Wednesday, 7 PM October 7, 2009
CITIZENS’ RATE REVIEW COMMITTEE
MINUTES
Wastewater Treatment Plant

Members Present:

Matson Haug (Chair) Tony Rourke Beth Keyser
Charles Zickefoose Mike Gougler

Members Absent:
David Maben (excused) Ernie Amundson (excused)

Staff Present:

Howard Hamilton, Public Works Director

Janelle Nordyke, Finance Director

Barton Brierley, Planning and Building Director

David Beam, Economic Development Coordinator/Planner
Deb Galardi, Galardi Consulting

Dawn Karen Bevill, Recording Secretary

Others Present: Don Clements

1. Call to Order/Roll Call/Introduction:

Chair Haug called the meeting to order at 7:01 p.m. and asked for roll call.

2. Updated Calendar:

Howard Hamilton explained the revised CRRC Meeting Schedule dated October 2, 2009.

3. Winter Average Rate — Transferable?

Janelle Nordyke explained Dan Schutter had sent an email to the City Manager asking why he would have to
establish a new winter averaging rate when transferring from one residence to another. Mr. Schutter had just

moved to a much more efficient home and his winter averaging is higher than before. The formula is based on.
the number in a household and the rates do not transfer from one home to another.

MOTION: Rourke/Gougler moved to keep the formula intact as is. (5 Yes/0 No/2 Absent [Amundson and
Maben]). Motion carried.

Chair Haug stated further discussion would take place regarding the matter when Mr. Schutter arrived at the
meeting. (Note: Mr. Schutter did not arrive for the meeting.)

4. Affordable Housing Presentation:

David Beam began the presentation by explaining the Newberg Affordable Housing Action Plan is Phase One
of a longer process to help support the development of affordable housing in Newberg. The Affordable
Housing Ad Hoc Committee formed by the City Council began meeting in July 2008 and met for approximately
9 months.
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To assist with the further development of the affordable housing tools described in the Plan, the City Council
approved the formation of an Affordable Housing Action Committee through Resolution No. 2009-2857. One
of the charges of the new Committee is to examine current development fees and make recommendations as to
which fees could be reasonably reduced or waived to assist affordable housing. The City Council directed the
Committee to work with the CRRC in its examination of development fees. The Council also stated that two
members of a subcommittee of the full Committee will work with the CRRC in looking at the applicable
development fees (e.g. SDCs.)

“Affordable Housing” is defined as when a household spends no more than 30% of its income for housing. For
homeowners, housing costs include mortgage payment (principal and interest), property taxes, and insurance.
For renters, housing costs would include rent and tenant paid utilities. Based on that definition, about 40% of
homeowners and 37% of renters are in housing that is unaffordable, according to recent US Census data.

The Ad Hoc Committee that created the Action Plan spent considerable energy looking into the development
fees issue. One of the Action Plan Committee’s main concerns had to do with revenue balance. Reductions in
development fees are usually accompanied with a corresponding increase in fees somewhere else. Many of the
options involve raising fees on some other specific sector. The Committee did not favor this approach. They
recommended that the offset mechanism should be a burden that is shared by the entire city such as through an
increase in some form of monthly fee. Their feeling was that if affordable housing is a community goal, then
everyone in the community should contribute to the solution.

Development fees pertinent to the CRRC are utility system development charges (SDCs.) City staff is
considering two options that would appear to meet the recommendations of the Action Plan regarding a
community shared burden:

o Lower SDCs for low income housing, then raise utility rates (for all or everyone not low income); or,
o Lower utility rates for low income housing, and then raise utility rates for everyone else.

The following are two more options. However, it should be noted that the first option does not meet the Ad
Hoc Committee’s recommendation to spread the cost of lowering permit fees through a citywide mechanism.

¢ Lower SDCs for low income housing, the raise SDCs for others; or
e Lower utility rates for low income housing, and then raise SDCs (for all or everyone not low income.)

Also, it should be noted that any of the four options that include changes to utility rates to assist low income
housing are not part of Council’s specific charge to the CRRC, which is to review development fees. However,
there is nothing that prevents the CRRC from making such a recommendation to the Council.

When discussing this issue with the Ad Hoc Committee, City staff prepared a list of suggested options
regarding how all the City’s SDCs (not just utility SDCs) could be reduced for the construction of housing for
low income households. Mr. Beam reviewed the following suggestions:

o For affordable housing projects, assess the SDCs at time of occupancy instead of time of building
permit.

e Allow the City to finance the SDCs.

e Base the SDC on fixture units instead of meter size.

e The City does have a storm water credit program applicable to multi-family development which could
be expanded to single family.

e The City currently allows for SDC fee waivers for two low income housing units built by a non-profit
organization. This exemption could be expanded.
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e The housing shortage is greatest for apartments. Fee reductions/waivers could focus on the construction
of this type of housing.

Low income housing is defined as affordable housing for those at or below Newberg’s annual median
household income. The U.S. Housing and Urban Development Department (HUD) currently state this number
to be $70,000 annually for a family of four. The most recent American Community Survey (2005-2007
average) by the U.S. Census Bureau states that Newberg annual median household income for a family of four
is $46,066. The Planning Commission recently recommended that the limits defining low income housing be
established by the City’s Director of Planning and Building using the best available data.

Obviously, SDCs could be reduced or waived completely, which would affect the level of revenue that would
need to be raised somewhere else to counter the revenue reduction. Some/all/or none of the fees could be
charged.

5. Present Water Rates:

Deb Galardi gave the background on the Water Rate Implementation Process. On May 19, 2008 City Council
adopted the rate increases based on 12.5% per year. On June 2, 2008 the Council agreed to reconsider rates. On
June 16, 2008, the water rate increases were reduced from 12.5% to 6.5% for FY 2008/09 and FY 2009/10.
The Council then directed the CRRC to investigate and make recommendations concerning a conservation rate
structure.

Deb Galardi reviewed the 5-10 year forecast of revenues and expenses and explained the objective is to
establish the overall revenue slope. All sources of funds such as cash on hand, connection fees, SDCs, utility
rates themselves, expenses and operating budget for personnel and services, and the different financing methods
for capital improvement including new and existing debt service and other requirements.

Ms. Galardi explained the financial plan drivers include operation and maintenance costs and capital
improvement programs (CIP); operational CIP, and growth related CIP. Existing rates, what they generate, and
annual cash needs determine what additional money comes from rates and charges.

Customer trends showed healthy growth for Newberg FY 2003/04 to FY 2006/07 at 5% and FY 2007/08 was
2.7%. This growth trend was almost at a standstill in FY 2008/09 at 0.5%. Factors causing the decline are due
to weather and the economy. The previous financial plan projected 3% growth and the current plan’s projection
is 1%. The FY 2009/10 revenue estimates are 13% lower than budgeted a couple years ago.

Development related revenue reductions include reduced growth and the reduction in SDCs for some
developments. Interest earning reduction includes lower fund balances and earning rates.

Constraints to the operating budget include pass-through costs, regulatory compliance, system repair and
replacement, system operation, staffing and supplies. Operating cost management includes the reduction in
FTE during current budget year, no new FTE planned in next year, deferred vehicle replacement, and shared
equipment and staffing across utilities.

What is needed to balance the uses of reserves roughly equals the capital expenses; not much revenue is
generated by current rates and cannot cover capital expenses. The rates FY 2008-09 generated are 3.9M which
doesn’t leave much room to finance capital projects.

One key issue the water utility is facing is running the risk of not meeting debt service requirements. Defaulting
on debt is risky and expensive since it negatively impacts financing at a low interest rate. Debt service coverage
is total reserves less your debt maintenance costs. The pledge is to operate and maintain the City and once that
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is paid there is money remaining to pay the debt. There is quite a bit of debt from the parallel river line,
reservoir, etc. There are loans from the Oregon Economic Community Development Department and there is a
million dollar purchase for land needed for the future water treatment plant facility due to not being able to
expand on the existing site. A plan needs to be put in place to cover the debt service. SDCs can be used to pay
for debt service but lending agencies don’t want you to rely on it.

Charles Zickefoose would like to see what the 12.5% rate increase would have done. Ms. Galardi stated she
will calculate that for next week.

Chair Haug asked about senior lien and what that was borrowed for. Ms. Galardi replied, OECCD loans were
for The Effluent Reuse Project, the Parallel River Line Crossing, Corral Creek Reservoir, and the Water Plant
Upgrade.

Chair Haug asked if Ms. Galardi is suggesting an increase in SDCs. Ms. Galardi replied the SDCs are set to
compensate for upsizing costs and are correctly valued. The problem is the lack of growth. Even still, the rates
would need to be increased without SDCs revenue.

Chair Haug asked if the SDC charges are fairly covering the cost of the expanded infrastructure. Deb Galardi
replied, yes but there are policy issues that come into play in balancing the objectives of the community. Mr.
Haug stated the only way to cover SDCs is through utility rate increases.

Beth Keyser isn’t sure just how much people are conserving, but there are many empty homes. What do we do
if the Mill goes out of business? Of course the Allison and properties at the airport may help but there is a
reduction in people living here.

Deb Galardi continued with her presentation by reviewing the preliminary revenue available to capital and the
following assumptions: Rate revenues assume minimum coverage increases; loan for treatment plant land
purchase, no additional financing, and revenues are net of funding for existing debt service. Other projects have
already been deferred several times because the City can’t afford it. Either we’ll need to defer again or accrue
more debt. Preliminary financing is needed to front the costs. By recommending the 12.5% rate increase, the
CRRC was trying to ensure there would be money put aside for the water treatment plant since it takes 10 years
to build a plant.

Chair Haug suggested the possibility of a joint meeting with the City Council to deliberate on this with them
before any decisions are made on this; possibly a workshop.

Mike Gougler believes the City Council understood the need for the requested increase.
Deb Galardi concluded her presentation by reviewing the next steps as follows:

Regarding the financial plan - refine annual revenue needs FY 2010/11 and FY 2011/12; prioritize capital
projects and consider financing; and a system-wide rate increase recommendation. The cost of service analysis
would include allocating costs to base use, peak demand use, and customer costs and rate impacts by customer
class. The rate design includes the existing rate structure, an inclining block rate structure for residential, and
rate impacts within customer class.

Discussion:

Mike Gougler reiterated the charge to the Ad Hoc Committee which is to review the development fees but not
address the methods to use to offset the affordable housing costs.

o
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Beth Keyser asked why Newberg developed an Affordable Action Plan. David Beam explained there are many
practical reasons from an economical development and environmental standpoint. There is also a moral
obligation to provide a stable home for all.

Mike Gougler stated there’s a need to provide affordable housing to those with the least paying jobs in the City.
Incentives are needed to encourage landlords to improve the efficiency of rentals without penalizing them. The
part the CRRC needs to keep in mind is they won’t be able to modify SDCs and meet the budget. Using SDCs
as a dependable source of revenue is unwise.

Chair Haug wrote the following on the white erase board to review:

Lower SDCs for low income housing, then raise utility rates (for all or everyone not low income); or,
Lower utility rates for low income housing, and then raise utility rates for everyone else.

Lower utility rates for low income (not SDCs) and increase the utility rates for others.

Lower the utility rates for some and raise SDCs somehow.

b

(The Ad Hoc Committee did not recommend the last two since they want to spread the costs.)
Deb Galardi stated you can’t raise SDCs unless its impact based.

Tony Rourke asked if any thought was given to making an inclining block rate structure for SDCs which is
raising and lowering SDCs.

Deb Galardi stated the City of Eugene charges water rates on the size of the house. The City of Corvallis
charges water rates based on fixture units; the fewer the fixtures the less SDCs.

Chair Haug said perhaps SDCs could be based in part on lot size or size of the home; spreading it out on larger
homes. Deb Galardi said you would need to show they are using more water in order to have a direct link.

Beth Keyser stated the need to define what a big home is and also need to be careful in raising rates on the
people who can’t afford it. The City’s decision regarding affordable housing was a good one but she fears that
everyone won’t be treated equally.

David Beam stated raising the utility rates over a large group of people would minimize the impacts on
individuals.

Deb Galardi suggested expanding the Affordable Assistance Program for those in need.

Chair Haug stated the costs should be identified. The City Council should know if they lower the SDCs for
certain homes, the amount lost would have to come in from a rate increase. Everyone should be treated equally.

Tony Rourke suggested giving the City Council option to choose from. The CRRC can recommend one and
then give alternatives.

5. Other Business:

Janelle Nordyke gave the CRRC an update regarding the Utility Bill Assistance Program. Ms. Nordyke passed
out the program description pamphlet for each in attendance to view. This brochure was not sent out in the
water bill as previously stated. She would like feedback regarding the pamphlet and program from the CRRC at
the next scheduled meeting on Wednesday, October 14, 2009. The public has not viewed this although the
information is available on the City of Newberg website.
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6. Adjournment: The meeting adjourned at 9:35 p.m.

Approved by the Citizens’ Rate Review Committee this 28" day of October 2009.

f/jw,%,/; il Medso A%

Recording Secretary Citizens’ Rate Review Chair
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