THE PRINCE GEORGE’S COUNTY GOVERNMENT

Derrick Leon Davis
Council Member, District 6

MEMORANDUM
October 17th, 2013

TO: Derrick L. Davis, Chair
Transportation, Housing and Environment Committee (THE)

FROM: Hawi Sanu, Director
Transportation, Housing and Environment Committee (THE)

Howard Stone *
Office of Audits and INyestigations

THRU Robert Williams, Council Administrat(.)%v&'
Prince Georges County Council

SUBJECT: WSSC FY 2015 Spending Control Limits

Montgomery and Prince George’s County Councils created a Bi-County
Working Group on WSSC Spending Controls to focus on the financial concerns
of increasing water and sewer rates, debt, and debt service levels.

Background

In May of 1993, the Montgomery and Prince George’s County Councils
created a Bi-County Working Group on WSSC Spending Controls to focus
on the financial concerns of increasing water and sewer rates, debt, and
debt service levels. This group’s January 1994 report recommended “the
creation of a Spending Affordability Process that requires the Counties to set
annual ceilings on WSSC’s rates and debt, and then place corresponding

limits on the size of the capital and operating budgets of the Commission.”
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A Bi-County team was put together and a process was created to
control capital, operational, and new debt service costs for the purpose of
moderating or avoiding water and sewer bill increases. WSSC’s FY 1996
Budget was the first budget to be formulated with the limits set by the
Spending Affordability Process. The Spending Affordability Process
focused the financial performance discussions on the need to balance
affordability considerations against providing resources necessary to
serve existing customers, meet environmental mandates, and provide the

facilities needed to accommodate growth.

The major objectives of this process are to establish the framework
for (1) controlling costs, (2) achieving low or moderate water/sewer bill
increases, and (3) slowing the rate at which WSSC incurs debt. (Below
40% of the Operating Budget) The impact of this process has been
integral in keeping customer bill increases at a stable and reasonable

level.

The Spending Affordability process provides a framework
within which the Council can review and decide on spending
control limits. The limits do not cap what the Councils can approve
within the regular budget process that concludes in May of each

year.

Schedule
The FY 2015 Spending Affordability Group met on September 9t and
234 2013. The base case scenario presented at the first meeting, assuming
a same services level as FY 2014 yielded a 7.5% rate increase. This scenario
represented a .25% rate increase above the FY 2014 adopted budget. The
base scenario did not include additional and reinstated programs. A base
case with same level of service as FY 2013, with the additional and

reinstated programs yielded a rate increase of 8.00%.
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Historical Data on Spending Control Limits

Historically, the Spending Affordability Process has worked and the
limits have been used as a basis to formulate the Commission’s budget. Over
the years, lower rate increases were achieved by use of fund balance; staff
continues to urge caution in using a one-time revenue source such as fund
balance to reduce rates as this only reassigns expenses to later years and does
not eliminate it.

While the Spending Affordability Process was put in place to review four
limits: Rates, Operating Budget, Debt Service Expense and New Debt; the most
reviewed has been the rate increase and the other three limits are then
adjusted accordingly.

HISTORICAL INFORMATION ON RATE INCREASES

| Fiscal Year => | 2005 | 2006 | 2007 | 2008 | 2009 [ 2010 | 2011 | 2012 | 2013 | 2014 |

| Adopted Rate Increase | 3.00% | 2.50% | 3.00% [ 6.50% [ 8.00% [ 9.00% | 8.50% | 8.50% | 7.50% | 7.25% |

Montgomery County SAG | 3.00% | 2.50% | 3.00% | 5.30% | 9.70% | 9.50% | 9.90% | 9.90% | 8.50% | 8.00%

gg’geeemgescoumy 3.00% | 2.50% | 3.00% | 5.30% | 8.00% | 6.00% | 8.00% | 8.00% | 8.50% | 7.50%

WSSC FY 2015 SPENDING LIMITS SUMMARY

Council Staff
WSSC Base Case Reccomendation
New Debt: $384,622,000 $384,622,000
Debt Service $227,042,000 $226,042,000
Total Water & Sewer Expenses: $689,527,000 . $678,591,000
Projected Rate Increase: 8.00% 6.0%*
Average Residential Monthly Impact $5.95 $4.48

* Unspecified Reductions - $10.9 Million at No More Than 6.0% rate increase*
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Scenarios

Several scenarios were discussed over the course of the Spending
Affordability Process in conjunction with an adjustment to the billing factor;
with additional and reinstated programs and without. The billing factor
discussion came about as a result of the past years projected revenues not
being reflected in the actual revenues. In an effort to be more realistic, WSSC
proposed lowering the billing factor to be more reflective of the actual revenues
to be earned. In FY15 $5.6 million has been factored into the base case as a
billing factor reduction offset. Both County Council staff concurred with this
approach in previous budget discussions.

All scenarios include the use $10 million funding for the GASB 45
requirement which is its final year, and a proposed contribution of $2.3 million
to the operating reserve; the Commission will be at 10.0% of estimated water
and sewer revenues at the end of FY’15. (Attachment A) details the Excess
Fund Balance Calculations and Analysis.

In reviewing WSSC'’s projected revenues for FY’15 as compared to FY’14’s
Approved Budget, there is a reduction of $15.2 Million, which translates into
the equivalent of 2.7% in rate equivalent impact. This reduction can be
attributed to the flat water consumption levels, which has necessitated the
need for the adjustment of the billing factor and a reduction in projected
interest income.

Scenario 1: A same services scenario as last fiscal year with an adjustment of
2.7% to the billing factor without additional and reinstated programs yielded a
rate increase of 7.5%. This scenario assumes a 30 year debt repayment and
wages and salary increase of 5%. A 7.5% rate increase adds approximately
$5.56 to an average monthly consumers’ bill.

Scenario 1 = 7.5% rate increase. (Attachment B)
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Scenario 6: A same services scenario as last fiscal year with an adjustment of

2.7% to the billing factor with additional and reinstated programs yielded a

rate increase of 8.0%. This scenario assumes a 30 year debt repayment and
wages and salary increase of 5%. An 8.00% rate increase adds approximately
$5.95 to an average monthly consumers’ bill.

Scenario 6 = 8.00% rate increase. (Attachment C)

A further breakdown of the rate increase component between FY-2014 and
FY2015 - based on same services is attached. (Attachment D)

Scenario 8 : is exactly as Scenario 6 restrained at an 6.00% rate increase,
which yielded $10.9 Million in unspecified reductions. This scenario adds
$4.48 a monthly to the average consumer’s bill. (Attachment E)
(Attachment F) is a consolidated list of all additional and reinstated programs

projected within the spending affordability assumptions.

Council Staff Recommendations

e Council Staff recommends Scenario 8 which is the rate increase of no more
than 6.0%, and no more than $4.48 to be added to an average consumer’s
bill. This scenario also recommends $10.9 Million in unspecified
reductions.

e The Commission must continue to implement strategies and plans that will

have long term benefits to the Commission and Consumers.



TO:
FROM:
DATE:

SUBJECT:

Washington Suburban
Sanitary Commission

Memorandum
Spending Affordability Group
Chris Cullinan, Acting CFO
September 23, 2013

Projected Use of Fund Balance FY’15 -FY’19

Attached for your information is the projected use of Fund Balance over the next five fiscal

years.

In summary, the projected uses:

-

Are consistent with prior uses provided to the Spending Affordability Guidelines

- group.

>

Are consistent with the Information Technology Strategic Plan’s funding assumption
to use Fund Balance as approved by WSSC Commissioners.

Are one-time in nature for long-term, strategic investments (Watershed
Improvements, one-time costs associated with re-engineering the Supply Chain
Management process, electric rate case intervention services).

Maintain the 10% reserve requirement into the future (do not exceed 10% target).
Maximize rate stabilization benefits to customers as the majority of the funds are to
be spent in FY’15.

The projected uses and a brief description of the use are listed below.
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Notes:

Unallocated Reserve End of FY'14 $64,849,000
PROJECTED FY'15 USES

ifed | ious f Alread
FY'15 Billing Factor Reduction Offset 3§85 54000] 9eniied b previous Biecal yoare. siraady

incorporated in FY'15 base case.

FY'15 AMI/Billing System Replacement

-$3,500,000

Identified in previous fiscal years. Already
incorporated in FY'15 base case,

FY'15 Operating Reserve Contribution

-$2,300,000

Identified in previous fiscal years. Already
incorporated in FY'15 base case. This contribution
accomplishes goal of 10%.

FY'15 PAYGO

-$5,000,000

Continued use. This is the same amount used in
the FY'14 budget.

FY'15 Supply Chain Management Re-engineering

-$1,000,000

New use. To be used by CPO to fund strategic and
one-time items assocated with re-engineering
supply chain management (SCM).

FY'15IT Strategic Plan

-$9,000,000

New use. This is the amount requested by CIO in
Addt| and Reinstated. This is consistent with
funding scheme for IT Strategic Plan as approved
by the Commissioners.

FY'15 IT Data Modular Center

-$2,000,000

New use. This is the amount requested by ClO in
Addt'l and Reinstated. This is consistent with
funding scheme for |IT Strategic Plan as approved
by the Commissioners.

FY'15 Watershed Improvements

-$1,500,000

New use. Average of proposed improvements for
boat access at Duckett and Triadelphia.

FY'15 Electric Rate Case Intervention Services

-$250,000

New use. Consultant will participate in all aspects
of electirc rate cases including evaluation of rate
case filings, PSC precedents, promoting WSSC
issues and rate designs, and writing direct and
rebuttal testimonies.

PROJECTED USES IN FY'16-FY'18

FY'16-FY'19 Maintain 10% Reserve Requiremennt

-$17,500,000

Revised use. Priviously identified use was to get to
10% requirement. This has been modified to
maintain 10% as budgets increase in the future.

FY'16-FY'19 AMI/Billing System Replacement

-$8,000,000

Continued use. $3.5 million is to be used in FY'15.
This sets aside $2.0 million per year over next 4
years.

FY'16-FY'19 REDO Extinguishment

-$6,000,000

New use. This provides for beginning
extiguishment of REDO subsidy. Sets asides $1.5
million over next 4 years. An additional $4.0 million
needed for full extinguishment.

Subtotal

-$61,693,000

Balance

$3,156.000

From a cash flow perspective, the majority of the funds are projected to be used in FY15 thus
providing more immediate rate stabilization benefits:
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2015 2016 2017 2018 2018 TOTAL

Beginning Fund Balance §34,656,000  $27,256,000  §19.556,000 _ $11.456.000

FY*15 Billing Factor Reduction Offset -$5,643,000 -$5,643,000
FY'15-FY*19 Billing System and AM| Replacement -$3,500,000 -$2,000,000 -$2,000,000 -$2,000,000 -$2,000,000  -$11,500,000
FY'15 Supply Chain Management Re-engineering -$1,000,000 -$1,000,000
FY'15-FY"19 Operating Reserve Contribution -$2,300,000  -$3,800,000  -$4,200,000  -$4,600,000  -$4,800,000 -$15,800,000
FY'15 IT Strategic Plan -$8,000,000 -$9,000,000
FY'15 IT Data Modular Center -$2,000,000 -$2,000,000
FY'15 PAYGO -$5,000,000 -$5,000,000
FY'15 Watershed Improvements -$1,500,000 -$1,500,000
FY'15 Electric Rate Case Intervention Services -5250,000 -$250,000
FY'16-FY'18 REDO Extinguishment -$1,500,000 -51,500,000 -$1,500,000 -$1,500,000 -36,000,000
Subtotal -$30,193,000 -$7,400,000 -$7,700,000 -$8,100,000 -$8,300,000  -$61,693,000
Ending Fund Balance $34,656,000 _ $27,256.000  $19.556.000 511,456,000 JNEERETIN
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WSSC
FY 2015 ADDITIONAL & REINSTATED PROGRAM REQUESTS SUMMARY

Program: PCCP MANAGEMENT PROGRAM

Request: 1 Principal Civil Engineer

Cost including benefits: $103,870, Water/Sewer Impact: $103,870
Justification:

The PCCP program has increased the annual inspection rate from 12 miles to 18 miles. The inspections along with
Acoustic Fiber Optic (AFO) monitoring are identifying critical pipe segments in need of repair or replacement. Due
to the intense nature of this work, the current PCCP team is at capacity for providing the necessary on-site field
investigations, the associated contract management for the inspections and AFO technologies, coordinating the
scheduling of planned and emergency shut-downs, and recommending repair or replacements. An additional
workyear would allow the program to maintain the current capacity of the PCCP.

Program: WATER MAIN CONDITION ASSESSMENT PROGRAM

Request: Acoustic (PIT) Contract, 1 Project Manager
Cost including benefits: $2,103,870, Water/Sewer Impact: $2,103,870
Justification:

Currently, water main replacement or rehabilitation decisions are based on a Level 1 (desktop condition modeling)
analysis of the individual water segments. Pipe type, age, and work orders are used to identify replacement needs.
However, a Level 1 assessment only estimates the condition on a pipe segment basis. If maintenance events are
concentrated on only a few segments, it is not possible to determine if the adjacent water segments installed at the
same time are also critically close to failure and in need of replacement. Inspection of the water mains would
confirm whether or not the model assumptions accurately represent the pipe condition. Additionally, with such a
large backlog of water mains already deemed at the end of their useful life (~300 miles) it is important to prioritize
projects so that the most critical needs are addressed first. A Level 2 inspection would help prioritize the more
critically failing water mains over others that may be old, but still functioning well.

Program: MAINTENANCE

Request: 1 Maintenance Unit Coordinator

Cost including benefits: $103,870, Water/Sewer Impact: $103,870
Justification:

An assessment of the Flexible Worker Program was completed in March 2010. The report indicated the Unit
Coordinators are overwhelmed by their workload. Their responsibilities have increased by more participation at the
management level of the Commission, training of staff, and oversight of geographically larger field operations. A
recommendation from the study was to add one Unit Coordinator to each zone group.

Additionally, the large diameter Prestressed Concrete Cylinder Pipe (PCCP) inspection program, which involves
direct Unit Coordinator oversight, has been expanding. The Transmission Main Inspection/Large Valve Exercising

and Water Main Break Best Management Practices obtained additional staff in FY’12. An expanded Leak Detection
Program obtained additional staff in FY"12 and FY’14.

Note that four (4) Unit Coordinator positions were requested for FY12. Our recommendation was to stage in the
positions over 4 years. Ifapproved, this would be the 4™ and final position.
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Program: LARGE VALVE ASSESSMENT. REPAIRS. & REPLACEMENT PROGRAM

Request: $5,800,000, Water/Sewer Impact: $0
Justification:

Many of the valves that were installed in the 1920's thru the 1960's (approx. 775 valves) are past their useful life.
Often times, these valves cannot be operated without repairs. In many instances, when Tepairs are needed, the parts
cannot be purchased because the manufacturers are no longer in business, While the WSSC currently uses an
outside contractor 1o service its small diameter valves, the larger diameter valves (16" and larger) now require
immediate and aggressive attention. In collaboration with the Asset Management Program, this initiative proposes
the repair and/or replacement of the large diameter valves that were installed between the 1920's and 1960's at a rate
of 100 valves per year for the next seven years.

Program: CROSS CONNECTION

Request: 3 Workyears

Cost including benefits: $234,260, Water/Sewer Impact: S0 (funded with fee revenue)
Justification:

The Cross Connection Control Program was approved in FY*11. Cross connections are any permanent or temporary
connecting arrangements to any part of a potable water system through which it is possible for contaminants to enter
into the potable water supply system. The Cross Connection Program is vital to the safety of the public and private
drinking water distribution systems. Additional inspectors are part of a phased-in program; two additional inspectors
will raise program inspection resources to 80% of needed level. The addition of the requested two inspectors plus
the addition of two more inspectors in FY 17 will allow the program to complete inspection of all commercial
account holders in a projected frequency of 12 years overall while allowing for inspection of high priority accounts
twice in that same time frame. The following positions are requested for FY*15:

* Two (2) Plumbing Inspectors
*  One (1) Permit Agent

It should be noted that revenue estimates for fee collection are not currently being realized. There is a proposal

underway to implement a base fee for all commercial customers who have backflow preventers. The new fee
structure would allow the program to be self-supporting.

Program: INDUSTRIAL DISCHARGE CONTROL PROGRAM

Request: 1 Industrial Investigator o

Cost including benefits: $85.280, Water/Sewer Impact: $85,280
Justification:

The Industrial Discharge Control Program has local regulatory requirements related to the new 2012 Blue Plains’
Inter-municipal Agreement (IMA). With the addition of the 2012 IMA Tequirements, a large volume of
administrative work is required related to the waste haulers. DCWater is prohibiting the discharge of septage and
grease from outside the counties within the Blue Plains Service Area. In addition, they are requesting flow data and
monitoring data collected from waste haulers. Since we do not have modern disposal sites, we have to regulate
discharge of waste from outside the counties by manifesting discharges at all of our sites. Flow data from only
Muddy Branch and Tanglewood disposal sites will be entered into a database as the remaining two sites do not
discharge to DCWATER. However, the other manifests will have to be reviewed to ensure that waste is not coming

from outside the Blue Plains Service Area. These requirements call for a substantial amount of data entry. There is
no staff currently available to perform these fimctions.

The Industrial Discharge Control Program has never had a non-compliance. Without an additional Indusiial
Investigator, it will be difficult to meet the [MA requirements.
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Program: Diversity & Inclusion

Fair Practice
Request: 84,500, Water/Sewer Impact: $3,623
Justification:

Implement a comprehensive plan with a range of activities for improving inclusiveness, cultural understanding, and
employee engagement.

Program: INFORMATION TECHNOLOGY

Maintenance and Licensing
Request: 3454,000, Water/Sewer Impact: $373,600
Justification:

As new systems and hardware are procured, installed and implemented, the first year maintenance is included in the
purchase price. Following the first year, its annual maintenance is added to the maintenance baseline. In FY15, our
maintenance and licensing costs will increase as a result of the following:

s  Oracle Exadata Quarter Rack: $99,500

¢  Oracle Exalytics In-Memory Machine: $435,000
*  Oracle WAM Software: $124,000

¢  Permitting Management System: $186,000

IT Security

Request: $99,000, Water/Sewer Impact: $16,500
Justification:

Additional funding is needed for a hardware appliance to monitor irregular activities on the network and endpoint
devices to facilitate proactive response to malicious activities and other security issues.

IT Strategic Plan

Request: $9,000,000, Water/Sewer Impact: $0
Justification:

Additional funding is needed to begin the implementation of the 5-Year IT Strategic Plan. Just as investments must
be made into WSSC’s external infrastructure, the internal infrastructure cannot continue to be neglected. Many of
our legacy systems are severely outdated old and no longer supported by developers. The IT Strategic Plan
addresses these issues. Some projects covered by the plan include the Customer Service Information System, Asset

Management, Geographical Information Systems, Document & Record Management and Advanced Metering
Infrastructure. See the IT Strategic Plan for more information.

Itis proposed that the initial investment in this initiative be funded out of the Fund Balance.

Modular Data Center

Request: $2,000,000, Water/Sewer Impact: S0 8
Justification:

WSSC must mitigate risks to ensure that the business of purifying water and processing waste water continues. Our
critical business operations require technological support resumed and maintained within reasonably acceptable time
frames. This plan facilitates that requirement by implementing a secondary site to house critical computing systems
in a geographically diverse area. In the case of a disaster rendering the RGH com
secondary data center will enabl
recovery services for others.

puting services inoperable, a
€ seamless continuation and availability of critical applications and quick disaster

It is proposed that initiative be funded out of the Fund Balance.
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Proeram: Supply Chain Management Transformation

Request: $1,000,000, Water/Sewer Impact: SO
Justification:

Supply Chain Transformation, as it is implemented, will allow WSSC to reduce the costs of doing business. Our
transformation efforts will result in WSSC realizing value through cooperatively working with suppliers. This
cooperative relationship with suppliers will include supplier identification, management and development,
Enhanced supplier relationships will lead to improved demand management by WSSC. The success will be
measured by the amount of savings generated by implementing transformation initiatives across six key dimensions:
Best Practices, Innovation and Technology, Supply Chain Roles, Stretch Objectives from a Total Cost of Ownership
perspective, and an Optimized Organization supported by Good Leadership. It will also result in a training program
that focuses on those primarily accountable for managing contracts. It will support strategies around

entrepreneurship and innovation by providing highly skilled procurement and supply chain management
professionals and a commitment to continuous leamning.

The success of this process will support our strategic priority by creating a culture and a center led sourcing process
that will ultimately drive cost out of the business. It will allow WSSC to review the direct and indirect spend of all
dollars over a selected period of time to determine best in class strategies to reduce multiple solicitations, and begin
building supplier relationships for contractors to consider WSSC as being the customer of choice. Realignment of
responsibilities will help utilize cross functional teams to gather and evaluate data to select the most appropriate
acquisition strategy, identify a negotiations approach and ultimately select the "right" suppler. The impact will not
be just in the procurement office but for all business units. The impact will be sustainable over multiple years,

reflecting in time reductions from cradle to grave purchasing, resource savings and lower costs of goods, supplies
and services.

It is proposed that initiative be funded out of the Fund Balance.

Program: ELECTRIC RATE CASE INTERVENTION

Request: $250,000, Water/Sewer Impact: $0
Justification:

As annual WSSC electric distribution payments to PEPCO and BGE approach $2 million, WSSC plans to hire
consultant(s) to participate in all aspects of electric rate cases, including evaluation of electric utilities' rate case
filings, identifying MD Public Service Commission (PSC) precedents, proposing WSSC issues and rate designs, and
writing direct and rebuttal testimonies. PEPCO and BGE are the two major electric utility providers to WSSC. BGE
implemented a rate increase in 2013, and PEPCO implemented a similar rate increase and is in the process of

requesting another electric rate increase. PEPCO's high rate of return for WSSC's major accounts has not been
contested.

This project’s return on investment will be evaluated to determine the merit of future funding. It is proposed that
initiative be funded out of the Fund Balance.

Prooram: WATER REHABILITATION

Request: 1 Contract Manager

Cost including benefits: $91,000, Water/Sewer Impact: 30
Justification:

This position supports the water rehabilitation program and will not impact water and sewer rates zs it is part of the
CIP.
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