Funding Water Improvements

Over the past year, we have been highlighting how we keep your water flowing from the treatment plant to your faucet, providing reliable, efficient, high-quality water to you, our customers. It takes all of us to support this important work:
· System Operation and Maintenance to keep everything working.
· System Master Planning to evaluate the system needs and identify needed capital improvements.
· System Financing to provide the money needed to ensure the water is there when you need it.

This issue, we are focusing on funding. There are two sources of revenue for the water system:
· Water System Development Charges (WSDC’s):  One-time fee paid by developers at the time of development. Fees are set to pay for the portion of capital improvements that support growth, ensuring that Growth pays for Growth.
· Water Rates:  Paid by water users based on consumption. Money collected goes toward operation, maintenance, and upgrades of the water system.

Periodically the water rates and system development charges (SDC’s) are modified to support the updated financing needs of the system. A major component of this analysis is the capital improvement projects. Typically, upon completion of an updated master plan or updated capital improvement project list, rates and SDCs are reviewed and updated as needed.
Increasing fees and rates is never something the City or its community looks forward to, but it is a necessary part of ensuring that we can continue to provide the needed infrastructure and service that everyone depends upon. Keeping rate increases as low as possible is always a goal. It becomes challenging when needed system improvements are deferred due to lack of funding or there are large, expensive improvements needed.
· [bookmark: _Hlk60997739]Deferred Improvements:  These are improvements that are not made because the funding is not there. Deferring improvements can result in increased wear and tear on the system, thereby shortening the life of the fatigued part of the system. This can lead to costly repairs or replacement needs sooner than expected. This is a current reality at the Mountain View Pump Station, where increased demands without increased transmission capacity has resulted in our pumping systems operating 24/7 much of the year. Typically, a pump station operates only a portion of the day to fill the reservoirs. 
· Deferred improvements also result in not being able to provide the quantity of water that people have become accustomed to. In the case of the Mountain View Pump Station, it can only pump so much water. As the demand increases over time, it will not be able to meet the needs without system improvements. This can result in curtailments, restricting water usage during high demand periods, as well as limited ability to provide fire protection.
· Another complicating factor of deferred work is the growing cost. The accumulation of the work needed is compounded by the increasing cost to complete it.
· Large, Expensive Improvements:  There are major, costly components of the water system including pump stations, transmission mains, and reservoirs for storage. These large capital improvements are costly to design and build, with funding needed to start the project.

Many jurisdictions utilize Revenue Bonds and loans as ways to finance these costly improvements over time, thereby reducing the annual cost borne by the rate payers. Many people take a similar approach to financing large investments like a home, business, or vehicle. In recent years, the Federal Government passed the Federal Water Infrastructure Finance and Innovation Act (WIFIA) which provides low-interest, long-term loans for water infrastructure improvements. Participation in this program has had a huge positive impact for other rate payers in other jurisdictions. Tualatin Valley Water District (TVWD), as an example, was granted a low-interest loan through the WIFIA program (TVWD WIFIA Funding). The loan reduced the anticipated customer rate increase from the projected 8%-10% per year to an estimated 4% or less per year. Unfortunately, these financing tools are not currently available to the City due to Charter limitations on indebtedness, Bond Issuance Limitations, and Charter Debt Limits

[bookmark: _Hlk60997393]The City is in a challenging position. Rate increases have been constrained to the charter limit of 3% annually (Water Rate Limit), which has been insufficient to fully fund needed maintenance and improvements. This has resulted in a long list of deferred water projects. The City is currently working to update the water rates and WSDC’s to fully fund the capital improvements. Water rates are projected to exceed the 3% rate limit in order to address needs of the system. If a rate greater than 3% is pursued, this would go to voters for approval.

The WSDC modifications will be reviewed by City Commission at a public hearing on March 3, 2021. The 2020 Methodology Report for the WSDC can be found on the Oregon City Public Works website at Water SDC Modification 2020 and provides details of the WSDC calculation and proposed fees.
