk Subcommittee; "Mission Statement and Draft Report on
Customer Uncertainty and Risk"; September 1991.

4) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force;
Construction Cost Subcommittee; “Preliminary Subcommittee Report on Construction
Costs"; September 1991.

5) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force;
Affordability Subcommittee; “Subcommittee Report on Affordability”; October 1991.

6) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force; Berkley,
Carol; Memo, re: Summary of Task Force Facilitation Results; October 1991.

7) Forester, J. Richard, Consultant to the Mid-County Sewer Project Cost
Alternatives Task Force; "Revised Numerical and Narrative Evaluation of Mid-County
Sewer Financing Alternatives"; October 1991.

8) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force; “Media
Clipping File for the Task Force"; August 1991 to November 1991.

9) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force;
"Compendium of Oral and Written Response Regarding the Preliminary Task Force
Report’; November 1991.

10) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force;
“Preliminary Report of City Council”; November 1991.
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11)  City of Portland; Mid-County Sewer Project Cost Alternatives Task Force; Nelsen,
David; “Minority Report: Five Point Financing Plan for the Mid-County Sewer
Project"; November 1991.

12) City of Portland; Mid-County Sewer F‘roject Cost Alternatives Task Force; Jane,
Rosemary; "Minority Report: Continuing Citizen Involvement”; November 1991.

13) City of Portland; Mid-County Sewer Project Cost Alternatives Task Force; Phegley,
Dan; "Minority Report: Affordability Issues and Recommendations”; November 1891.

14) City of Portlahd; Bureau of Environmental Services; Kramer, Karen; Staff Report
on Portland Organizing Project Proposals For Financing for the Mid-County Sewer
Project; March 1991.

15)  City of Portland; Bureau of Environmental Services; Staff Report; "Portland Mid-
County Sewer Project Affordability Analysis Update"; April 1991.

16) City of Portland; Bureau of Environmental Services; Kramer, Karen; Memo, re:
Transmittal of Information (Mid-County Sewer Project Total Project Costs and Cost
Recovery; Mid-County Sewer Project: Distribution of LID Project Costs; Cost
Comparison of Cesspools and Sewers); September 1991.

17) City of Portland, Bureau of Environmental Sefv’ices; Nolan, Mary; Memo, Re:
Response to Task Force about Willamette Week Article on Construction Costs and
Clarification About Drew Barden Report; December 5, 1991.

18) City of Portland; Bureau of Environmental Services; “Draft Scenarios for Analysis:
Mid-County Funding Alternatives", December 1991.

19) City of Portland; Bureau of Environmental Services; Mid-County Group; “Impact
of Calculating Assessments Based on EDU"; December 1991.

20) City of Portland; City Attorney’s Office; Kasting, Peter; Memo, re: Legal Issues
Applicable to Task Force Recommendations; October 1991.

21) City of Portland; City Attorney’s Office; Rogers, Jeff and Kasting, Peter; Memo, re:

Impacts of Article Xl, Section 11b of the Oregon Constitution on Converting Sewer
Construction from LID to CIP Financing; December 1991.
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22) City of Portland; City Attorney’s Office; Kasting, Peter; Memo, re: Legal Issues
Raised by Mid-County Sewer Project Funding Scenarios; December 1991.

23) City of Portland; City Auditor’'s Office; Assessment Division; Vizzini, Daniel G.;
*Assessment Financing Status Report"; August 1991.

Reference Docur.nents Used by the Task Force

1) City of Portland; Bureau of Environmental Services; Mid-County Group;
"Straightalk About Sewers - From Cesspools to Sewers in Mid-County: How to Hook
Up"; Summer/Fall 1987.

2) City of Portland; Bureau of Environmental Services; Mid-County Group;
"Straightalk About Sewers - Questions and Answers About the Mid-County Sewer
Project"; Summer/Fall 1987.

3) City of Portland; Bureau of Environmental Services; Mid-County Group;
“Straightalk About Sewers - The Dollars and Cents of Sewers for Residential
Property Owners"; Summer/Fall 1987.

4) City of Portland; Bureau of Environmental . Services; Mid-County Group;
“Straightalk About Sewers - Wastewater Treatment: An Investment in Our Future";
Summer/Fall 1987.

5) City of Portland; Bureau of Environmental Services; Mid-County Group;
"Straightalk About Sewers - An Update on the Mid-County Sewer Project"; Spring
1990.

6) City of Portland; Bureau of Environmental Services; Mid-County Group;
"Straightalk About Sewers - Five Year Update"; Fall 1991.

7) City of Portland; Bureau of Environmental Services; Mid-County Group; Mandatory
L.1.D.’s; September 1991.

7) City of Portland; Bureau of Environmental Services; Kliewer, Dave; Memo, re: Mid-
County Sewer Cost Alternatives - Summary Recommendations; October 1989.
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8) City of Portland; Bureau of Environmental Services; Klingler, Lee and Sunnarbord,
Ron; Memo, re: Escalating Bids and Contract Issues on the Mid-County Sewer
Project; October 1989.

9) City of Portland; Bureau of Environmental Services; Mid-County Group; “Sewer
Contractors as of November 1990*; November 1990.

10)  City of Portland; Bureau of Environmental Services; Mid-County Group; "Safety Net
Guidelines"; Spring 1991.

11)  City of Poﬁland; Bureau of Environmental Services; Mid-County Group; (flyer) “New
Sewers for You! (Some important information on the Mid-County Sewer Project)";
Fourth Edition, Summer 1991.

12)  City of Portland; Office of Finance and Administration; Barden, D.S.; Memo, re:
Analysis of Extension of Sewer Service to the Affected Area"; August 1985.

13) East County Sanitary Sewer Consortium; "Threat to Drinking Water Findings",
June 1984.

14) East County Sanitary Sewer Consortium; CH2M Hill; Mid-Multnomah County
Sewer Implementation Plan, Volume | and II"; September 1985.

15) CH2M Hill; Multnomah County; "Final Report Sewerage Facilities Financing
Plan"; December 1981.

16) Multnomah County, Oregon; "East County Sewer Report"; January 1982.

17)  Multnomah County, Citizen’s Advisory Committee; “Sewers in East Multnomah
County Recommendation for Financing (Final Report)"; August 1983.

18)  Oregon Department of Environmental Quality; Director; memo, re: Special Agenda
Item, June 29, 1984, Environmental Quality Commission Meeting - Proposal for
Environmental Quality Commission to Declare a Threat to Drinking Water in a
Specifically Defined Area in Mid-Multnomah County Pursuant to ORS 454.275 et.
seq.; June 1984.
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19) Century West Engineering Corporation; “State of Oregon, Department of
Environmental Quality, Mid-Multnomah County Sewer Implementation Plan
Evaluation Project, Project No. 040031.01.09, Final Response"; January 1986.

20) Oregon Department of Environmental Quality; "Evaluation of Hearing Record for
Proposal to Declare a Threat to Drinking Water in a Specifically

Defined Area in Mid-Multnomah County Pursuant to ORS 454.275 et. seq.; January
30 and February 6, 1986. g

21)  Oregon Environmental Quality Commission; Findings and Order (DOR 725); “In the
Matter Of the Proposal to Declare a Threat to Drinking Water in a Specifically
Defined Area in Mid-Multnomah County Pursuant to ORS 454.275 et. seq.; April 1986

22) Oregon Department of Environmental Quality; Request for Environmental Quality
Commission Action; re: Pollution Central Bonds Authorization of Special
Assessment Improvement Bond Purchases for Mid-Multnomah County Sewers;
August 1990.

23) Oregon Land Use Board of Appeals No. 86-032; Index of the Record for
Mid-Multnomah County Threat to Drinking Water Proceeding Before the
Environmental Quality Commission, Volume [, Index pp 1-415; Fall 1986.

24) ORS 454.030; "Sewage Treatment and DispoSal Systems - Public Health and
Safety"”

25) United States Environmental Protection Agency; "Environmental Protection
Agency Construction Grants (CCG-85)"; 1985.

26) Engineering News Record; ENR Index vs 7000 Assessment Costs (Used Seattle
ENR Index to 1979); Graph from 1960 to 1890.
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MINORITY REPORT

- DAVE NELSEN
"Outline of Five Recommendations for Solving
the Inequities of the Current Financing"



MEMO

Date: November 14, 1991

To: " Members of the Portland City Council

From: David Nelsen (Member Mid-County Sewer Project Cost Alternative Task
Force) : :

Subject: Minority Report

For the past several months, | have served on the Mid-County Sewer Project Cost
Alternative Task Force. | was appointed as a representative of the East Portland
District Coalition of Neighborhoods ‘which covers most of the project area. In addition
to being on the EPDC board, | have also had over 20 years of real estate analysis and
finance experience. | would, at this time, like to offer some thoughts about the task
force, my concerns about the future, and possible solutions.

First, the task force faced an overwhelming challenge in a very short period of time. It
is fulfilling its charge but not looking deep enough into concrete recommendations and
putting actual dollar values to its recommendations. | hope this is the first phase, not
the final phase, and that someone other than the Bureau of Environmental Services’
staff will pick up the challenge and try to see it through to implementation.

The staff has been an interesting challenge. Some, including Dan Vazzini and Ron
Sunnarberg, have in my perception been very helpful. Bonnie Morris was also helpful.
Some others have been reluctant to look at change and have given dated, partial, or
incomplete information, thus causing frustration for myself and other task force
members. There is even one case where a multi-family connection fee was given to
the task force on July 23 as $772; then on October 21, members of the
Implementation Committee were told that it had been increased to $885 on July 1. In
another instance, | asked by memo on August 28 what the combined sewer out-flow
project would cost to correct. On September 10, | was given an answer (report to
Committee dated September 10) that did not relate to the question. A second request
was made on September 11. And then on September 24, a response was delivered
which was dated September 18. The answer was that, "The downtown sewer
separation project currently underway is expected to cost $1.9 million." | eventually
had to revert to the Oregonian to get any kind of usable information.

This brings me to one of my biggest concerns of the future—the uncertainty and costs
of the CSO project which could be $500 million to $1.1 billion and cost all rate payers
somewhere between $18 to $40 per month over the current single-family rate of
approximately $14 per month. As | understand, most of the city has this problem and
DEQ has, | believe, declared it obsolete and a threat to water resources which sounds
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very similar to the mid-county directive issued by the EQC in 1986. Now we are
asking the mid-county residents to build a first-class, up-to-date, 100-year-life system
and then contribute it to the utility who will then assume maintenance. And, along the
way, we are going to ask them to pay $18 to $40/month to fix the obsolete system
that they are going to be joining. Whatever we do now needs to take this into
consideration and maybe there are solutions which can help solve both problems.

| propose that a standard residential unit be established that would include most
single-family residences. Each single-family home would then be charged say $4,000
plus paying for their private plumbing. On oversized lots, where the usage is
upgraded in the future with say a flag lot, another $4,000 plus infiation would be
charged. On multi-family properties, each 75 to 80 feet of frontage would be charged
the single-family residential unit equivalency or $4,000. At permit or at hook-up,
another $4,000 would be charged for each three or four additional units over the :
frontage units. On commercial and industrial, they would pay $4,000 for each 75 to 80
feet of frontage times 100’ deep plus say an additional one-tenth, or $400, for each
7,500 to 8,000 square feet of site. At present, using the square footage 100’ deep,
single-family residences are providing a subsidy for multi-family and other users. At
present, multi-family units pay only 20%-30% of what single-family residences pay.

If we make a change to this type of use-oriented assessment, it would result in a 30
percent plus reduction to single-family users and make the project cost affordable to
many more individuals without costing the rest of the city's rate payers any additional
costs.' It may even raise additional funds and, if done city wide starting immediately,
could collect funds in advance of need for the CSO project plus lowering the overall
cost to the rate payers.

I have a couple of other comments which | think you need to be aware of as well:

First, according to what | have been able to learn about “in lieu" charges approximately
$10 to $11 million have been taken from the project area collected from residences on
the old county system and put into the general sewer fund. These collections were
not used to offset the cost in the mid-county project. | realize this is in accordance
with current BES guidelines; however, it is difficult to justify not taking these funds and
offsetting other mid-county costs. In fact, these funds may even become available for
this CSO problem which does not seem fair.

Second, | find it very difficult to substantiate the $965 single-family hook-up fee and the
either $885 or $772 multi-family hook-up charges. They are supposed to represent a
buy-in for existing value but with a $500 million to $1.1 billion liability facing the sewer
system and eventual sewer bills of over $50 per month facing us, perhaps the existing
system has little or no value or perhaps the best solution is to exempt the project area
from the increases associated with solving the CSO problem. This alone would go a

See Forester-Condor Report to the Task Force dated October 25, 1991.
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long way to solving the affordability issue and, in essence, cause us to go right back
to staff’'s argument “the polluter pays.*

My recommendation for solving the inequities of the current financing are as follows:

1. Set a maximum price for sewer based on historical costs and benefits taking into
consideration that many others benefit from improved ground water quality. This
price could adjust annually for inflation and property owners should be allowed to
prepay to eliminate uncertainty.

2. Change from the current LID method to a capital improvement district setting the
price based on a standard residential unit and adjusting the cost more equitably
for mutti-family commercial and industrial properties. Considerable concessions
would need to be structured for community service uses such as nursing homes,
hospitals, and schools.

3. Lobby for a system similar to the HAARP program for individuals that cannot take
advantage of the $800 state tax credit.

4. Use as much as possible of the available $2.7 million of CDBG funds for
moderate income loans for private plumbing and low income and elderly grants
to help pay for private plumbing. The mid-county area is part of the city;
however, it has not received benefit of this program.

5. Exempt the mid-county project area from paying for the CSO problem. It does
not seem reasonable or equitable to ask these citizens and, in most cases
voters, to pay for both new sewers to protect the ground water resource and
separation of CSO to protect the rivers as a water resource.

| apologize for such a lengthy report; however, because of the time constraints placed
on the task force, these issues did not get explained or delved into to my satisfaction.

| believe sewers should be a service provided like mail, water, and electricity. It should
not be such a burden that 50 to 60 percent or more of the people can't afford it or the
people are in jeopardy of losing their homes or must forego college education for their
children. | also believe we have a bigger problem ahead with the CSO so let’s not try
to solve one problem without keeping the other one in mind as well. If we change our
method of charging for new sewer service now throughout the city, we can also help
pay for separation of the CSO system.

Sincerely,
7R
- o P
L p e
David Nelsen

DN:anh
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November 7, 1991 (revised draft)
(Replaces all previous.)

TO: Ross Dey, Chair
Mid-County Sewer Cost Alternatives Task Force

FM: Rosemary Jane, BACC Chair and Task Force member
- Andre Stewart,
Dan Phegley, East Portland Distric Coalition

RE: Minority Recommendation: Continuing Citizen Involvement

This memo constitutes notice of intent to submit a minority
recommendation to be appended to the full report of the Task
Force and it contains the substance of that minority
recommendation. :

BACKGROUND

The State of Oregon has mandated there be a body of citizens who
review the progress and operation of the Mid-County Sewer
Project. This group is the Citizens Sewer Adviosry Board (CSAB).
CSAB members are appointed by the City Council and serve at
Council’'s pleasure. It was, and remains, Council’'s intent that
this body should be composed of a broad representation- of the
citizens of Portland as a whole and the Mid-County area 1in
particular. >

¢ 1

THE PROBLEM

The Sewer Cost Alternatives Task Force, which included two
members of the Citizens Sewer Advisory Board (CSAB) focused on
issues of affordability, equity, customer uncertainty and
construction cost. While recommendations regarding customer
uncertainty and construction cost have been addressed by
relatively specific recommendations, issues of affordability and
equity have generated more general recommendations requiring
further study and long-term follow-up.

Based on the testimony of the citizens who attended the two
public hearings held by the Sewer Cost Alternatives Task Force to
date, and from conversations with a number of Mid-County
residents individually, it appears that the Citizens Sewer
Advisory Board (CSAB) is perceived as ineffective in responding
to the needs of Mid-County residents and unreceptive to their
complaints. While CSAB is the body which should deal with issues
of equity and affordability on an ongoing basis, its perception
by the public coupled with its current method of operation may
make the necessary study and follow-up less effective and less
likely.
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RECOMMENDAT ION

This recommendation was developed because we believe that the
serious isssues of affordability and equity cannot be allowed to
“take care of themselves”. We believe that a strong, accountable
and responsive citizen involvement process will insure that the
Sewer Project becomes affordable to residents of the project area
and that costs are equitably distributed within and without the
project area. Therefore, we urge Council to strengthen and
maintain the citizen involvement process by implementing the
following recommendations as quickly as is practical:

e The City Council should review the effectiveness and

public perception of accessability, accountability and
responsiveness of the Citizens Sewer Advisory Board (CSAB).

e |f any of these are found wanting, Council should
determine if the CSAB can be improved to meet the mandate it was
given (including regaining the public's trust).

e |f it is determined that CSAB can be improved, Coucil
should direct its improvement.

o If it is determined that CSAB cannot be improved, it
should be dismantled and replaced with a commission (similar to
the Cable Regulatory Commission, the Portland Development
Commission and others) which will be responsive to Mid-County
citizens' needs and to Council's direction. The new body should
report directly to Council, be staffed by an agency other than
the Sewer Project (such as a Neighborhood District Coalition),
and be located at a site other than the Sewer Project (such as a
community center or Neighborhood District Coalition Office).
Council should direct the new body to report to it at regular
intervals, such as quarterly, regarding complaint resolution,
progress in improving affordability, and other issues that might
arise.
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AFFORDABILITY: ISSUES AND
RECOMMENDATIONS ;

Submitted by Dan Phegley - : Page 1 of 4
November 12,1991

In order to understand the historical basis of the deep concerns the Task Force
heard expressed about affordability, equity, and customer uncertainty issues,
it is necessary to review the history of how the Mid-County Sewer Project came

to be,

and what the City expected to realize from the project.

A summary of the history:

* City of Portland Water Bureau studies agree with State DEQ testimony
showing no problem with Mid County ground water. 2

* State law did not require the City of Portland to construct a sewer
project in Mid-County to alleviate the threat to drinking water reported
by DEQ and disproved by the City. 2

* after the State law became effective the city passed an ordinance to-
provide sewers for Mid Mutnomah County. =

* Two reports indicate that the total cost of sewer assessmen:s to
homeowners should not exceed 2% of gross annual income and recommend 1.5%
be used. < '

* Based on information provided by Project staff to the Affordability
Subcommittee during its meetings, current Mid-County assessments are
averaging 5.28% of gross annual homeowner income.

* The Federal EPA released its financial affordability guidelines for
sewer construction projects in July 1984, listing 1.75% of gross annual
homeowner income as the maximum a homeowner should pay for sewsr
construction and installation. S

* Based on EPA homeowner affordability criteria for qrants homeowner
costs of 5.28% are excessive.

* The Federal EPA also stated that a municipality "must demoristrate
financial capability for grant..." ¢

* City of Portland study shows all indebtedness incurred to construct
sewers in Mid-County would be paid off by 1991, cash flow woulid turn
positive in 1991, and future income would be "extremely robust". By the
year 2005, cumulative net cash flow is estimated at $59.7 million.

Quoting from the report: . "This project represents an extremely attractive
financial proposition as well as economic use of resources.'" (emphasis
added) 7

* City Council reviewed costs and financing of Mid-County Project in
August, 1985; costs to homeowners were known then, including projections
of income to city. ®©
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CON LUSION

Three studies (2 local and the EPA) have recommended that 1.5% to 1.75% of
gross annual income as an affordable amount for homeowners to pay for all costs
of sewers. <-% Currently, however, sewer costs are averaging 5.28% of gross
annual income for Mid-County homeowners. ¢ Based on the Federal EPA
guidelines for affordability and the two local studies, sewer costs in Mid-
Multnomah County have clearly exceeded affordability guidelines, rendering the
project unaffordable to the area.

DISCUSSION

Current financing mechanisims pass costs on directly, and fully, to Mid-County
homeowners. A change in financing mechanisms (from the Local Improvement
District process to Capital Improvement Project process) is being recommended
elsewhere in this report. This report will discuss changes in what should be
done without necessarily listing specifics of how it should be done, which is
more properly the perview of the section titled "Implementation Strategies".

It should be noted however that some of the recommendations in the report by J.
Richard Forester dated October 25, 1991 bring costs approximately in line with
the three affordability studies mentioned in the above conclusion.

The information cited previously stated that the City of Portland will realize
a positive cash flow from this project, beginning in 1991, and that the project
as presently financed is unaffordable to the affected area. 7-2° Based on
these two facts, the question arises, should the City use the positive cash
flow realized from the project for direct relief of high assessments in the
affected area?

Since the City expects to achieve a positive cash flow (meaning start-up debt
is repaid with interest and more money is coming in than going out) in 1991,
and since the City is enjoined from realizing a "profit" from this project
what, then, will the City do with the positive cash flow generated from this
project? 7-%*2 Will all this money go to other projects as indicated in the
1985 study by Drew Barden?

Sewer costs are presently three times higher than Federal guidelinss suggest
they should be, and much higher than what studies of other projects suggest

will result in unacceptably high loan delinquency rates. 22 To come within
the Federal Guidelines these costs need to be reduced by 67%.

If the city re-directed the positive cash flow it will realize from the Mid-
County Sewer Project back into the project itself, it could provids asssssment
relief to the area both retroactively and presently. The relief is sor=ly
needed, and this report recommends it. If the relief came from the project
itself, the issue of inequity arising from asking homeowners outside the
affected area to support the project through user fees would be rendered moot,
and the project would be self-supporting, as the City Council originaliy
intended it to be.
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Future assessment amounts may not increase as fast as they have the last five
years if the project converts from the Local Improvement District (LID)
financing method to the Capital Improvement Project (CIP) financing method. 1If
conversion to CIP financing negatively affects the cash flow projection the
City is currently using, other sources of relief will be needed.

The problem of paying for sewers may fall more heavily with the state than the
task force was lead to believe. The DEQ chose not to do a Financial Capability
study for this project as required by the Clean Water Act in order to obtain
Federal Grants. These grants can typically pay for 55% of qualifying expenses
as shown by the Royal Highlands Project. €-213

Another idea to consider is that the City was not required to build sewers in
the first place. 2 The State did not show a problem with the drinking water,
nor did the City Water Bureau. 2-29 The City decided to build sewers after
the State legislation empowered it to do so without a vote of the people. So,
if no problem was shown and none exists now that is shown to be correctable by
sewers it is reasonable to suggest that the project either be slowed down, or
stopped, allowing the City to find ways to make the project affordable to the
area.

RECOMMENDATIONS

1) 1If conversion to CIP financing, in accordéance with recommendations
appearing elsewhere in this report, does not negatively affect the positive
cash flow predicted for the sewer project, then proceeds from that positive
cash flow ought to be re—invested in the project as relief to the area, both
retroactively and presently.

2) If conversion to CIP financing, in accordance with recommendations
appearing elsewhere in this report, does negatively affect the positive cash
flow predicted for the sewer project, then other methods of providing relief to
the area must be sought. Such relief could be in the form of holding DEQ
responsible for Federal funding or distribution of costs over a wider area,
such as the sewer rate base of the City, and others, and relief must be

retroactive and present.

3) If the project continues to be financed ty the LID method, then proceeds
from that positive cash flow ought to be re-invested in the project as relief

to the area, both retroactively and presently.

4) In order to provide time to adeguately analyze the options and develop
sound implementation strategies that will hold up over time, the project
construction schedule should be slowed down, or stopped (no new bids let,LIDs
in construction now might or might not be completed).

5) Independent audits studying at least but not limited to construction costs,
billing methods and cash flow should be instituted immediately. Such audit
should be totally independent of the City of Portland and the State DEQ.
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Citations: ] ' . &

1 "The Workings of The Water Works'", November, 1986, page 16
transcript of EQC hearing on 10/18/85 pages 59-61

2 ORS 454.280 "treatment works may be constructed by a municipality..."; and -
ORS 454.285 "The governing body may adopt by resolution or ordinance a
proposal to construct sewage treatment works..."; both laws dated 1983.

3 City Resolution Passed June 21, 1984 _

4 CH2MHill: - "Final Report Sewerage Facilities Financing Plan", December,
1981 page 4-30 and East County Sewer Report", Multnomah County, January,

1982, pages 17 & 18. ' -

EPA Construction Grants, 1985, page 2 Shows 1.75% maximum affordable.

EPA Construction Grants, 1985, page 57, section 7.3

Study done by City Economist Drew Barden, August 1985, graph of findings

attached. From report "This project represents an extremely attractive

financial proposition as well as economic use of resources." (Emphasis
added). "Cash flow turns positive during fiscal 1991." "The cumulative
net cash flow at year 20 totals a projected $59.7 million:..."

8 Video tape of Council presentation, discussion, decision.

9 Figures provided by Mid-County Sewer Project Office, October, 1991

10 The Affordability Subcommittee unanimously reached the conclusion that the
project is unaffordable as the result of information provided to it by
project staff, census data received irom Metro, and the other reports
cited here.

11 "Recognizing that public agencies don't make a profit."

John Lang in transcript of EQC hearing on 10-18-85 page 21.

12 Report prepared by Tom Dennehy, dated march, 1986, based on figures
supplied by City of Portland Auditor's Office.

13 Funding for Royal Highlands as follows 55% DEQ administered EPA funds,
35.5% City of Portland Bureau of Environmental Services, 9.5% homeowner
assessments vs 100% assessments for Mid-County.

14 "There's no problem now,...." "There is no health hazard "
transcript of EQC hearlng on 10/18/85 page 75.
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I1'd like to go back to the troubling problem of nitrates

-and the criteria that we wer2 not able to demonstrate

was met. Accordingy vto your handoﬁt, DEQ beganiteSting
the ground water in mid-County in 1971. According to
the data that we were shown last year, thare nas not
been any evidence of a clear trend in increasi;g level
6£ nitrates. 1Is that correct?

MR. SAWYER: The Departmnent has been certginly
troubled by, you Xnow, tne guantity or the amount of
data that w2 have and the -- I guess th2 conditions
surrounding the gsth2ring of that Jdata. And, yes, we

start=d looking at this ygrowing out of the study rezally.

looking at what factors were fecding th2 Columpvia slough,

springs that nad nign nutri=nt levels in then, looking
at th=z genz2ral lay orf tne lané ana thie projected
jround-water flows, then wnat was fzeding that 1nto the
ground water. Ang that took us oaCX upstrezam or
upyradient to look at existing wells.

The data that w2 nave collacted has been
spot;y, you know. Sitting here today you wish you had
the menz3y end had laid out a program 2aad actually gcne
out and 2rill=ad some wells to sanple so you'd know
zxactly winat level in th2 aguifer you're sampiing and
what water it 13 you're getéing versus th2 using of some

of the =x1stiny wells taat we're not sure just exactly




1 aow deep in the aguifcer it's pulling froem and wnat it is

2 . that yvou'r2 ma23asuring ani ;nethér you're comparing thea .
3| sam2 things from one yzar to th; next.

1] . The data -- And we summarize, you know, som:.

5 of tne typical data iﬁ the report that went to you in

5 Dzcemver. And in looking at that data, it does vary.

7 42 2an sSp=culots on rea;ons for <h=z variability end you

3 can look at ccrtain wells and it appears to increase
9| over tim2. hen you tuke that Jdata, tnough, and put it
) In a statiscical analysis progyram, th2re isn't enougih
11 Jata cver a long <nouyn period of time to statistically

12| . say ther2 is & trend in any Jdirection. And that's

']
154 ° simply the fact that we have to Jdesal with.
Y dile CHATRMAN: 1 think that was Dr. Shade's
L5 v2stimeny, as i ounda2rstana it.  ile was nét saying thac
15 “herz wasn't a troend, h2 was saying that taere's not
L «mough <ata to statistically documzint a trand.s and I a
i3 think in ny mindé therz2's a Jdiffsrance. That's not
1% sayinj tnsre is not a trend., Ha2's just saying, "I'm
25 sorry, 3s a scientist I cannot statistically verify
21 usiny scientific mecchods thit tnsrz is a trend."
22 SOMMISSIOUER 2UIST: Let me try and clarify
3 chat furtnsr. I ajJre= aith you tonat thz dacta 2re spotty
2% :ad that is lanentavle, out that is wnat w2 havs to deul
25 vizh. waat you cannot damcnstrate statistically because

t
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thsre-is so much variability .in cthe data points, you

cannot demonstrate a significant trend. In other words,

‘if your data are all .over the place, it's very difficult

‘to be -able to show a statistical significance. And I

think that tha;'sAwhat you're sayihg.’ But,ﬁy.next
question'would be: You really don't know wher= these
ﬁitrate.-— what the contrivbuction to-the nitrate problen
is from humén ekcieka and waters from other ﬁourceé and --
THE CHAIRMALll: You maan like birds?
COMMISSIONER 3UIST: Likz birds, as w2 heard

vasterday. and whan you're telking aoout a specific

well or o« place that the water has been samnpled, we have

oeen provided witn inada2quaste Sata to know that ton-:’
trend in that well Qas come from human usz2 as opposad
from rfertilizesr use or wiaetever.

MR. SAJGYER: IE i;_—; ycu <now, 1t - 1s tru;
that wo don't xnow precisely what SOUrces, now :aucn
cones frem w~hich component. Ajsin, thz information that
42 could cone up wita and that was in the record, I
dcn't xnow~w whetner [ can f%nd it, 1s the best.cut of

inforasCagn Tn

- wiy
- o

10

could et 1n. terms of studles that

T

N3¢ D22n don2 or tyoical analysis in looking at nitrcjyen
loadings to the greund and nitrogsn frca 211 sourcss,
psCczuse, you Xnow, 1t converts tdo nitrat2 ss it moves

terougit tne soil.
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54.250 Plans and cost estimates;
exnmmntmn Ly clectors. Before calling any
election under OKS 454.235, the governing body
of the municipality shall cause to be prcpared
plans, specifications and estimates of costs of any
proposed disposal-or water system, as defined in
ORS 448.115, to be. voted upon, which may be

examined by any elettor of the mumcxpnl ity. (1973

¢.213 §8; 1981 ¢.749 §23)

CONSTRUCTION OF SEW:’&GE‘
" TREATMENT WORKS

464.275 Definitions for ONS 454.276
to 4584.350. As used in ORS 454.275 to
454.350:

(1) “Commission” means the Environmental
Quality Commission.
" (2) “Governing body” means a board of com-

missioners, county court or other managing board
of a municipality.

(3) “Municipality”- means a city, county,
county service district, sanitary district, metro-
politan service district or other special district
authorized to treat or dispose of sewage in any
county with a population excecding 400,000
according to the latest federal decennial census.

(4) “Subsurface sewage disposal system” has
the meaning givén that term in ORRS ¢54.605.

(5) “Threat to drinking water” means the
existence in any area of any three of the following
conditions:

(a) More than 50 percent of the affected area
consists of rapidly draining soils;

(b) The ground water underlying the affected
area is used or can ve used for drinking water;

{c) More than 50 percent of the sewage in the
sffected area is discharged into cesspools, septic
tanks or seepage pits and the sewage contains
biological, chemical, physical or radiclogical
agents that can make water unfit for human
consumption- or

(d) Analysis of samples of ground water from
wells producing water that may bLe used for
human consumption in the affccted area contains
levels of one or more biological, chemical, phys-
ical or radiological contaminants which, if
allowed to increase at historical rates, would
produce a risk-to human health as determined by
the local health officer. Such contaminant levels
must be in excess of 50 percent of the maximum
- allowable limits set in accordance with the
Federal Safe Drinking Water Act.

(6) “Treatment works™ has the meaning given

that term in ORS 454.010. 11981 ¢.358 §1; 1983 ¢ 235
§7)

601

454.280 Construction of trentment
works by municipality; finaneing. Not-

- withstanding the provisions of- QRS chapters

450, 451 and 454, or any city or county chaner
treatment works may be constructed by a munici-
pality and financed by the sale of general obhga

.- tion bonds, revenue bonds or assessments against

the benefited property without a vote in the'

-affected area 6r municipality or’ without being

subject to a remonstration procedure, when the

- findings and order are filed in accordance with
*ORS 454.310. The provisions'of ORS 223.205 to:

223.295, 223.770 and 287.502 to 287.515 shall:
apply in so far as practicable to any assessment
established as a result of proceedings under ORS
454.275 to 454.350. {1981 ¢.358 §2)

464.285 Resolution or ordinance. (1)
The governing body may adopt by resolution or
ordinance a proposal to construct sewage treat-!
ment works and to finance the construction by
revenue bonds, general obligation bonds or by
assessment against the benefited property.

(2) The resolution or ordinance shall:

(a) Deoacribe the boundaries of the affected
area which must bz located within a single
drainage basin as identified in reg'xonal treatment
worka plans; and -

(b) Contain findings that there is a Lhreat 10
drinking water. -

(3) The proposal must be ‘approved by a
majority vots of the governing body and does not
require the approval of the residents or land-
owners in the affected-area or municipality.

(4) The governing body shall forward a cer-
tified copy of the resolution or ordinance to the
commission. Preliminary plans arnd specifica-
tions for the proposed treatment works shall be
submitted to the commission with the resolution
or ordinance. (1981 ¢.358 §3; 1553 ¢.235 44|

464.290 Study; preliminary plans. (1)
The governing body shall order a study and the
preparation of prelin.inary plans and specifica-
tions for the treatment works.

(2) The study shall include:

(a) Engineering plans demonstrating the fea-

gibility of the treatment works and conformance
of the plan with regional treatment works plans.

(b) Possible methods for fmancmg the treat-
ment works.

(c) The effect of the treatrmnent works on
property in the affected area. (1931 c.358 §4)

454.2056 Commission review; hearing;
notice. (1) After receiving a certified copy of a
resolution or ordinance adopted under ORS

cite 2
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RESOLUTION No.

-
o

WHEREAS, several steps have already heen taken to begin solving the
sewer prohlem in mid-County as evidenced by Portland's Wholesale
Sewerace Services Agreément with the Central County Service
District; and

WHEREAS, the City of Portland has defined the baundaries of the "affected
areds within the Columhia and Johnson Creek basins, and these
boundaries are described in the East County Sanitary Sewer
Consortium report titled, “Threat to Nrinking Water Findings "
attached as Exhibit A; and

WHEREAS, more than SN percent of the affected areas in Portland's
service area ‘consist of rapidly draining soils; and

“HEREAS, the groundwater underlying the affected areas is used or can be
used for drinking water; and

WHEREAS, more than 50 percent of the sewage in the affected areas is
discharged into cesspools, septic tanks or seepage pits and the
sewage contains biolngical, chemical, physical or radiological’
agents that can make water unfit for human consumption;

NOW, THEREFORE, BE [T RESOLVED RY THE COUNCIL OF THE CITY OF PORTLAND,
that the City of Portland hereby adopts the facilities plan
prepared for its sewer service area and submits it to the
Environmental Quality Commission in compliance with FQC
Adminictrative Rules and according to the provisions of NRS Chapter
454,

BE IT FURTHER RESOLVED that according to provisions of ORS 454,285, the
Council of the City of Portland also adopts findings of a threat to
drinking water and adopts the boundaries of the affected areas as
presented in the Fast County Sanitarv Sewer Consortium report
titled “Threat to Drinking Water Findinqs" attached as Fxhibit A
and submits these to the Environmental Quality Commission for the
Commission to review and investigate, and to hold a oublic hearing
for the purpose of determining whether a threat to drinking water
exists in the affected areas.

Adopted by the Counal.  JUN 2 [ 1934

Conmissioner “4ike Lincberq
John M,  Lang:al &

JEWEL LASNSING -
June 15, 19g4

Auditor ot the Ciay ol Portland
v - . 2
4 =
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Significant factors in such an analysis are household incomes,
“total tax burden, level and duration of proposed costs,

household expectations regarding project cost impacts,
and other financial obligations of households.

Experience with similar sewer projects in other areas of
the United States shows that the ability-to-pay criterion
may be applied using the following rules of thumb:

° Annual seWerage costs to households shall not
exceed 2 percent of household income.

Annual costs shall not exceed those of other

regional sewerage facilities by a significant
amount.

The first rule applies to median household or family incomes
and should be interpreted to signify that somewhat lower
percentages apply to households with lower than median
incomes. Costs, under this criterion, include all possible

combinations of user charges, property taxes, and other
fees.

Since average household income in the District is estimated
to be slightly lower than HMultnomah County household income,
the recommended rule of thumb percentage for Lhe District
should be somewhat lower than 2 percent. This report recom-
mends the selection of 1.5 percent of median Multnomah

County houschold income to test the financial feasibility
of the proposed project.

In terms of monthly charges, the analyses contained in

this report rely on the rule that all operation and main-
tenance costs (including administration and replacement
costs) must be recovered through user chaxrges, while capital
costs may be recovered by means of property tax payments

or assessiments. Table 30 contains projected household
incomes for Multnomah County and the maximum amount that
should be spent on sewage service at the 1.5 percent level,

assuming a 9 percent annual increase in gross personal
housechold income.

with regard to the second rule of thumb, it appears that,
vhen total sewerage system costs exceed the next highest
regional system cost by a factor of two or more, such high
costs may become a reason for "grassroots revolts" leading

to potential conflicts in the long-term financial adminis-
tration of the sewerage agency. Such user resistance to
relatively high costs might become a factor in the ability

to sell general obligation bonds. Table 31 contains a
summary of recent single-family annual sewer bills throughout
the Portland metropolitan area. These charges are generally
comparable with the estimated total operation and maintenance
costs (OMAR) for residential users in the Central County

163J 4-30
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The second consulting report analyzed the cost of constructing scwers
throughout the Central County Service District - I#verness.service area.
-;he report, formulated by Cli2M-Hil11, provided data relating to the ability
of residents and other property owners of the District to pay for con-
struction of sewers. The report contains estimates for construction of C
sewers at a.cost in excess of $94 million over a period of ten years.

A combination of cost estimates of the two reports places Inverness Scw- :
age Treatment Plant expansion and provision of services. throughout the
Central County Service District at a total cost of $145 to $150 million.
The 1980 assessed valuation of the property in the district is $1.3 billion. !
linder the State statutes establishing special county service districts,

the District may have a total debt of 13 percent of its asscsscd-vuluation.
The current debt of the District is $42,000 in Bancroft bonds u.s of Junc
30; 1981. The permitted debt would be approximately $160 million; the

District could legally issue the bonds to carry out the plant expansion R

and service provision.

There is, however, a vast gulf between what can legally be done, and wﬂat -
is financially possible. The CH2M-1li11 report shows that the total cost

of providing the sewers and plant capacity would be such a heavy financial

burden to the residential and other property owners of the District as to

render the project impossible without some outside assistance. The Environ-

mental Protection Agency has developed a standard which depicts that the

17
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average property owner and houschold should be able to afford approxi-
mately 1.5 percent of total family income for the collection and treat-
ment of sewage. Applying thi's standard, estim;tes of the Cli2M-1lill report
indicate that the cost to the average resident of the area would be at

least double the established guideline of the EPA standa?ds.

CH2M-11i11 projects that if an’ attempt werc made to move forward with the.
entire program, the costs would be in excess of $950 per year for the
average single family property owner in this area; to recommend such a-:

program at this time would be certain of failure. Alternatives must be

sought which:
1) Are financially possible;
2) Provide additional sewage capacity at the Inverness P'lant;

3) Permit the extension of sewers and, therefore, the development

of the industrial lands;

--The industrial land along the Columbia south shore is vital,
as it constitutes the largest arca of undeveloped industrial
land remaining in Multnomah County, and the land cannot be
developed without sewers. If the County wishes to encourage
the cconomic development of that arca (as called for in the
Comprechensive Plan) providing the new job opportunities that
industrial development will crcate, the County must provide
for the collection and trecatment of sewage from this area.

4) Provide for the connecction of existing commercial developments

at Gatcway, Mall 205, and existing institutions such as the

Adventist lospital;

18
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o Total Annual Cost Per Househiold as a Percentage of Medlan Income -
National values previously used are: :

1.0¥ if median |ncome is less than $10,000
1.5% if median 1ncnmL is belween 310, OOO $17,000
1.75% if median income is.more Lhan $17 000 ] '

States are encouraged to develop figures better matched to lacal economic
conditions. States may ajso want to expand this indicator and look at the
financial impact of the project on low income users by looking at the cost
as a percent of the bottom quartlle of income or a certain rangu of income
levels rather than Lhe median income. |

o Cap1ta1 Cost of Treatment| Per 1000 Gallons Per Day of Capacity - When the -

cost of building a treatment facility exceeds 33,000 per 1,000 gallons
capacity, the technology proposed mey be inappropriate.

When the 9,M&R for a project exceeds SlOO per househon the treatment
technology selected may bg too complex for the commun1ty Unlike capital
cost, O,M&R will lnCFEdbv in the future as labor, materials and ‘energy

costs increase. If 0, M&ﬁ custs are high 1n1t1d]1y, the system is starting &

at a disadvantaqe. | 5 ;

o Size of Project Relative lto Existing Facilities - If the increase in,
household cost of an upgqade or expansion 1s less than 20% of the existing
household cost, the project may not need a more intensive FLVILW

o Reasonableness of Projected Population Growth - If the pFOJELtLd annuaq|
T rate of growth is over two times the historical annual rate of growth
based on available Federa] or local census or olher reliable sources, the
project may need a mare 1ntcn ive review. '

The State should drvelupld screening system as soon as poss ihle using a
combination of the above screening elements or eny other the State feels will
3llow it to target ils efforts at reviewing potent1a]1y high coust projects.
The screen can be epplied at lappropriate review points (e.g., review of the
FONSI, facility plan, or f1nal design). The earlier a projecl is identified
as hngh cost, the easier it is to currect .




to needs existing on September 30,
1990. You should describe the project
to serve existing needs and the
project with reserve capacity at the
same level of :detail. Special
emphasis should be placed an the
environmental (particularly indirect)
and financial impacts of the proposed
reserve capacity project.

IT reserve capacity is proposed beyond
that allowable for grant assistance
(Section 5.5.2), it is necessary to
calculate a proportioning factor
(as a percentage) to be appliced to
other allowable project costs (e.q.,
architect/engineer (A/E) services
during buildirg, acquisition of
eligible land, etc.). The propor-
tioning factor, at the time of grant
application, is based on the ratio
of the estimated building costs, i.e.,

construction contractor  costs for

building the project. Compute the
proportioning factor as the ratio of
the allowable building costs for the
grant allowable capacity divided by
the building costs for the proposed
larger project. Apply this factor
to the other allowable project costl
and add the appropriate allowance
(Section 13.5) to determine the dollar
amount of grant assistance. ’

When estimating the building costs for
buth the allowable and reserve
Capacity projects, be consistent and,
where appropriate, use recent cost
curves published by EPA (such as
MCD-10, MCD-53, FRD-11, FRD-21,
FRD-22; see Appendix B for names and
availability of these publications).

Although grant assistance may only
fund a portion of the project,
the review and approval process will
be the same as for a fully funded
Project. If the environmental impacts
of any portion of the project are

|

57

undcceptable, grant assistance will
not be awarded to the project.

When you receive the grant offer,’ it

may include special grant conditions
to protect the Federal government from
any claim for any of the costs' of
construction due to reserve capacity.
In addition, it should be noted that
the user charge system applies to ;the
entire project including the part
providing the reserve capacity.

73 i

DEMONSTRATION The Clean Water 'Act
OF FINANCIAL (CWA) provides that
CAPABILITY no gqrant skalli be

awarded for the
construction of a publicly owned
treatment works unless the applicant
has  demonstrated satisfactorily that
it has the 1legal, institutional,
managerial, and financial capability
to ensure udequate construction ' and

084 (including equipment. replacement) -

of the proposed treatment system.
Requirements for demonstrating
financial and management capability
are conlained in the construction
grant requlations. The Agency's
Policy on Financial and Management
Capability (Appendix K) explains these
requirenents.

Guidance has been developed tao
help States implement the policy
(Appendix K). This guidance contains
d Reviewer's Checklist, Analysis for

Correcting High Cost Projects, -and

Suggested Screening System Flements.
1

To assist grant applicants in
demonstrating their financial
capability, FPA has prepared a
“Financial Capability Guidehook® which
is available from your State agency or
EPA Regional Office. This guidebook
also provides a method to evaluate the
Community®s financial condition. ' The
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MEMORANDUM

Frcian: D.S. Rarden

To: File

I)-hte: €2 August 19.8'.‘4

'Subjé:ct: Analysis Of E);terusion Of Sewer Service To The

Affected Area

Ihe follq»;irag par;agn'éph'-..s analyze vhether o nol  extension  of
;ewer collection and treatment service to the Affected faca
invaolves a “subsidy. " Nre City of Portland sewer customers boeang
asiked to help pay for the extension of service to the Affected
Area? The followingy paragraphs develop a methodoloyy and ori-
teria for answering this gquestion usivg informat 1one developed for
the finarnaical plan for extendirn] sewer service to this avea.
RETHODOLOGY

Extension of service to the fAffeclted Arca will cause the sewer
u..t'ili.ty to incurr additional U&M costs as well as capital costs.
Bxtension of service to Lthe Arfected NAreca will also gpoernerate
sewer rate 1revenuces, connection charges 1ncome, ardd wmajor facili-—
ties equaliztion charpe (MFEC) ruevenues. The methodoloygy used in
this .:memor-andum forecasts sewer user fee revenues from the AfF-

fected Area using the inside city sewer rate schedale developed

-— —

for financial implementation plan. Revenues are Lhen  compared
by _

with the 0&M and capital costs associated with cviternsion of sewer

service. Cosats, as used here, are meant to include the direct

O&M and capital costs associated with the affected area as well

as prorated shares of cother sewer system o joint costs. Thuas,

fcr example, the addition of cuntamers (rom the Affected Mrea can

be expected to increase customer and billing costs propartionate-—
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lyt A comparsion of the estimated costs nssociatcd'with pProvision
of service to the aftected area with expected revernues allows g
to leck at the expected net revenues uv;n time. This constitutes
an important‘criterion for judging the “economicness” of extend-
ing sewer treatmaent and collection service to the Affected Area.

Use Of An Investment Perspective-The scewer customers of the City

of Portland have made an investment i & scewer collectiorn arnd
sewage treatment systoem. The result 1s a modern wastewater
treatment and collection system with sowe of Lthe lowest  sewer
user charges and fees on the West Coast: in the United States for
that matter. Extension of sewer service to the Affected Area
must also be viewed from the perspective of a standard invustmcnf
proposition: will the investment in facilities required to serve

Affected Area customers be r1repaid “with interest?". This

question is a compliated onej complicated by the fact that reve-
+mues from the affected area and costs incurred in providiing
service to the affected area will occu} ovears Limeae. The  standare
tool that ecoromists and enginecers use to analyze future cash
fléws is present worth analysis. Present worth analysis
incorporates the "time value of money" or the intcurest réte to
value a stream of net revenues associated with and investment. A
simple example of the use-of this techrnique goes as follows. The
sewer enterprise fund currently receives an 8.2 percent interest
premium on invested funds. Thus, 1if we were to ask what i1s $1.00

one year from now worth, wee would answer that its present  worth

is less than a dollar: the sewer dtility can put less than one

dallar of idle funds in the banlc taday, $0. 92, ard get a daellar
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one  year from N, givern arn 8.3 percent antereet rate or “time
value of moriey. " Ancther way of vluwnnq this enample, 1s that an
8.2 percent intercest rate mahes $1 e -ycg.n‘ foCun reew cquivalent
110’.$O.92 today. In summary, a more powerful Crite?ion, for
Judging the “ecornomicness" 6f extending sewerr service to the
Affected RArea would be to require that 20 year present worth net
revenues be poasitive given a reasonable assumption about the time
value of moncy. The paragraphs that follow duQulﬂp a ZO-year net

revenue cash flow for the Affccted (rea and compute a  20-year

project present worth. The basic perspective is similar to that
of an investor making an investoent in the private  scctor. The
—question to be answered i1s: does this investment have a positive

present worth?
TASSUMPTIONS
In order to generate a 20-year cash flow associated with the
provision of service to the Affected Area  sceveral assumptions
were made as follaws:

* All forecast revenues and costs are 1n 1985 dollars.

* Forecast Affected Area cewer rate revenues have been
generated - using the rate schedule shown in the financial
plan. This means that Affected Area customers have been
assumed, for purposes of this analysis, subject to inside

city sewer rates, MFEC, and trurik cormecticon charges.

# The time value of money o~ "discount rate” has been set at
2.5 percent. This respresents a real interest rate earned
before the effects of inflation. The scwer utility can
bcrrow  revernue bond money at around 9 purcent in today's
bond market. About 4 to 5 percent of this interest rate

must be viewed as an inflation component. It we take out
1 or 2 percent for 1risk we are then left with a real
interest rate of about 2 to 3 percent. The scewer utility
currently carns 8.2 percent on invested funds. This is

equivalernt ta a real interest rate of about 1.8 percent.
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* Capital. cut lay faor majcr facilities that ‘will provide
service to both Affected fMAreca and current City customers
has beern appcrtaroned betweers "the two areas using
engirneering estimates of | relative expected design  or
“ultimate" wastewater flows from the Leo areas.

*+ Operation and maintenance costs have been apportioned

- betwen the two areas as follows. Direct 0O&M costs
associated with provision of service to the affected area
as detailed in the financial plan have been assigned to
Affected Arca customers. Other, incremental treatment arnd
collection system costs, have been assigned to the

) affected area in proportion to Affected Mrea scewane flows
as forecast in the fivancial ploao. LCustomer and bLilling
costs have been assigned to the affected arca on a  per
customer basis as have enginering, planriirag, ard olther
administrative costs.

# For those years in which the cumulative net cash flow from
the Affected Area is neyative an interest charge using the
sewer fund's real rate on invested rfunds, 1.5 percent; has
been calculated.

# The initial system investment in trunks and pump staticns

i the affected area has been asswaed financed over 0

years using a 2.9 percent interest rate. In addition,

armual debt service computed using the above assunmplions

has been increased by 20 percent reflecting the sewer

utility's 1.2 debt service coverage requirement. All other

capital facilities costs allocable to the affeclted area

L have been “charged” to the affected area in the year the
expense occurs.

The assumptions above are extremely conscervative. For example, a
pro-rata share of Southeast Relieving Interceptor pmroject cousts
have been‘*dssigned to the Affected Area even thoupgh this project: -

'

will be constructed regardless of whether sewer service is  ex-—

tended to the Affected Mr-ea. Similarly, the assumption that
interest is assessed on any negative cumulatlive_cash balance is
( e L . .

not generally required irn a present worth analysis since it

constitutes a financial consideration not relevant to an econcmic

analysis.A It does, however, represent an important financial

caonsideration. To the extent that net cash 1w frcun the

Affected Mrca is rnegat i ve, it an effect weans Lthat City of
4
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Ffartland sewer customers are making an anvestment that bernefits
Affected Area customers. Thiusi, the analysis requires that wvhern

this cccurs an interest charge cocura thet must be repord to the

investors.

EASIC RESULTS

Cash Flow Analysis-The attached figure summarizes the “rnet af—

fected area projected cash flouw” that results from making the
above assumptions. From the figure it can be seen that the cumu-
lative cash flow exhibits a characteristic investment cash flaw.

The investor makes initial capital outlays and while doiny so

earns no 1ncome. Nt completion of cunstruction of  plant  and

equipment, the investor sells praduct that offsets operations and

maintenance costs and hopefully allows recovery with interest (or
:
+equivalently with profit) of invested capital. The cumulative
cash flow turns positive during fiscal 1991: 4 years after the
s.-t;ar‘t of construction. The cumulative net cash flow at year 20
totals a projected £59.7 willian: encugh to conpletely finance a
projected $24.7 million ex;:_)ansion of the LCBHUTP  and the $16.&
million West Central Relieving Interceptor. Thus, on a cash flow

basis the City will recover its investment about 4 years from the

start of construction. This is an extremel “robust” result: it
Y

includes the interest charges on any negative cumulative net cashs

o =
flow. g

Present Worth Analysis—-The EC)-;)'ear net  present  worth  exceeds

$41.4 million wusing a 2.5 percent time value of wmorney. This
means that the interrnal rate of return is well in excess of 12
percent. The irniternal rate of retuwrn is defined as the t ime

value of money applied to the net cash flow stream (shown in the

v e
e.,
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attached figure) that yields a zero net present wor£h estimate.

The internal rate of return for thas prc-.__)(:qt is quite comparable

to rates of returrn found im the manutﬁctuinng and survjcus sec—

tors.of the U.S. econcmy. Thus, wusing standard business prac-
v

tices for investment analysis, it must be concluded that this

project respresents an extremely attractive.financial proposition

as well as an “economic®" use of resources.

CONCLUSION

To return to the central question posed above: Are City of
éortland sewer customers being asked to help pay for the exten-—
sicon of sewer service to the Affected Area? The answer 1is, using
the methodology and criteria above: N, The cumulative net casl;
flow from the affected area’is positive. The present worth of
tﬁe net cash flow is positive. Extension of sewer service to the
Affected Area is an attractive ecoromic ard financial propo-
;ition. Given the above answer the only rumaining.considerations
are “qualitative” in nature. It is quite possible, " that as a
matter of policy and other considerations,” a cumulative net
positive cash flow by 1991 is unacceptable. The initial invest-
ment and  early negative cash flow,  cven when r;paid with in-

terest, and offset by "later" hut'properly discounted net  cash

/’. e el
req:ipts could-constitute an unaccept@ble proposition. It this,

"
M

Fo—

is the case it needs to be clear that «it is not because the
proposition is not supported by standard econcmic and financial

criteria.

€
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Note:

Note:
Note:

Dollars x Milllons

(Thousands)

Comparison is betwesn fu'l average cost revenues and Affected Area incremental O&M znd capl.al costs before contributions

for past system capital costs allocable to the Affected Arszand current or annual full averags O&M costs.

All dollars are 1985

Equivalent annua! capital costs have been determined using 2 real 2.5.percent borrtiwing tate.

AFFECTED AREA

Projected Cumulative And Net Revenue.

Rec'c from Office of Clerk of Portland City Council 10;
Notes provided B) Bureau of Environmental Servicss
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MR. LANG: Yes. 1I'd ask iMr. R2\ C'to come back.

THE CHAIRMAN: Why don't you folks just stay

i

. close to'the micropnone? I have a feeling you're going

. to be up and down.

MR. LANG: hecognizing that public agencies
don't make a prdfit. #“r. Red¥ can explain the numbers
and wha't Mr. Dennehy was alluding to.

; THE CHAIRMAN: Return on investment.

MR, REAK: I think it's a misconception. What
it is is a net positive cash flow to the City during a
20-year period of time. I tnink in defense of that, you
have to understand the City has invested a lot of money,
adlready in providing facilities for that arwa. I've got.
a list here that I would be very glad to enter into the
record, I Jdon't know if the record is clos=2d, that lists
all of the facilities tnat have been provided by the
Cicy of Portland ratespayers net of any federal grant

contributions since 1947. and what that net cash flow

~1s really doing is coming bacs< and returninj to all the

users of the system their invVestmants they've .nad2 over
tnat time. S0 in th2 sense that it's . profit, what it

v 1s 1is a ra2paymnent to the system for the fair and
Y

-

r=al
proportionrnal saare of the facilities tn= City has

installed cver tine.

THE CHAIR.MAN: Hcow co thne people ia th=

ADORLE & HENDERSOU cite 11




7 adab ahmidi il AL & b B i

7 ‘.

necessary could delay their hoolkup untll the public assessment had
been paid for. This, of course, is the same consldervation many of
us are requesting for mid-county. '

Let's return to an examination of the four examples cited by
Cli2M Hill in their Report. In my October 17th testimony, I listed

several reasons why the Lesser Road project did not provide an
appropriate comparison (large tracts owned’ by public bodies and a

small number of individuals, much undeveloped land, cte.) T now

have more information on the Gertz/Schmeer project confivming

impressions I had about that LID. The assessed costs ol Lhat

project, after allowing for a large federal grant and a large pay-

ment by the Port of Portland, came to $1.9 million. Examination of

the individual assessments reveal one assessment of $220,000 and
another of $178,000. The next largest assessment is about $70,000,
Thus two assessments (out of a total of 776) accounted for more than
©207% of the total assessments and were of a different order of

magnitude from all the others. If these two are removed from the

‘sample, the average assessment for the remaihinu 774G properties uas
$1966 rather than the $2475 reported by CH2M. This significantly
ci\uxms‘sv':s certain percentages shown in Tables F-3 and -7 of the
Report.

Additional information obtained from the PPortland Auditor's

Office shows an interesting correlation fn deliquent accounts for
the four projiects selected by CH2M. "The City is currently
experiencing a deliquency rate on bonded sewer assessments of
approximately 12%." (Page 3 of Resolution 34053 adopted by the
Portland City Council on 03/13/86.) The table

deliquency rates for the four projects (plus one column rom Table
F-7 of the Report).

below lists the

Pymts as 4 of Deliquency

Pro ject HName

Hodian Inedu ate
GCertz/Schmeer 3.2 24 .9
SW 45th Drive 1.8 9.2
Arnold Creck 1.5 9.0
lLesser Road s L 19.2

Tables from the Auditor's Office are attached at the end of
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.undg:lying that program th= assumption thaé-hazardogs
!wastes.or xaterials that reach the ground yater.will
-péne:rate snd move ,on down, that thnere is no effactivea
barrier from ona iayer to another. And that is'patt of
the -foundation fof the:insistence on cleanup and
reducing that to protect thoss aquifers.
s THE CHAIRMAN: So, if I understand you
coirectly, we really are concerned with the Qhole thing
out thére, aren't we? If we're going te be looking at
the long-term, long-range future impact, we have to be
ccncerneé a0t only witn the shallow2r aquifers, buc also
tne cdeep2r aquifers and, the potential impact on not only
Aells thac might be dug into those aquifars, buc tha
3ull Run system as well, There's no problem rnow, and I
recally ne2ed to reiterate thzt ‘because vecple kesep picking
tp on thls word "thrzat" and thinking that the
Jonsortium is saying that there is 2 hazard. Tasre is
no h=zalth hazard. 3ut the purpose of tne legislation,
'as I undersctand it, Was tO0 tax=2 30m2 5%eps now 30 tnat
in tihe future ther=2 would not be a hecltn nazard.

Would you agree Witn <nat?

MR, SAWTYER: [ would ayree with tnat.

FHE CUAIRMAd: Isn't 1t Glso true -- Tails
zhought occurted to me yeste;day. A lot of tas

Ipponencts 9f the sewers out tnere 2re also very muca

A02RE & HENDERSOU
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