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Water Quality Protection

WAxTER Surface Water Management

PR ENVIRQNMENT Wastewater Collection & Treatment
W& SERVICES ) ichal Read

Interim Director

Clackamas County Board of County Commissioners;

Members of the Budget Committees for Clackamas County Service District No. 1, Tri-City
Service District, Surface Water Management Agency of Clackamas County, Citizens and
Customers

Budget Message
Fiscal Year 2014-2015

| am pleased to present the proposed budgets for Clackamas County Service District No. 1
(CCSD #1), Tri-City Service District (TCSD), and the Surface Water Management Agency of
Clackamas County (SWMACC) for FY 2014-15. These balanced budgets enable each of the
Districts to meet their current obligations, while laying the foundation for a more innovative and
sustainable future. Water Environment Services’ staff, supported by our community advisory
committees, has continued to aggressively manage district assets and costs in order to actively
manage rate increases.

Our three service districts provide sanitary sewer and/or surface water management services to
some 170,000 Clackamas County residents. The Clackamas County Board of County
Commissioners (BCC) serves as the governing body for each District; establishing policy and
guiding efforts to meet the service demands of the community. The County provides contractual
services to the Districts through Water Environment Services, which manages the day-to-day
activities of the Districts.

Water Environment Services’ (WES) Management Team focused on implementing four major
initiatives this past year:

e Completion of the Tri-City Site Master Plan Update which contains Phase Il of the
Capacity Management Plan.

e Reuvisiting the associated Sanitary Sewer System Development Charge (SDC) in each
District.

e An Inflow and Infiltration (1&l) study for the collection system within CCSD #1 and the
collection systems within the cities which connect to TCSD. The goal is to identify the
most effective |&l remedies which offset the need to construct additional treatment
facilities, minimizing future capacity additions.



e A study of the Hoodland Service Area to identify alternative service models that provide
existing levels of service in a more effective and efficient manner in recognition of the
increasingly expensive and aging system now serving the area.

Our challenges

The Districts continue to face many financial and regulatory challenges. Our continued near-
term response to these challenges will determine how well we meet ratepayer expectations for a
clean environment at the most economical cost for years to come. These include:

e funding appropriate levels of reinvestment in aging infrastructure;

e pre-financing sufficient treatment and conveyance capacity to meet the anticipated
demand for new services;

e attracting and retaining professional talent while controlling operating expenses;
¢ identifying and implementing potential productivity gains; and

e complying with an ambitious state and federal water quality agenda in a fiscal
environment of shrinking federal and state financial support, and heightened ratepayer
concerns about costs.

In response to these challenges the WES management team has continued the shift from its
historical management approach to one which employs integrated program techniques. This
fundamental shift integrates more sophisticated financial forecasting with strategic decision-
making tools to anticipate and influence shifts in the regulatory environment. Our goal is to
develop creative solutions to meet management and technical challenges, and to forge new
partnerships and collaborations. We believe this approach will save ratepayer resources while
decreasing our impact on the environment.

In addition, staff continues to respond to many new and complex public policies on behalf of our
three Districts. These include intensifying public interest in watershed-scale management
practices, shifting attitudes about the costs of urbanization inside the urban growth boundary
and more intense legislative and regulatory attention to the presence of persistent chemical
pollutants in our wastewater streams. Customer surveys confirm continuing rate sensitivity
among our customers. This trend demands that we meet these and other challenges by finding
new ways to engage customers and regulatory agencies while considering alternative business
models to help stabilize rates.



The FY 2014-15 budgets are designed to continue to balance the delivery of quality services
with the pressing need for continued capital investment. In total, the combined budgets of the
service districts will support 107 full time positions; one more FTE than approved in the FY
2013-14 budgets.

The following is a summary of the principal functions of each service district, and the changes in
the proposed budgets, programs, and/or activities for FY 2014-15.

Clackamas County Service District No. 1

Clackamas County Service District No. 1 provides retail sanitary sewer and surface water
management services to unincorporated portions of North Clackamas County as well as the
Cities of Happy Valley, Damascus, Boring, the communities of the Hoodland corridor, Fischer’s
Forest Park near Redland, and wholesale wastewater treatment services to the Cities of
Milwaukie and Johnson City. These services are largely funded by revenues derived from
monthly service rates and fees for development.

Direction and Impacts

Wastewater Collection/Treatment Services — FY 2014-15 marks the beginning of Phase Il of
the Capacity Management Plan. Phase Il is enshrined in the Tri-City Site Master Plan Update
that was completed in June of 2013. Phase Il contains the treatment capacity upgrades needed
over the next 15 to 20 years to serve the District and is based on population projections
developed by Portland State University in 2011. Projects are timed in a way that supports
consistent, reliable rate increases, while meeting the needs of the growing district.

Growth within the District is projected to continue to be moderately slow. For the FY 2014-15
staff projected 1% growth in new customers. The resulting lower System Development Charge
(SDC) revenue continues to be a challenge to the District’s financial picture. However, staff does
not anticipate any significant growth related investments over the next five years.

District staff has worked hard to control the operating budget for the last six fiscal years for
those items where staff has control. This has primarily been achieved through reductions in non-
essential operating expenses and redeployment of staff where appropriate. The FY 2014-15
budget continues previous efforts, maintaining discretionary budgets at the 2013-14 level. The
total proposed O&M budget increases 5.8% over the FY 2013-14 budget and is primarily driven
by three items: the current labor contract, increased funding for solids handing based on recent
experience, and the addition of an engineering position.



The District and the City of Milwaukie signed a 25 year wholesale service agreement during FY
2012-13. The FY 2014-15 budget continues to reflect full payment by the City according to the
terms of the agreement. The FY 2014-15 budget expenditures reflect a $140,000 set aside to
the “good neighbor” fund, as well as the remainder of the $1 million in capital funds for odor
control work at the Kellogg Treatment plant set aside in FY 2013-14 per the terms of the
agreement.

The “Other County Services” continues to reflect the District’'s leadership team’s decision to
contract with the County’s facilities group to manage our treatment plant buildings and grounds
as well as the other services provided by the County. As last year the management team
continues to see the importance of focusing the smaller workforce on high value work aimed at
accomplishing the District’s mission.

In addition, the engineering expenses identified in FY 2014-15 reflect a continuing effort to
refocus on planning activities that have been delayed for several years in order to manage rate
spikes during the Phase | program. These engineering activities include continuing efforts to
identify Infiltration/Inflow (leakage) problems in our collection systems, continuing our solids
handling planning efforts started in FY 2012-13, and continuing the alternative service options
study of the Hoodland Service area.

The budget proposes a rate increase of 5.0% which covers accelerating costs of labor and
solids handling costs, continues to build construction reserves for future asset replacement and
capacity management investments, and is in line with anticipated future increases, which will be
needed to support borrowing costs related to the expanding Asset Management Program as
well as future Capacity Management Program needs. As noted in last year's budget message,
further operational cuts are no longer feasible without significantly impacting the District's
service levels.

Surface Water Management Services — The FY 2014-15 budget also reflects reductions in
storm water expenses, in an effort to align program expenditures with revenues generated by
monthly storm water fees. The program had been drawing down reserves in the recent past,
and staff felt it was best to scale back the program efforts to support a more sustainable effort.
Ongoing efforts will continue to concentrate on the implementation of watershed action plans
developed for the Rock Creek and Mt. Scott basins. These plans build on a watershed
management philosophy by expanding our surface water maintenance practices, improving
system management efficiency, and promoting resource stewardship. This year’s efforts focus
on the maintenance of existing assets, public education and forging partnerships with local
watershed enhancement groups to leverage the District’s investments.

Staff is not proposing any adjustment to the surface water rate for FY 2014-15.



Capital Improvements — The District’s total capital budget for FY 2014-15 is $12.7 million with
the largest share of these capital expenditures again supporting the replacement of assets at
the Kellogg Creek WPCP.

Budget

The total proposed budget to fund the services, projects, project-related debt service, and
reserves of the District as discussed above totals $73 million. Of this total, $13.1 million is
allocated to operation of the sanitary sewer program, $3.5 million to the operation of the surface
water management program, $9.0 million to debt service, $12.7 million to capital projects, and
$34.7 million set aside as contingencies, reserves for future construction, and long-term debt
service reserves. Service charges provide the majority of revenue to support the programs with
new development fees and interest income providing the balance.

Staff recommends a sanitary sewer rate increase of 5.0% for FY 2014-15 to cover the
increasing cost of labor and solids handling and to provide additional financing capabilities for
future borrowing related to funding asset replacements; resulting in a rate increase of $2.00
from $40.00 to $42.00 per Equivalent Dwelling Unit (EDU). Staff recommends no rate
adjustment to the surface water fee for FY 2014-15.

Program Operations Capital Debt Contingencies
Service & Reserves
Sanitary Sewer $13.1 million | $11.1 million| $8.6 million | $26.2 million

Surface Water Management | $3.5 million $1.6 million | $.4 million $8.5 million




Tri-City Service District

The Tri-City Service District (TCSD) provides wholesale wastewater treatment services for the
Cities of Gladstone, Oregon City and West Linn, as well as services to a small retail population
outside of these three cities. Currently, Tri-City is also serving some of the Clackamas industrial
area under contract with Clackamas County Service District No. 1.

Direction and Impacts

Wastewater Treatment Services — The Tri-City Service District continues to face four
fundamental financial challenges and one new challenge:

Prior to this year, revenues generated from wholesale rates had not covered operating
expenses. Several years ago, the District Advisory Committee recommended increasing
the wholesale rate over a three year period (FY 2011-12 to FY 2013-14) to balance
operating revenues with expenses. That goal was achieved in FY 2013-14. For FY 2014-
15, proposed operating revenue is expected to exceed proposed operating expenses, in
order to begin generating additional revenues to replenish capital construction reserves
and to support future debt service related to capital financing.

The District will, for the near term, continue to draw down its capital reserves for asset
replacements until rates generate enough surplus cash to replenish the capital
construction fund.

The District will not be in a position to borrow money to fund capital investments until it
establishes a consistent track record of providing sufficient resources to cover the annual
O&M expenses, while also providing sufficient revenues to pay the annual debt service
associated with any borrowings.

The District anticipates the need for significant capital investment in its portion of Phase Il
of the Capacity Management Plan over the next 15 to 20 years.

This budget includes for the first time the franchise fee Oregon City is charging the
District. A separate, higher rate is proposed to be charged to Oregon City that will
generate revenues sufficient to pay the city’s franchise fee. No revenues generated from
West Linn or Gladstone customers will be used to pay the fee.

Again for next year staff has developed the FY 2014-15 budget with previous rate discussions
and recommendations in mind. Discretionary items were, for the most part, kept flat for the
fourth straight year. However, some items within the proposed budget reflect increases over FY

Vi



2013-14. This is a result of increasing costs associated with labor and the solids handling
program. Overall, staff was able to develop and produce a flat operations and maintenance
budget (excluding the Oregon City franchise fee) for FY 2014-15 supported by annual fee-based
revenues.

Capital Improvements - The five-year Capital Improvement Plan developed for Tri-City
identified $16.6 million in improvements needed at the Tri-City WPCP. The largest area of
expense is in asset replacements and upgrades over the five year period. This year’s proposed
budget funds $2.9 million in capital expenditures. It will remain at a low level of expenditure until
the District is in the position to build up its capital reserves and is able to generate financing to
fund re-investment in the system.

Budget

The budget to fund the services and projects discussed above totals $17.1 million, an increase
of 8.2%. Of this total, $6.8 million is allocated to sanitary sewer program operations, $.1 million
is allocated to debt service, $2.9 million is allocated to capital projects, and $7.3 million is set
aside as contingencies and reserves. Service charges provide the majority of revenue to
support the programs with new development fees, charges to CCSD #1 for solids handling, and
interest income providing the balance.

Increases in the Tri-City Service District budget are driven by the rising cost of labor and solids
handling. Additionally, the District needs to continue to generate additional revenue to prepare
for the financial needs related to asset replacement, replace capital reserves, and prepare for
longer-term capacity expansion needs. The proposed budget reflects a rate adjustment from the
current $17.35 per Equivalent Dwelling Unit (EDU) per month to $19.00 per month, an increase
of $1.65 per EDU or 9.5%. In addition to this rate adjustment, it is proposed that Oregon City be
charged an extra $1.25 for a rate of $20.25 per EDU per month, in order to cover the additional
expense necessitated by the Oregon City franchise fee.

Program Operations | Capital Debt Service Contingencies
& Reserves
Wastewater Treatment | $6.8 million $2.9 million $.1 million $7.3 million

Vi



Surface Water Management Agency of Clackamas County

The Surface Water Management Agency of Clackamas County (SWMACC) provides surface
water management services to those portions of unincorporated Clackamas County draining
into the Tualatin River and the City of Rivergrove. SWMACC was created to address DEQ Total
Maximum Daily Load (TMDL) requirements for phosphorus in the basin.

Direction and Impacts

Surface Water Management Services — The Surface Water Management Agency of
Clackamas County will continue to provide a rural level of service to its customers through
maintenance of existing roadside ditches and drywells. SWMACC will also continue its
partnership contracts for stream assessment and analysis. The Agency will continue to provide
a very basic level of service to its customers through maintenance activities, water quality
monitoring and focus on permit compliance in FY 2014-15.

The Agency does not currently generate enough revenue to fund significant long-term activity or
a capital improvement program. Staff conducted an extensive customer survey in 2010 to
determine if more extensive restoration work would be supported by the general ratepayer base.
Based on that survey, staff again does not recommend any increase in its activity or a rate
adjustment at this time.

Capital Improvements — The Surface Water Management Agency of Clackamas County does
not currently generate enough revenue to fund a capital improvement program. At this time, staff
is not recommending any change to this situation until the community indicates a desire to fund
such improvements.

Budget

Service charges provide the revenue to support the program at a rural level. The proposed
budget to fund the services and projects totals $508,000. Overall, the budget for the Surface
Water Management Agency of Clackamas County is proposed to decrease to a level that can
be completely supported by existing service charges. No rate adjustment is included in the
budget, leaving the fee at $4.00 per Equivalent Service Unit (ESU) per month.

Program Operations | Capital | Debt Contingencies
Service & Reserves

Surface Water Management | $163k $0 $0 $345k

viii



Summary

We are pleased to present you with these budgets that demonstrate our continued commitment
to providing quality services and environmental protection, while practicing fiscal restraint.
Despite continued growth in the customer base within our service areas, rising costs of labor
and materials, and new environmental regulations, we have assembled budgets that allow us to
meet our customers’ expectations, preserve and enhance the environment, and provide
concurrency; all without undue expense or issuing general debt. While these budgets do reflect
upward cost pressures, we at Water Environment Services remain committed to “Excellence in
Public Service” and the prudent use of public funds.

{7 Wa b

J. Michael Read
Interim Director
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INTRODUCTION

PURPOSE

This document is intended to provide budget committee members and citizens of
the three county service districts with information necessary to make reasonable
judgments leading to discussion and subsequent approval of each member’s
respective service district budget. Additionally, the document is intended to afford
the reader a general understanding of the functions and services provided by
Water Environment Services as a Department of Clackamas County.

BUDGET REPORT FORMAT

The budget report is organized as noted in the Table of Contents and initially
provides an overview of Water Environment Services (the Department). The
report provides a summary of the Department’s internal organization, including
line item summaries and associated discussions of the budget for each service
district. Where applicable within each service district section, the report
summarizes expenditures in significant service areas. The report contains the
required State budget forms, which make up each district’'s official budget.
Finally, the report contains Appendix A, which includes sanitary sewer and
surface water rates for other Oregon communities for comparison purposes, as
well as a glossary of terms.

WATER ENVIRONMENT SERVICES

ORGANIZATION

Water Environment Services administers three separate county service districts
formed under ORS Chapter 451. The enabling legislation establishes county
service districts as independent municipal corporations authorized to provide a
specific service within specified boundaries in the county. The legislation also
designates the Board of County Commissioners as the governing body of county
service districts.

The county service districts served by Water Environment Services are managed
in a coordinated effort within the overall county organization. The Director of
Water Environment Services is a member of the county administrator’s staff.
Actions of the Board of County Commissioners, essential for the operation of the
service districts, pass through the administrator for scheduling. The Districts also
receive services from other county departments such as Finance, Employee
Services and Technology Services.

Water Environment Services is responsible for the general management and
operation of two sanitary sewer service districts; Tri-City Service District and



Clackamas County Service District No. 1. The Tri-City Service District (TCSD)
provides sewer transmission and treatment services to the Cities of Oregon City,
West Linn, and a portion of Gladstone. Clackamas County Service District No. 1
(CCSD #1) provides collection, transmission, and treatment services in varying
degrees to Milwaukie, Johnson City, Happy Valley, Hoodland and Boring, as well
as a large portion of the unincorporated area of the county.

The Department is also responsible, by order of the Environmental Protection
Agency and the Department of Environmental Quality, for providing surface water
management services. For areas draining into the Tualatin River, surface water
services are provided by the Surface Water Management Agency of Clackamas
County (SWMACC). Because this service area is not contiguous with any of the
sewer service areas currently operated by the Department, SWMACC was
created as a separate ORS 451 service district and, as such, has a separate
budget and budget committee. Surface water management services are also
provided to citizens of the portion of the unincorporated area of the county within
the boundaries of the North Clackamas Service Area of CCSD #1, including the
City of Happy Valley. As a component of CCSD #1, this service has separate
accounting cost centers, separate sources of revenue, a separate budget and is
discussed in the section of the budget devoted to CCSD #1.

The FY 2014-15 budget proposes a staff of 107 full-time equivalent positions
(FTE) to carry out the responsibilities of the Department, representing an
increase of one FTE from the FY 2013-14 budget. As responsibilities continue to
grow, the Department looks to meet these challenges within its existing staffing
levels first and only resort to staff increases when proven necessary.

BUDGET

Although the three service districts are separate legal entities of government, the
personnel of Water Environment Services are county employees that serve the
Districts. This necessitates that the personnel services expenditures of the
Department be included in the Clackamas County budget. Personnel services
expenses incurred by each of the three service districts appear as WES Labor
under Professional and Technical Services in each of the Districts’ budgets.



Department
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DEPARTMENT ORGANIZATION

The organizational charts contained herein present an overview of the Department as it
is currently organized into the various programs and functional work groups. The
Department is proposed to contain 107 full time equivalent (FTE) positions, representing
an increase of 1 FTE from the 2013-14 budgets. The allocation of all positions among
functional work groups is provided in the following summaries, which are not inclusive of

all WES activities.

Functional work groups and activities:

Administration
Director of Department
Public Information & Outreach
Department Program Oversight

Business & Financial Services
Information Technology
Accounting & Finance
Utility Billing
Process Improvement
Customer Service & Administrative

Support Services

Capital Projects & Financial Planning
Long Term Financial Planning
Rate Projections
Five Year Capacity Improvement
Program

Environmental Monitoring Services
Laboratory Operations
Program Field Monitoring
Water Quality Monitoring
Source Control

Maintenance Services
Collection System Maintenance
Treatment Plant Maintenance
Mechanical & Electrical Equipment

Technical Services

Development Review & Permitting / GIS

Erosion Control
On-Site Sanitary Sewer Systems
Fleet Management

Water Quality Services
Sanitary Sewer Treatment
Collection Systems

Department Programs:

Asset Management
Biosolids

Capacity Management
District Support
Energy

Operations

Reuse

Regulatory

Surface Water
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LABOR ALLOCATIONS

The following table illustrates the allocation of the 107 budgeted full-time equivalent (FTE)
positions of the Department, by functional work group, to each of the three service districts.
CCSD #1 is further delineated between the sanitary sewer service areas and the surface
water service area.

Sanitary Surface Total
WORK GROUP Sewer Water CCSD #1 TCSD SWMACC TOTAL
Business, Financial
and Technical Services 22.9 7.4 30.3 34 0.3 34.0
Administration 4.3 1.6 5.9 1.9 0.2 8.0
Maintenance Services 16.2 3.0 19.2 9.8 - 29.0
Water Quality Services 8.9 - 8.9 71 - 16.0
Environmental
Monitoring 8.5 1.6 10.1 0.7 0.2 11.0
Engineering Services 5.4 2.0 7.4 1.6 - 9.0
TOTAL 66.2 15.6 81.8 24.5 0.7 107.0
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CLACKAMAS COUNTY SERVICE DISTRICT NO. 1

OVERVIEW

Clackamas County Service District No. 1 is comprised of four separate,
noncontiguous sewer service areas, as well as a service area charged with
providing surface water management services. Each area began providing
service at varying times, noted as follows:

Service Area Initial Service Provided
North Clackamas Service Area 1974
Hoodland Service Area 1982
Fischers Forest Park Service Area 1971
Boring Service Area 1986
North Clackamas Surface Water Service Area 1993

Each service area is served by completely separate sewerage collection,
treatment, or surface water facilities.

The budget report format herein first provides a combined revenue and
expenditure summary for the sanitary sewer funds comprising the North
Clackamas Service Area (NCSA), the Hoodland Service Area (HSA), the
Fischers Forest Park Service Area (FFPSA), and the Boring Service Area (BSA).
This is followed by a revenue and expenditure summary for the surface water
funds comprising the North Clackamas Surface Water Service Area (NCSWSA).
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CLACKAMAS COUNTY SERVICE DISTRICT NO. 1

SANITARY SEWER FUNDS
GENERAL

The sanitary sewer funds for Clackamas County Service District No. 1
consolidate all revenues and expenditures that are proposed for each of the
District’s four separate sanitary sewer service areas. The Hoodland, Fischer’s
Forest Park and Boring service areas have traditionally not generated service
charge revenue sufficient to cover the costs of serving these areas. As a result,
any deficiencies have been covered by funds from the NCSA.

RESOURCES

CCSD #1 Sewer Funds Resources
Proposed 2014-15

Interest

Service Charges

SDCs

City Payments
Other

Beginning Fund
Balances

Total resources for the sanitary sewer funds (including the Revenue Bond
Fund) for FY 2014-15 are proposed to be approximately $59.0 million. These
consist of reserves carried forward as beginning balances of $30.9 million.
Beginning balances include $1.5 million in general fund, $6.4 million in System
Development Charge (SDC) funds, $11.5 million in the Construction Fund, $8.4
million in the Revenue Bond Fund, and $3.1 million in the State Loan Fund.
Major sources of revenue are SDC revenues ($3.6 million), monthly service
charge revenue ($18.2 million), and wholesale service payments from cities
($4.3 million).
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The District's sanitary sewer SDC rate is $6,600 per EDU. The SDC was
increased beginning July 1, 2008 in response to the District’s five year Capital
Improvement Plan (CIP) which contained Phase | of the Capacity Management
Program (CMP). The SDC has been at the current level since February 1,
2010.

The monthly service fee for the NCSA was also reevaluated using the District’s
current five year CIP. In FY 2013-14 the fee was increased to $40.00 per EDU
per month. This fee is proposed to increase to $42.00 per EDU per month in
FY 2014-15.

The monthly service fee for each of the other sewer service areas is adjusted to
the same fee as that calculated for the NCSA. Accordingly, the monthly service
fee for the three other service areas is proposed to increase to $42.00 per EDU
per month as well. A summary of all sanitary sewer rates in the District is as
follows:

Current Proposed % Change
North Clackamas Service Area $40.00 $42.00 5.0%
Hoodland Service Area $40.00 $42.00 5.0%
Fischer’'s Forest Park Service Area $40.00 $42.00 5.0%
Boring Service Area $40.00 $42.00 5.0%

The District and the City of Milwaukie reached a 25 year wholesale service
agreement that was codified during FY 2012-13. The District budget has been
prepared reflecting the general rate terms outlined in the agreement. The City
will pay the full District wholesale rate for the total number of connections
identified in a 2012 audit of Milwaukie’s connections to the District's system,
and semi-annual adjustments agreed to in the service agreement.

Johnson City entered into a long-term wholesale agreement with the District in
FY 2010-11. The signed agreement was for a stepped rate increase over the
next five years, at which time Johnson City would then pay the current district-
wide wholesale rate. For FY 2014-15, the monthly wholesale rate for Johnson
City will be $22.00 per EDU as agreed to in a May 2014 amendment to the IGA.
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REQUIREMENTS

CCSD #1 Sewer Fund Requirements
Proposed 2014-15

Capital Outlay

Ending Fund
Balance &

Reserves .
Operations

Debt Service

Total requirements for the sanitary sewer funds for FY 2014-15 are proposed to
be approximately $59.0 million. These consist of operations and maintenance
expenses, debt service, capital outlay, and reserves.

Proposed operation and maintenance expenditures in FY 2014-15 are projected
to increase to $13.1 million, the increase is $.7 million, a 5.8% increase over FY
2013-14. The main cost drivers for CCSD #1 are sludge removal expense and
labor. A tighter regulatory environment and increased efforts associated with
servicing an aging infrastructure continue to raise capital outlay for construction.
The total costs of operating the conventional Tri-City owned facilities and the
new facilities paid for by CCSD #1 are shared proportionately between the
Districts. This cost allocation methodology is detailed in the Intergovernmental
Agreement (IGA) between the Districts, which addresses all aspects of the new
facilities constructed by CCSD #1 at Tri-City.

Approximately $2.5 million is budgeted as contingency and ending balances in
the operating fund to provide for emergencies or unexpected needs. All funds
in the operating budget not needed to meet operating requirements, debt
service requirements, and reserve requirements will be transferred to the
Construction Fund.

The Construction Fund is used solely for the purpose of providing funding for
future capital efforts in the District. Capital outlay for sanitary sewer related
projects from this fund is proposed at approximately $10.6 million for FY 2014-
15.  Approximately $2.5 million is proposed for contingency and ending
balances, and to act as a reserve for future capital improvements.
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Approximately $.5 million is also proposed for capital outlay in the SDC Fund.
The SDC Fund has $9.6 million proposed for contingency and ending balances,
which will act as a reserve for future growth capital efforts. A detailed
discussion of the proposed projects to be financed by these funds is contained
in the District’s Capital Improvement Plan.

The proposed FY 2014-15 budget anticipates approximately $8.1 million in debt
service payments for outstanding revenue bonds and revenue obligations.
These include the 2002 refunding revenue bonds, which refinanced a large
portion of revenue bonds issued in 1994, another set of revenue bonds issued
in 2002, which financed the first assessment district constructed in Happy
Valley, and revenue obligations sold in February and November of 2009 and
December of 2010, in support of Phase | of the Capacity Management
Program. For the 2002 refunding bonds, approximately 65% is paid from
sanitary sewer system user charges. The remaining 35% is paid from surface
water system funds. Surface Water services and funds are discussed later in
this section. The principal and interest payments associated with the 2002
assessment district revenue bonds are financed by payments received from
beneficiaries of the Happy Valley assessment district. The debt service for the
three revenue obligations is paid from sanitary sewer user charges.

Approximately $.8 million is proposed for debt service payments on three
outstanding state revolving loans. Two of these loans financed the NCRA
assessment district, and the principal and interest payments associated with
these loans are from revenues received from beneficiaries in that assessment
district. The other older state loan financed construction of capital
improvements, and principal and interest are paid from sanitary sewer user
charges.
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CLACKAMAS COUNTY SERVICE DISTRICT NO. 1
SURFACE WATER FUNDS
GENERAL

Surface water management services provided to the community include the
construction and maintenance of infrastructure necessary to improve water
quality and/or provide adequate conveyance of stormwater runoff; development
plan review; public education related to water quality and stormwater issues;
restoration and enhancement of riparian areas and stream channels; and
watershed planning.

In recent years, environmental regulations have tightened the standards for water
quality and flow control in District streams and waterways. These new standards
require the District to increase its efforts to improve water quality through its on-
going maintenance, plan review and public education activities. As part of this
effort, the District is also looking for opportunities to construct regional
stormwater treatment facilities that can serve multiple developments more cost-
effectively.

As a program element of CCSD #1, surface water management activities of the
District have their own accounting cost centers, budget, and dedicated funding
sources.

RESOURCES

Resources are derived from beginning balances, user fees, permit fees, erosion
control fees, System Development Charges (SDCs), surface water maintenance
contracts, grants, and interest earnings on fund balances.

CCSD #1 Surface Water Resources
Proposed 2014-15

Service Charges

SDCs

Beginning Fund
Balances
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Total budgeted resources are approximately $14.0 million, including
approximately $8.9 million in SDC, construction, and operating funds carried
forward from previous years, $4.1 million in monthly service charge revenues,
and the remainder coming from interest income, SDCs, surface water
maintenance contracts, and other sources. Surface water maintenance contract
revenues are derived from an on-site facilities maintenance program. A charge of
$3.00 per month for On-Site Maintenance (OSM) is assessed for the annual
maintenance and inspection of water quality and quantity facilities. This fee is
charged to properties in new subdivisions and to existing subdivisions that
contract with the District to provide this maintenance. This fee is expected to
generate approximately $.3 million and will be used to pay for personnel and
materials necessary to provide this service.

The operating revenues of the service area are principally provided from user fee
charges to residents and businesses within District boundaries. The base fee of
$4.00 per month per single-family dwelling, first instituted in FY 1993-94, was
increased to $6.00 per month in April 2001, effective at the beginning of FY
2001-02. This rate increased to $6.20 or 3.3% for FY 2012-13 and to $6.35 or
2.4% for FY 2013-14. This rate is proposed to remain the same at $6.35 for FY
2014-15. Business and institutional customers will continue to be charged
multiples of the impervious area typical for a single-family home.

Based on providing service to approximately 50,200 equivalent service units,
budgeted service charge revenues for FY 2014-15 amount to approximately $3.9
million. Other revenues include $.3 million from surface water maintenance
contracts, $.5 million from grants, and $.2 million of miscellaneous income.
These revenues provide funding for the operating expenses of the service area,
a portion of the debt service on the 2002 refunding bonds (which refinanced
bonds originally issued in 1994), and a source of financing for future capital
improvements.

The beginning balance in the Construction Fund is estimated at $3.8 million. No
transfer is proposed from the operating fund for FY 2014-15

Approximately $95 thousand in revenue is expected from SDCs. This is a slight
increase in the amount budgeted for FY 2013-14, due to an increase in
construction in the District.

REQUIREMENTS

Total requirements for the service area are proposed at approximately $14.0
million and include operations and maintenance, capital improvements, debt
service, and a capital construction contingency.

Total expenditures (including materials, services, capital outlay and transfers for
debt service) are proposed at $5.5 million for FY 2014-15. Operating
expenditures in FY 2014-15 are proposed at approximately $3.5 million,
approximately $.8 million less than the amount budgeted for FY 2013-14.
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CCSD #1 Surface Water Requirements
Proposed 2014-15

Ending Fund
Balance,
Contingencies &
Reserves Capital Outlay
Operations
Debt Service

The surface water program is focused on improving water quality within District
streams. In order to accomplish this goal, the program performs a variety of
targeted activities that are designed to address contributing factors in the uplands
as well as in-stream effects. These activities include: implementing design
standards for water quality treatment and flow control; infrastructure
maintenance; public education and outreach; regulatory compliance; and projects
that improve the resiliency of receiving streams.

Approximately $5.1 million is budgeted as a contingency and ending fund
balance in the Operating Fund to provide for emergencies or unexpected needs
and as a reserve for future operational needs.

The Construction Fund is used solely for the purpose of providing funding for
future capital efforts in the District. Proposed capital outlay for surface water
related projects from this fund is $1.2 million for FY 2014-15 and includes Rock
Creek restoration, the Carli Regional Water Quality Facility, infrastructure
replacement and enhancements to improve flow control and water quality, and
other small projects. Approximately $2.6 million is proposed for contingencies
and ending balances and to act as a reserve for future capital improvements.

In the Systems Development Charge Fund, $.4 million is proposed as capital
outlay for the Sunrise Corridor development response and other infrastructure
enhancement. The SDC fund has approximately $.7 million proposed for
contingencies and ending balances which will also act as a reserve for future
capital improvements. A detailed discussion of the proposed projects is
contained in the District's Capital Improvement Plan.

The District sold revenue bonds in 1994 (and then refinanced them in 2002) to
help fund its capital improvement program requirements. Consequently, another
major expenditure is for debt service (principal and interest) requirements equal
to approximately $.4 million.
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Tri-City Service District
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TRI-CITY SERVICE DISTRICT
OVERVIEW

In 1980 the Cities of Oregon City, West Linn, and Gladstone, in conjunction with
Clackamas County, formed Tri-City Service District. A $65 million construction
program designed to upgrade the sewerage systems serving the residents of the
area was undertaken, and in FY 1987-88 the entire system was first placed into
service.

The budget proposal contained herein includes a proposed user rate increase for
FY 2014-15 of 9.5%. The existing wholesale rate of $17.35 per EDU per month is
proposed to increase to $19.00 per EDU per month for FY 2014-15. A $2.00 per
EDU per month or 13.0% increase was implemented in FY 2013-14.

The District also has a small number of retail customers. The retail rate is
currently $27.00 per EDU per month, and is proposed to increase to $28.25 per
EDU per month.

Fiscal Year 2002-03 was the last year of debt service on the District's general
obligation debt. The only debt remaining within the District is for a State
Revolving Fund loan requiring approximately $56,000 annually for debt service.

Future maturities are as follows:

Fiscal Year Principal Interest Admin. Fees Total
2015 52,322 3,733 404 56,459
2016 54,426 1,630 137 56,193

$ 106,748 $ 5,363 $ 541 $ 112,652
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TRI-CITY SERVICE DISTRICT

GENERAL

This discussion of the Tri-City Service District (TCSD) covers all revenues and
expenses for the District during the budget year.

RESOURCES

TCSD Resources
Proposed 2014-15

Beginning
Fund Balances
Other

SDCs

Service Charges

Total resources for the District are budgeted to be approximately $17.1 million;
up from $15.8 million budgeted for FY 2013-14. The increase is due to higher
beginning fund balance, system development charge (SDC) revenue, and
increased service charges in FY 2014-15.

Approximately $7.2 million is expected from monthly service charges, $.8 million
more than the amount budgeted for FY 2013-14. This is the result of moderate
growth in the number of customers in the member cities and an adjustment to the
monthly wholesale service fee. The proposed rate adjustment for FY 2014-15 is
to a fee of $19.00 per EDU per month from the current rate of $17.35 per EDU
per month or a 9.5% increase. These funds provide for the annual operating
program, which includes operations, maintenance, and capital maintenance
efforts. The above increase is needed to pay for the increased costs of operating
all of the treatment facilities at Tri-City, including the new facilities constructed by
Clackamas County Service District No. 1. The costs of Tri-City’s facilities are to
be shared between the Districts, proportionate to the amount of flow sent to
these combined facilities by each district. TCSD is also preparing for the need to
issue bonds in the near future to finance its capital improvement plan.

Other Resources include interest income, revenue from Biosolids services
supplied to CCSD #1, rental income, and other small revenue items.
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Approximately $.8 million is expected from System Development Charges
(SDCs) in FY 2014-15. This revenue is higher in comparison to the amount
budgeted in FY 2013-14 due to customer growth in the District. These funds are
used to pay for capital improvements related to growth in the District. The SDC
rate is $2,020 per EDU.

REQUIREMENTS

TCSD Requirements
Proposed 2014-15

Capital Outlay

Reserves/
Balances

Operations
Debt

Service

Total requirements for the District are proposed at $17.1 million, up from $15.8
million budgeted for FY 2013-14. Capital outlay is proposed at $2.9 million for
FY 2014-15, an increase from the $2.3 proposed in FY 2013-14. Reserves,
contingencies, and ending balances are proposed at $7.3 million for FY 2014-15,
up from the $7.0 proposed for FY 2013-14. Ending balances are up primarily in
the Construction Fund.

Budgeted operations and maintenance expenditures for FY 2014-15 are
proposed at approximately $6.8 million, an increase of 5.7% from the FY 2013-14
budget of $6.4 million.

Approximately $2.2 million is budgeted as a contingency and ending balance in
the operating fund to provide for emergencies or unexpected needs. Last year a
transfer of $1.0 million was made to the Construction Fund.

The Construction Fund is proposed to receive a $4.5 million transfer from the
operating fund in FY 2014-15. The Construction Fund was supplemented in prior
years by annual transfers as funds allowed. The Construction Fund is used solely
for the purpose of providing funding for capital efforts in the District. Proposed
capital outlay is approximately $2.2 million for FY 2014-15. Approximately $4.0
million is proposed for contingency and ending balances and to act as a reserve
for future capital improvements. A detailed discussion of the proposed projects to
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be financed by these funds is contained in the District's Capital Improvement
Plan.

Approximately $.7 million is proposed for capital outlay in the Systems
Development Charge Fund to pay for growth related future capital efforts. The
SDC Fund has $1.1 million proposed for contingency and ending balances for
future capital improvements.

Approximately $.1 million is budgeted for the debt service payment on the
outstanding State Revolving Fund loan.

USER CHARGE ANALYSIS

The District’'s portion of the total monthly user charge rate is proposed to
increase by 9.5% to $19.00 per EDU per month from the $17.35 per EDU per
month amount charged during fiscal year FY 2013-14. The following table
combines the District’s rate with the rate charged by individual cities for their local
operating expenses, to arrive at the proposed total user rates that will be charged
for a single family unit in each city:

District Rate City Rate Estimated
2014-15 2014-15 Total
Oregon City $ 2025 ** $21.10 * $41.35
West Linn $ 19.00 $17.08 $36.08
Gladstone $ 19.00 $ 787 * $26.87

*This is the FY 2013-14 rate. The Oregon City and Gladstone rates are subject
to change.

**Oregon City will be charged a higher rate to offset the Oregon City franchise
fee.
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SURFACE WATER MANAGEMENT AGENCY
OF CLACKAMAS COUNTY

OVERVIEW

As the result of a court decree, the Oregon Department of Environmental Quality
required all jurisdictions draining into the Tualatin River to develop and
implement management plans to improve the water quality of the river to meet
Total Maximum Daily Load (TMDL) allocations. Clackamas County was required
to provide a dedicated source of funding for surface water management to
ensure long-term implementation of the program. Consequently, the Surface
Water Management Agency of Clackamas County was formed as an ORS 451
service district in 1992 to serve those unincorporated areas, which drain to the
Lower Tualatin River, Oswego Lake Basins and the City of Rivergrove.

OPERATING FUND COMMENTS

GENERAL

The operating fund for the District derives its revenue from user fees, permit fees,
and beginning fund balance.

RESOURCES

SWMACC Resources
Proposed 2014-15

Fund Balances

Service Charges

Other

The principal resources of the District are provided by monthly user fees, which
are charged to residents and businesses within District boundaries. The base
fee of $4.00 per month per single-family dwelling currently being charged is
proposed to remain unchanged for FY 2014-15. Business and institutional
customers will continue to be charged multiples of the impervious area typical for
a single-family dwelling.
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Total resources for the District in FY 2014-15 are proposed at approximately
$508,000 and are derived from monthly user fees ($173,000), interest earnings
($1,600), other miscellaneous sources ($15,000), and beginning fund balances
($319,000).

REQUIREMENTS

SWMACC Requirements
Proposed 2014-15

Reserves &
Ending Fund
Balance

Operations

Requirements for the District in FY 2014-15 fall into two main categories —
operating expenses and contingencies or reserves. Operating expenditures are
proposed to decrease to $163,000. The maijority of these funds provide for
compliance and testing services, located within the professional and technical
services item, as well as watershed action planning efforts.

The program continues to include public information and awareness activities,
regulatory review, coordination among other Basin jurisdictions, and normal day-
to-day administrative functions.

Approximately $345,000 is proposed for a contingency and ending fund balance
amount for the District.
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SANITARY SEWER AND SURFACE WATER
MONTHLY FEE COMPARISON
FISCAL YEAR 2013-14

SANITARY SURFACE
AGENCY OR CITY SEWER WATER
Gladstone $ 26.27 * $ -
Gresham $ 26.30 * $ 9.84
West Linn $ 3362 * $ 5.58
Oregon City $ 3845 * $ 8.80
Canby $ 4190 * $ -
Bend $ 4437 * $ 4.00
Clackamas County Service District No. 1 $ 40.00 * $ 6.35
Clean Water Services $ 3846 ** $ 6.25
Oak Lodge Sanitary District $ 4399 ** $ 7.00
Eugene $ 3311 * $ 11.39
Milwaukie $ 5097 * $ 13.05
Springfield $ 4544 * $ 1262
Salem $ 4188 * $ 4.89
Woodburn $ 56.57 ** $ -
Wilsonville $ 64.09 * $ 5.10
McMinnville $ 5183 ** $ -
Portland $ 6090 ** $ 3.63
Average Rate - All Agencies $ 4342 $ 7.58

Based on single family dwellings in Oregon
communities.

* Base rate
** Base rate plus water consumption factor
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LINE ITEM DESCRIPTIONS
RESOURCES
Beginning Fund Balance — Represents the estimated carryover of unexpended

funds from the current fiscal year. Includes amounts for capital improvements
and an operating contingency.

Service Charges — Includes revenue from monthly customer service charges for
retail and wholesale sanitary sewer and surface water management services.
For retail sanitary sewer service, the North Clackamas, Hoodland, Fischer Forest
Park and Boring Service Areas are proposed to receive $42.00 per month from
each Equivalent Dwelling Unit (EDU), which is equivalent to a single family
home. For wholesale sanitary sewer services, TCSD is proposed to receive
$19.00 per month from each EDU. For surface water management services, the
North Clackamas Surface Water Area is proposed to receive $6.35 month and
SWMACC is proposed to receive $4.00 per month from each Equivalent Service
Unit (ESU), also equivalent to a single family home.

City Payments — Includes payments by cities having agreements with CCSD #1
(Milwaukie, Johnson City, and a portion of Gladstone) for wholesale sanitary
sewer services.

System Development Charges — Represent revenues derived from fees for new
connections to the sanitary sewer system. These fees are based upon the
amount of capital improvements currently planned for each service district to
provide sufficient facilities for future growth. Current fees are $6,600 for the
North Clackamas, Hoodland and Boring Service Areas, $205 for the North
Clackamas Surface Water Area, and $2,020 for the TCSD.

Other Connection Charges — Includes fees related to Department-provided new
connections and customer contributions to the construction of new lines.

Capital Reimbursement From Cities — Includes payments by cities, which have
wholesale service agreements with CCSD #1, for capital improvements to the
Kellogg Water Pollution Control Plant that specifically, benefit that city.

Non-Bonded Installment Fees — Includes principal and interest payments for
assessment districts funded by CCSD #1 reserves.

Intergovernmental Revenues - Includes anticipated grant funding and
miscellaneous revenues from other governmental entities.

Interest Income — Includes interest earned on investments of reserves as well as
cash on hand resulting from operations.
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Miscellaneous Income — Includes special fees, income for services rendered to
other entities for reimbursable expenses, and other minor revenues.

REQUIREMENTS

General Office _Supplies — Includes supplies necessary to operate the
Department’s various office locations, including paper, pencils, stationery, etc.

Chemicals, Uniforms, Other Supplies — Includes treatment-related chemicals,
chemicals used by the laboratory for testing, uniforms for operational staff at the
Department’s treatment facilities, Department safety-related supplies, and
miscellaneous supplies such as reference materials for the lab.

Repairs and Maintenance Supplies — Includes material for building maintenance
(paint, etc.), plumbing (pipe, fittings, etc.), electrical (wiring, motors, etc.), and
mechanical supplies (pumps, valves, etc.)

Small Tools and Equipment — Includes tools for normal operational needs, such
as hammers, wrenches, etc.

Purchased Sewage Treatment — Includes the cost of sewer treatment services
provided by other entities for customers within one of the Department’s service
districts. This is done when customers reside within the drainage area of another
service provider and so can provide a lower service cost.

Sludge Removal Expense - Includes landfill disposal fees for sewage-
contaminated debris.

Permit Fees — Includes fees for the Department of Environmental Quality (DEQ),
forest service, and various water districts for services rendered.

Professional and Technical Services — Includes all budgeted positions of the
Department. Department employees are employees of the County which are
paid for by each of the service districts represented by the Department from this
expense item. This item also includes all professional services (legal services,
consulting services, auditing, etc.), outside laboratory services, County services,
and other services.

Communications — Includes telephone, radio, and telemetry expenses.

Travel — Includes work-related travel expenses and mileage reimbursement.

Printing and Binding — Includes printing for budgets, audits, and various other
reports.
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Insurance Expense — Includes property, general liability, automobile, and other
insurance needs of the Department.

Utilities — Includes electric expenses for several pump stations as well as
purchased water expenses used in maintenance services.

Repairs _and Maintenance — Includes all expenditures necessary for the
maintenance and repair of equipment, structures, and property of the
Department.

Facilities and Equipment Rental — Includes facilities for various meetings, as well
as heavy equipment, vehicles and other machinery and tools necessary for
maintenance and repair.

Miscellaneous Charges — Includes items such as membership dues, training and
staff development, conventions and meetings, and various small items.

Contra Accounts — Includes offsetting charges for various overhead expenses
(motor pool, etc.) that are “passed through” the North Clackamas Service Area
and affect all three of the Department’s districts.

Capital Construction — Includes all capital projects as discussed in the
Department’s Capital Improvement Plan document. Examples include plant
modification and/or expansion projects, collection system improvements, and
land acquisition.

Capital Equipment — Includes significant equipment for treatment facilities,
collection systems, and maintenance operations as discussed in the
Department’s Capital Improvement Plan document. Examples include flow-
monitoring stations and office equipment.

Revenue Bond Debt Service Transfer — Includes funds from both the sanitary
sewer and surface water management portions of CCSD #1 sufficient to pay the
annual debt service and fund reserves for revenue bonds issued in 2002 for $8.3
million. Also, includes funds from the sanitary sewer portion for revenue
obligations issued in FY 2008-09 for $38.5 million, FY 2009-10 for $44.4 million
and FY 2010-11 for $23.7 million.

State Loan Transfer — Includes funds from both CCSD #1 and TCSD sufficient to
pay the annual debt service on three State Revolving Fund loans for CCSD #1
and one for TCSD.

Contingency — Provides funds for operating, emergency and replacement events,
intended to ensure the fiscal and physical integrity of the three Districts by
accommodating routine fluctuations in revenues and expenses.
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Reserves — Portions of the ending fund balance restricted by legal requirement
(debt service) or management designation (asset replacement).

Ending Fund Balance — The difference between the resources (beginning fund
balance, interest and revenues) and requirements (operations and maintenance
expense, capital outlay, debt service, transfers, contingencies and reserves),
which is carried forward as beginning fund balance to the next fiscal year.
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