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Overflows from Wastewater Conveyance Systems and Associated Purnp Stations

a. Definitions

¢)) "Overflow" means the diversion and discharge of waste streams from any portion of the
wastewater conveyance system including pump stations, through a designed overflow device
or structure, other than discharges to the wastewater treatment facility.

2) "Severe property damage" means substantial physical damage to property, damage to the
conveyance system or pump station which causes them to become inoperable, or substantial
and permanent loss of natural resources which can reasonably be expected to occur in the
absence of an overflow. :

3) “Uncontrolled overflow" means the diversion of waste streams other than through a designed
overflow device or structure, for example to overflowing manholes or overflowing into
residences, commercial establishments, or industries that may be connected to a conveyance

system.
b. Prohibition of overflows. Overflows are prohibited unless:-
(D Overflows were unavoidable to prevent an uncontrolled overflow, loss of life, personal injury,

or severe property damage;

(2) There were no feasible alternatives to the overflows, such as the use of auxiliary pumping or
conveyance systems, or maximization of conveyance system storage; and

3) The overflows are the result of an upset as defined in General Condition B.4. and meeting all
requirements of this condition.

c. Uncontrolled overflows are prohibited where wastewater is likely to escape or be carried into the
waters of the State by any means. ’

d. Reporting required. Unless otherwise specified in writing by the Department, all overflows and
uncontrolled overflows must be reported orally to the Department within 24 hours from the time the
permittee becomes aware of the overflow. Reporting procedures are described in more detail in
General Condition D.5. -

Public Notification of Effluent Violation or Overflow

If effluent limitations specified in this permit are exceeded or an overflow occurs, upon request by the
Department, the permittee shall take such steps as are necessary to alert the public about the extent and nature
of the discharge. Such steps may include, but are not limited to, posting of the river at access points and other
places, news releases, and paid announcements on radio and television. : ;

Removed Substances

Solids, sludges, filter backwash, or other pollutants removed in the course of treatment or control of
wastewaters shall be disposed of in such a manner as to prevent any pollutant from such materials from
entering public waters, causing nuisance conditions, or creating a public health hazard.

SECTION C. MONITORING AND RECORDS

1.

Representative Sampling

Sampling and measurements taken as required herein shall be representative of the volume and nature of the
monttored discharge. All samples shall be taken at the monitoring points specified in this permit and shall be
taken, unless otherwise specified, before the effluent joins or is diluted by any other waste stream, body of
water, or substance. Monitoring points shall not be changed without notification to and the approval of the
Director.

Flow Measurements

Appropriate flow measurement devices and methods consistent with accepted scientific practices shall be
selected and used to ensure the accuracy and reliability of measurements of the volume of monitored
discharges. The devices shall be installed, calibrated and maintained to insure that the accuracy of the
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measurements is consistent with the accepted capability of that type of device. Devices selected shall be
capable of measuring flows with a maximum deviation of less than + 10 percent from true discharge rates
throughout the range of expected discharge volumes.

Monitoring Procedures

Monitoring must be conducted according to test procedures approved under 40 CFR Part 136, unless other test
procedures have been specified in this permit. ’

Penalties of Tampering

The Clean Water Act provides that any person who falsifies, tampers with, or knowingly renders inaccurate,
any monitoring device or method required to be maintained under this permit shall, upon conviction, be
punished by a fine of not more than $10,000 per violation, or by imprisonment for not more than two years, or
by both. 'If a conviction of a person is for a violation committed after a first conviction of such person,
punishment is a fine not more than $20,000 per day of violation, or by imprisonment of not more than four
years or both.

Reporting of Monitoring Results

Monitoring results shall be summarized each month on a Discharge Monitoring Report form approved by the
Department. The reports shall be submitted monthly and are to be mailed, delivered or otherwise transmitted
by the 15th day of the following month unless specifically approved otherwise in Schedule B of this permit.

Additional Monitoring by the Permittee

If the permittee monitors any pollutant more frequently than required by this permit, using test procedures
approved under 40 CFR 136 or as specified in this dpermit, the results of this monitoring shall be ncluded in
the calculation and reporting of the data submitted in the Discharge Monitoring Report. Such increased
frequency shall also be indicated. For a pollutant parameter that may be sampled more than once per day
(e.g., Total Chlorine Residual), only the average daily value shall be recorded unless otherwise specified in this
permit.

Averaging of Measurements

Calculations for all limitations which require averaging of measurements shall utilize an arithmetic mean,
except for bacteria which shall be averaged as specified in this permit.

Retention of Records

Except for records of monitoring information required by this permit related to the permittee’s sewage sludge
use and disposal activities, which shall be retained for a period of at Jeast five years (or longer as required: by
40 CFR part 503), the permittee shall retain records of all monitoring informatjon, including all calibration and
maintenance records of all original strip chart recordings for continuous monitoring instrumentation, copies of
all reports required by this permit, and records of all data used to complete the application for this permit, for a
period of at least 3 years from the date of the sample, measurement, report or application. This period may be
extended by request of the Director at any time.

Records Contents

Records of monitoring information shall include:

a. The date, exact place, time and methods of sampling or measurements;
b. The individual(s) who performed the sampling or measurements;

c. The date(s) analyses were performed;

d. The individual(s) who performed the analyses;

e. The analytical techniques or methods used; and

f. The results of such analyses.
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Inspection and Entry

The permittee shall allow the Director, or an authorized representative upon the presentation of credentials to:

a. Enter upon the permittee’s premises where a regulated facility or activity is located or conducted, or
where records must be kept under the conditions of this permit;

b. Have access to and copy, at reasonable times, any records that must be kept under the conditions of
this permit;

C. Inspect at reasonable times any facilities, equipment (including monitoring and control equipment),
practices, or operations regulated or required under this permit, and

d. Sample or monitor at reasonable times, for the purpoée of assuring permit compliance or as otherwise
authorized by state law, any substances or parameters at any location.

SECTION D. REPORTING REQUIREMENTS

I.

Planned Changes

The permittee shall comply with Oregon Administrative Rules (OAR) 340, Division 52, "Review of Plans and
Specifications". Except where exempted under OAR 340-52, no construction, installation, or modification
involving disposal systems, treatment works, sewerage systems, or common sewers shall be commenced until
the plans and specifications are submitted to and approved by the Department. The permittee shall give notice
to the Department as soon as possible of any planned physical alternations or additions to the permitted facility.

Anticipated Noncompliance

The permittee shall give advance notice to the Director of any planned changes in the permitted facility or
activity which may result in noncompliance with permit requirements.

Transfers 3

This permit may be transferred to a new permittee provided the transferee acquires a property interest in the

permitted activity and agrees in writing to fully comply with all the terms and conditions of the permit and the
rules of the Commission. No permit shall be transterred 1o a third party without prior written approval from
the Director. The permittee shall notify the Department when a transfer of property interest takes place.

Compliance Schedule

Reports of compliance or noncompliance with, or any progress reports on interim and final requirements
contained in any compliance schedule of this permit shall be submitied no later than 14 days following each
schedule date. Any reports of noncompliance shall include the cause of noncompliance, any remedial actions
taken, and the probability of meeting the next scheduled requirements.

Twenty-Four Hour Reporting

The permittee shall report any -noncompliance which may endanger health or the environment. Any
information shall be provided orally (by telephone) within 24 hours, unless otherwise specified in this permit,
from the time the permittee becomes aware of the circumstances. During normal business hours, the
Department's Regional office shall be called. Outside of normal business hours, the Department shall be
contacted at 1-800-452-0311 (Oregon Emergency Response System).

A written submission shall also be provided within 5 days of the time the permittee becomes aware of the
circumstances. If the permittee is establishing an affirmative defense of upset or bypass to any offense under
ORS 468.922 to 468.946, and in which case if the original reporting notice was oral, delivered written notice
must be made to the Department or other agency with regulatory jurisdiction within 4 (four) calendar days.
The written submission shall contain:

a. A description of the noncompliance and its cause;

b. The period of noncompliance, including exact dates and times;

c. The estimated time noncompliance is expected to continue if it has not been corrected,
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d. Steps taken or planned to reduce, eliminate, and prevent reoccurrence of the noncompliance; and
€. Public notification steps taken, pursuant to General Condition B.7.

The following shall be included as information which must be reported within 24 hours under this paragraph:

a. Any unanticipated bypass which exceeds any effluent limitation in this permit.

b. Any upset which exceeds any effluent limitation in this permit.

c. " Violation of maximum daily discharge limitation for any of the pollutants listed by the Director in this
permit. :

The Department may waive the written report on a case-by-case basis if the oral report has been received
within 24 hours.

Other Noncompliance.

The permittee shall report all instances of noncompliance not reported under General Condition D.4 or D.5, at
the time monitoring reports are submitted. The reports shall contain:

a. A description of the noncompliance and its cause;

b. . The period of noncompliance, including exact dates and times;

c. The estimated time noncompliance is expected to continue if it has not been corrected; and
d. Steps taken or planned to reduce, eliminate, and prevent reoccurrence of the noncompliance.

Duty to Provide Information

k)
The permittee shall furnish to the Department, within a reasonable time, any information which the Department
may request to determine compliance with this permit. The permittee shall also furnish to the Department,
upon request, copies of records required to be kept by this permit. :

Other Information: When the permittee becomes aware that it failed to submit any relevant facts in a permit
application, or submitted incorrect information in a permit application or any report to the Department, 1t shall
promptly submit such facts or information. .

Signatory Requirements

All applications, reports or information submitted to the Department shall be signed and certified in accordance
with 40 CFR 122.22.

Falsification of Information

A person who supplies the Dep.artment with false information, or omits material or required information, as
specified in ORS 468.953 is subject to criminal prosecution.

Changes to Indirect Dischargers - [Applicable to Publicly Owned Treatment Works (POTW) only]

The permittee must provide adequate notice to the Depariment of the following:

a. Any new introduction of pollutants into the POTW from an indirect discharger which would be subject
to section 301 or 306 of the Clean Water Act if it were directly discharging those pollutants and;

b. Any substantial change in the volume or character of pollutants being introduced into the POTW by a
source introducing pollutants into the POTW at the time of issuance of the permit.

c. For the purposes of this paragraph, adequate notice shall include information on (i) the quality and
quantity of effluent introduced into the POTW, and (ii) any anticipated impact of the change on the
quantity or quality of effluent to be discharged from the POTW.

Changes to Discharges of Toxic Pollutant - [Applicable to existing manufacturing, commercial, mining,
and silvicultural dischargers only]
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The permittee must notify the Departmem as soon as they know or have reason to believe of the following:

a. That any activity has occurred or will occur which would result in the discharge, on a routine or
frequent basis, of any toxic pollutant which is not limited in the permit, if that discharge will exceed
the-highest of the following “notification levels:

(1)  One hundred micrograms per liter (100 pg/L);

(2)  Two hundred micrograms per liter (200 pg/L) for acrolein and acrylonitrile; five hundred
micrograms per liter (500 pg/L) for 2,4-dinitrophenol and for 2-methyl-4,6-dinitrophenol; and
one milligram per liter (1 mg/L) for antimony;

3) Five (5) times the maximum concentration value reported for that pollutant in the permit
application in accordance with 40 CFR 122.21(g)(7); or

@ The level established by the Department in accordance with 40 CFR 122.44(f).

b. That any activity has occurred or will occur which would result in any. discharge, on a non-routine or
infrequent basis, of a toxic pollutant which is not limited in the permit, if that discharge will exceed the
highest of the following “notification levels”:

(D Five hundred micrograms per liter (S00 pg/L);
@) One milligram per liter (1 mg/L) for antimony;

3 Ten (10) times the maximum concentration value reported for that pollutant in the -permit
application in accordance with 40 CFR 122.21(g)(7); or

4 The level Ae.stablished by the Department in accordance with 40 CFR 122.44(f).

SECTION E. DEFINITIONS

L.

NS v A e

®

10.
1L

13.
14.

BOD means five-day biochemical oxygen demand.
TSS means total suspended solids.

mg/l means milligrams per liter,

kg means kilograms.

m’/d means cubic meters per day.

MGD means million gallons per day.

Composite sample means a sample formed by collecting and mixing discrete samples taken periodically and
based on time or flow.

FC means fecal coliform bacteria.

Technology based permit effluent limitations means technology-based treatment requirements as defined in 40
CFR 125.3, and concentration and mass load effluent limitations’ that are based on minimum design criteria
specified in OAR 340-41. :

CBOD means five day carbonaceous biochemical oxygen demand.

Grab sample means an individual discrete sample collected over a period of time not to exceed 15 minutes.

Quarter means January through March, April through June, July through September, or October through
December.

Month means calendar month.

Week means a calendar week of Sunday through Saturday.
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Total residual chlorine means combined chlorine forms plus free residual chlorine.

The term "bacteria” includes but is not limited to fecal coliform bacteria, total coliform bacteria, and E. coli
bacteria.

POTW means a publicly owned treatment works.

(Dec. 1, 1995)
updated 1-99 sms

Drafted 6/24/99 RAD
Sms 6-25-99
7-14-99 sms



Department of Environmental Quality
Western Region-Salem Office
750 Front St. NE, Ste, 120

Theodore R. Kulongoski, Governor
Salem, OR 97301-1039
May 31, 2007 (503) 378-8240
(503) 378-3684 TTY
Mr. Alan Mustain-Operator
City of Dundee
PO Box 220

Dundee, OR 97115-0220

RE: Warning Letter
WQ/DOM-MINOR-WRS-WL-2007-118
DUNDEE STP
File# 25567
Permit # 101722
EPA ID # OR0023388
Yambhill County
Permit Violations

Dear Mr. Mustain:

The Department of Environmental Quality (Department) recently reviewed the Discharge
- Monitoring Report (DMR) for the City of Dundee-Sewage Treatment Plant for the month
of March 2007. During our review, the following violations were documented. The City
is responsible for the following violations of Orégon environmental law:

VIOLATION:

Date o lParamete.r” " [Permit Limit [Reported Value leation

March, 2007 1SS [Omgi-Monthly [69megd - |Class 1

oo Concentration  fLimit )

March, 2007 TSS 80 mg/l-Weekly 1100 mg/l Class II
Concentration imit

The permiftee is required to comply with all teims and conditions of the permit as per
OAR-340-045-0015(5)(b). Violating a technology based effluent limitation established
in an NPDES permit a Class II violation as per OAR-340-012-0055(2)(a).

Class I violations are considered to be the most serious violations; Class III violations are
the least serious.

Due to past violations, your case has been referred to the Department’s Office of
Compliance and Enforcement section as stated in the Pre-enforcement Notice issued on
April 19, 2007. This WL will be forwarded to our enforcement section as an additional

violation.

DEQ/WVR-101 1-03 @



Mr. Alan Mustain
City of Dundee
May 31, 2007
Page 2 of 2

If you believe any of the facts in this Warning Letter are in error, you may provide
written information to me at the address shown at the top of the letter. The Department
will consider new information you submit and take appropriate action. The Department
endeavors to assist you in your compliance efforts. :

Should you have any questions about the content of this letter, please contact me at 503-
378-4978.

Sincerely,

@@/Rfcu%&wi::’”
Raghu V. Namburi

Water Quality Specialist
Salem Office, Western Region

cc: Christina Humphries
Office .of Compliance and Enforcement, DEQ



Department of Environmental Quality
Western Region - Salem Office
750 Front St. N, Ste, 120

g Theodore R. Kulongoski, Govemor. Salemm, OR 97301-1039
April 19, 2007 (503) 378-8240
(503) 378-3684 TTY
Mr. Alan Mustain-Operator
City of Dundee
PO Box 220

Dundee, OR 97115-0220

RE: PRE ENFORCEMENT NOTICE
WQ/DOM-MINOR-WRS-PEN-2007-089
DUNDEE STP
File# 25567
Permit # 101722
EPA ID # OR0023388
Yamhill County
Permit Violations

Dear Mr, Mustain:

The Department of Environmental Quality (Department) recenily reviewed the Discharge
Monitoring Report (DMR) for the City of Dundee-Sewage Treatment Plant for the month
“of February 2007. During our review, the following violation was documented. The City

is responsible for the following violation of Oregon environmental law:

VIOLATION:

Date Parameter Permit Limit  {Reported Value Violation

February, 2007 BOD Loading {130 lbs-Monthly (145 Ibs Class 1T
Limif :

The permittee is required to comply with all terms and conditions of the permit as per
OAR-340-045-0015(5)(b). Failure to achieve a technology based limitation established
in an NPDES permit by less than 20% is a Class III violation as per OAR-340-012-

0055(3)(b).

Class 1 violations are considered to be the most serious Violatlons Class III violations are
the least serious.

Please provide information describing the steps the City is implementing to prevent
future violations cited herein within 30 days of receipt of this notice.. Your timely and
responsive actions on these items will be taken into consideration in any civil penalty

assessment issued by the Department.




Mz. Alan Mustain
City of Dundee
April 19, 2007
Page 2 of 2

As aresult of repeated violations during the last twelve (12) months, this matter is being
referred to the Department’s Office of Compliance and Enforcement for formal
enforcement action. Formal enforcement action may result in assessment of civil
penalties and/or a Department order. A formal enforcement action may include a civil

penalty assessment for each day of violation.

If you believe any of the facts in this Pre-Enforcement Notice are in error, you may
provide written information to me at the address shown at the top of the letter. The
Department will consider new information you submit and take appropriate action, The
Department endeavors to assist you in your compliance efforts. Should you have any
questions about the content of this letter, please contact me at 503-378-4978.

Sincerely,

Raghu V Nambuu

Water Quality Specialist
Salem Office, Western Region

cc:  Christina Humphries
Office of Compliance and Enforcement, DEQ

-0
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Fe On Department of Environmental Quahty
Western Region - Salem Qffice
750 Front St. NE, Ste, 120

Theodore R. Kulongoski, Governor Salem, OR 97301-1039
(503) 378-8240
(503) 3768-3684 TTY
February 27, 2003 _
Alan Mustain, Public Works Supermtendent / D E @ E [} W] E “
City of Dundee M r‘\\-}
POBox220 | “U,, erp |
Dundee, OR 97115 !' (| SE] 2004 L_j
| LT R
RE: NOTICE OF NONCOMPLIANCE | (IR ST & ASs00mes, o
ENF-WQ/M-WRS-03-020
NPDES Permit No. 101722 )

File No. 25567
Site Loc. 520 SW 5" Street, Dundee, OR 97115
~ EPA Reference No. OR-002338-8
Yamhill County
Listed Violations: Exceeding Effluent Limits, Monitoring and Reporting Deficiencies

Dear Mr. Mustain;

A review of the Discharpe Monitoring Reports (DMRs) submitted as required by National Polhutant
Discharge Elimination System (NPDES) permit No. 101722, for the months of September 2002
through December 2002, indicates the following permit limit violations:

Septembex:
-Schedule Alb (Outfall 002, Reclaimed Water Use) sets limits on total coliform concentrations
to a seven-day median of 2.2 organisms per 100 ml and a maximum of 23 organisms per 100
ml. A concentration of 300 organisis per 100 ml was detected on September 11, exceeding
the maximum and seven~day median limits. .

-Schedule Bld (Outfall 002 Reclaimed Water Use)’ requires a Total Coliformm monitoring
frequency of three times per calendar week. This monitoring frequency was pot met.

-Schedule Bla (Influent) requires a pH monitoring frequency of twice per calendar week. This
frequency was not met for the calendar week of September 29 through October 5.

QOctober: no violations

November:
-Schedule Ala (Outfall 001 Wastewater Treatment Plant Discharge), item (3), nzgu:res pH to
be within the range of 6.0 to 9.0. The pH was lower than this range during parts of
November. _ ‘

-Schedule Ala(2) limits the dlscharge BOD monthly average concentration to 30 mg/l. The
average for the month was 33 mg/l.

-Schedule Ala(2) limits the discharge BOD monthly average loading to 130 1b./day. The
monthly average was 159 Ib./day. ,

DEQ/WVR-101 1-03 &



Alan Mustain
February 27, 2003
Page 2

December:
-Schedule Ala(3) requires effluent pH to be within the range of 6.0 to 9.0. The pH was lower
than this range during parts of December. '

--Schedule Ala(2) limits the discharge BOD monthly average concentration to 30 mg/l. The
average for the month was 76 mg/I1.

-Schedule Ala(2) limits the discharge BOD weekly average concentration to 45 mg/l.
Concentrations in both samples collected during the month exceeded the limit for weekly
average concentrations. Concentrations were 60 and 92 mg/L.

-Schedule Ala(2) limits the discharge BOD monthly average loading rate to 130 1b./day. The
monthly average loading was.223 Ib./day.

-Scheduvle Ala(2) limits the discharge BOD weekly average loading rate to 220 Ib./day. The
BOD loading rate for December 18 was 322 Ib./day, which was the weekly average as well.

Schedule Ala(2) limits the discharge BOD daily maximum loading rate to 260 lb /day. The
BOD loading rate was 322 1b./day on December 18. ‘

The above violations are Class II violations of your NPDES permit. Oregon Administrative Rule
"+ 340-12-041(2)c provides that a permitiee shall not receive more than three NONg for Class ™

violations of the same permit within a thirty-six (36) month period without being issued amo.
. formal enforcement. The Department requests your cooperaimn in ensuring that this violation
does not recur.

If you have any questions, please call me at (503) 378-8240, extension 282.

Sincerely,

sy )/

Ben Maynard
Natural Resource Specialist
Western Region-Salem Office

cc: Fran Homan, DEQ-Salem
DEQ Compliance and Enforcement Section, Portland
Willie Olandria, EPA-000, Portland
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r e g ]’ Depaxunent of Environmental Quality
W ! E : Western Region - Salem Office
i ) 750 Front St. NE, Ste. 120
J(?hn A. Kitzhuber, M.D., Govemor Salem, OR 97301-1039

(503) 378-8240
(503) 378-3684 TTY

September 24, 2002

Alan Mustain, Public Works Supenntendent
City of Dundee

PO Box 220

Dundee, OR 97115

RE: NOTICE OF NONCOMPLIANCE
ENF-WQ/M-WRS-02-212
NPDES Permit No. 101722
File No. 25567
Site Loc. 520 SW 5" Sueet, Dundee, OR 97115
EPA Reference No. OR-002338-8
Yamhill County
Exceeding Effluent Limits, Monitoring and Reporting Deficiencies

Dear Mr. Mustain;

A review of the Discharge Monitoring Reports (DMRs) submitted for the months of July and August,
2002, as required by National Pollutant Discharge Elimination System (NPDES) permit No. 101722,
indicates that the following permit limit violations took place:

July
- Schedule B,1,d ofthe permit requires twice-per-week effluent pH monitoring and reporting.
Efftuent pH was not monitored or reported for July.

- Schedule B, 1, d. of the permit requires three-times-per-week effluent bacteria monitoring and
reporting. The July bacteria monitoring frequency was less than required.

~  Schedule B, 1, d. of the permit requires monitoring and reporting of Total Coliform rather than
E. coli, wh;ch is shown on the DMR. A conversation with you indicated that data sheets list
Total Coliform analysis and results, and that results were mcorrectly entered in the E. coli
column of the DMR.

August :
- Schedule A, 1, b., (2) requires a reduction of Total Coliform to a 7-day median of 2.2
organisms per 100 ml and a maximum of 23 organisms per 100 ml. The 7-day median and
maximum limits were exceeded for the August 14 testing (value of 240 organisms per 100 ml),

- Schedule B, 1, d. of the permit requires monitoring and reporting of Total Coliform rather than
E. coli, wlnch is shown on the DMR. A conversation with you indicated that data sheets list
Total Coliform analysis and results, and that results were incorrectly entered in the E. coli
column of the DMR.

- Schedule B, 1, d. of the permit requires three-times-per-week effluent bacteria monitoring and
reporting. The August bacteria monitoring frequency was less than required.

DEQ/WVER-101 8-97 &



Alan Mustain
September 24, 2002
Page 2

Additionally, nutrient monitoring and reporting is required quarterly for outfall 002 (reclaimed water
use). This will be required to be on the September DMR for the quarter of July/August/September
2002. A i

The above violations are Class II violations of your NPDES permit. Oregon Administrative Rule
340-12-041(2)c provides that a permittee shall not receive more than three NONs for Class I
- violations of the same permit within a thirty-six (36) month period without being issued a more
formal enforcement. The Department requests your cooperation in ensuring that this viclation
does not recur.

If you have any questions, please call mie at (503) 378-8240, extension 282.

Sincerely,

.cﬁk{"&%//

Ben Maynard ,
Natural Resource Specialist
Western Region-Salem Office

cc: Fran Homan, DEQ-Salem
DEQ Compliance and Enforcement Section, Portland
Willie Olandria, EPA-000, Portland



J

Department of Environmental Quality
Western Region — Salem Office

‘ 750 Front St. NE, Ste. 120
Jobn A. Kitzhaber, M.D., Govemor Salem, OR 97301-1039
: ~ (503) 378-8240

(503) 378-3684 TTY

Tuly 30, 1999

Mr. Alan Mustain

Public Works Department
City of Dundee

PO Box 220 -

Dupdee, OR 97115

RE: NOTICE OF NONCOMPLIANCE
ENF-WQ/M -WRS-99-234
NPDES Permit No. 101216
File No. 25567
Yamhill County
Permit Limit Violations

Dear Mr. Mustain:

The Department of Environmental Quality (Department) has reviewed the Discharge Monitoring
Reports (DMRs) submitted for the City of Dundee Wastewater Treatment Facility located east of
Edwards Drive at the end of 10® Street for February, 1999, through Jupe, 1999. During our
review, the following violations of Schedule A, Condition 1., of your National Pollutant
Discharge Elimination System (NPDES) Permit were noted: :

Date Parameter Permit Limit  Reported Value  Class Violation
March 1999 Ibs. BOD; 130 )bs. 284 Ibs. Class I
Monthly Average :
Ibs. TSS 220 Ibs, 305 Jbs. Class Il
Monthly Average ‘
mg/l BOD; Monthly 30 mg/l 47 mg/l Class I
Average :
mg/l TSS Monthly 30 mg/l 56 mg/1 Class I
Average
BOD; % Removal 85 % 66 % Class I
Monthly Average
March 1999 TSS % Removal 85 % 46 % Class 1
- Monthly Average

DEQ/WVR-101 §-97 @
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Alan Mustain
July 30, 1999

Page 2
Date Parameter Permit Limit Reported Value Class Violation
3/3/99 mg/l BOD; Weekly 45 mg/] 75 mg/l Class I
' Average '
mg/1 TSS Weekly 45 mg/l - 59mg/l Class I
Average
3/17/99 mg/l TSS Weekly 45 mg/l - 53 mg/l Class I
Average : ‘

This is your second Class 1I vielation of your permit. Oregon Administrative' Rule 340-12-
041 (2) (c) provides that a permiitee shall not receive more than three NONs for Class IT
violations of the same permit within a thirty-six (36) month period without being issued a
Notice of Permit Violation (NPV)., If additional Class Il violations occur, we will be
referring these violations to the Department’s Enforcement Section for the issuance of a
NPV. The NPV is a formal enforcement action that requires you to submit one of the
following, within five working days of its receipt: (1) a certification of full compliance with
all permit conditions; or (2) a detailed plan and time schedule demonstrating what steps will
bie taken to gain compliance, together with inferim measures takeu to reduce the impact of
the violations, and a statement that the permittee has reviewed all of the conditions and
limitations of the permit and is in compliance with all other provisions.

The Department recently drafted the City's NPDES renewal permit with a modification to
include land application of the treated wastewater. However, the Depariment requesis that the -

. City make every effort regarding proper operation and maintenance of the facility to ensure that

the above violations do not recur,

If you have any questions, please call me at (503) 378-8240, extension 246.

:/ L
v / D/Wé
-Robert A. Dicksa

Natural Resource Specialist
Western Region-Salem Office

Sincerely,

‘RADJ_]C

X: \rdlcksa\non\DundecZ non

cc: Water Quality File, DEQ - Salem
Enforcement Section, DEQ - NWR
Pauline Harms, DEQ - Salem
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WASTEWATER FACILITY PLAN AMENDMENT
CITY OF DUNDEE

DUNDEE CITY COUNCIL PRESENTATION

November 20, 2007

Facility Plan Amendment Highlights:

o

Updated wastewater flow and loading projections

o Future average flows same as previous estimate, with peak flows
approximately 10-15% lower using latest flow records.

o Future average loading same as previous estimate if industrial
pretreatment is required, added projections if industrial treatment is
provided at City WWTP,

Updated planning and analysis criteria based on Draft NPDES permit

o More TMDLs have been established for Willamette River.

o Primary impact to City is new waste load allocation for temperature —
no longer allowed to discharge to river in May; April discharges could
be limited in future.

o Increased testing will be required to determine if waste load allocations
for other TMDLs should be set in future permit renewals.

Re-evaluated primary alternatives with and without industrial treatment:

o Secondary treatment (SBR) with irrigation of Level III effluent

o Advanced treatment (SBR/filtration) with re-use of Level IV effluent

o Advanced treatment (MBR) with re-use of Level IV effluent

o Convey wastewater to City of Newberg facilities and participate in
facility expansion to accommodate increased load

Updated capifal costs and annual costs for primary alternatives.

Ranked primary alternatives using updated evaluation criteria and weighting
reviewed with City Council in September.

Newberg Alternative Discussion:

Newberg’s 2007 WWTPFP recommends $55 million in upgrades and
expansions over the next 20 years.

Met with Newberg engineering staff to review 2007 WWTPFP and determine
which improvements should be allocated to accommodate Dundee.

Agreed on methodology for allocation of costs. Approximately 20% of overall
costs were allocated to Dundee.

Updated annual projected service fee for Dundee customers based on current
estimated monthly fee for treatment at Newberg WWTP.



City of Dundee Wastewater Facility Plan Amendment
Dundee City Council Presentation
November 20, 2007

e Determined need for accelerated construction of some of the Phase 1 Newberg
improvements to accommodate receiving flow from Dundee.

Evaluation Results:

e Secondary treatment (SBR) with irrigation of Level I1 effluent

o Lowest capital and annual costs.

o Lowest ranking on non-economic factors, primarily due to lower level
of treatment than other alternatives and uncertainty of obtaining
suitable quantity of agricultural sites for land application.

e Advanced treatment (SBR/filtration) with re-use of Level TV effluent

o Highest overall ranking.

o Cost approximately 10% higher than secondary treatment

o Good ranking of non-economic factors, requires obtaining
commitments from land owners to include re-use of Level 1V effluent
in their development plans.

e Advanced treatment (MBR) with re-use of Level IV effluent
o Basically the same as SBR/filtration, except cost is higher.
e Pump to Newberg

o Highest ranking on non-economic factors, except implementation due
to need for agreement with Newberg, need to coordinate Dundee
improvements with Newberg improvements, and overall affordability.

o Lowest ranking on economic factors due to high cost of participating in
Newberg improvements and high Newberg monthly service fee.

Next Steps:

e Seclect Alternative for Implementation

e Develop Recommended Improvements Plan (Chapter 8)

e Provide Draft Report for Public Review

e Receive Comments at Public Meeting

e Finalize Draft Report Based on Public Comments Received
e Submit Draft Report to DEQ for Review



City of Dundee Wastewater Facility Plan Amendment
Dundee City Council Presentation
November 20, 2007

Table 7-9
Cost Summary

e
SBR/Lagoon - Level III Effluent $IO,945,_000 $351,000
SBR/Filtration/Lagoon - Level IV Effluent $11,989,000 $396,000
MBR/Lagoon - Level 1V Effluent $15,658,000 $524,000
Pump to Newberg $19,714,000 $771,000
Table 7-10

Industrial Treatment Cost Summary

SBR/Lagoon - Level Il Effluent ‘ $1,500,000 ‘ §76,000
SBR/Filtration/Lagoon - Level TV Effluent $1,500,000 $76,000
MBR/Lagoon - Level TV Effluent $1,200,000 $72,000

Pump to Newberg N/A N/A




City of Dundee Wastewater Facility Plan Amendment
Dundee City Council Presentation
November 20, 2007

Evaluation Criteria

Effectiveness/Reliability: The ability of each alternative to meet current and future
wastewater permit limitations, including future effluent standards to accommiodate reuse
opportunities. Vulnerability of alternatives to wastewater load fluctuations, process upsets,
natural and man-made disasters. The confidence that the proposed alternative will achieve
and maintain the cost and performance criteria defined herein for the City’s short-term and
long-term wastewater management needs.

Compatibility: The compatibility with the City’s future vision and development. The area
adjacent to the treatment plant lies within the City’s limits and represents the majority of
developable land within the current urban growth boundary. The type and extent of
development in this area has been speculated, but remains undefined and is further
complicated by the potential location of the highway bypass. Also, compatibility with future
water supply development limitations.

Implementation: A review of external and internal factors that can impact the City’s ability
to implement the proposed alternative, including the ability to obtain new permit limitations,
securing intergovernmental agreements, obtaining sufficient land for effluent disposal,
administrative burden, operator level of certification, funding opportunities and limitations,
affordability and timeliness. '

Environmental Impacts: Effluent quality, surface water and ground water contamination
potential, site aesthetics, noise, and odors. Environmental impacts on fisheries, natural
resources, and habitats.

Capital Cost: The capital expenditure necessary to implement the proposed alternative.

Annual Cost: The annual cost of operation and maintenance of the proposed alternative.
This annual cost also includes a replacement cost component for the proposed alternative.



City of Dundee Wastewater Facility Plan Amendment
Dundee City Council Presentation
November 20, 2007

Table 7-11
Ranking of Wastewater Treatment/Disposal Alternatives .

Effectiveness/Reliability:
Raw Score 8 8 9 10
Weighted Score 150% 12.0 13.5 13.5 15.0
Compatibility:
Raw Score 7 8 8 10
Weighted Score 100% 7.0 8.0 8.0 10.0
Im plementation:
Raw Score 5 9 8 7
Weighted Score 100% 5.0 9.0 8.0 7.0
Environmental Impacts:
Raw Score 8 10 10 10
Weighted Score 150% 12.0 15.0 15.0 15.0
Capital Cost:
Raw Score 10
Weighted Score 250% 25.0 22.5 17.5 15.0
Annual Cost:
Raw Score 10 9 7 5
Weighted Score 250% 25.0 22.5 17.5 12.5
Total Weighted Score: © 86.6 99.5 79.5 74.5
Table 7-12

Preliminary Estimate of Average Monthly Service Charge for Treatment/Disposal

Growth Rate of 68 EDUs per year
(Build-Out in Year 2025)

Growth Rate of 43 EDUs per year
(Build-Out in Year 2036)

Assumptions:

1. Capital improvements financed with 30 year loan at 4.5% interest rate.

2. Average monthly service charge for treatment/disposal equals annual foan payment plus annual operations,
maintenance and replacement costs minus annual income from system development charges, all divided by
12 and divided by the number of current equivalent dwelling units (EDUs).



WASTEWATER FACILITY PLAN AMENDMENT
CITY OF DUNDEE

NEWBERG CITY COUNCIL WORKSHOP
PRESENTATION

September 24, 7:00 pm, City of Newberg

Dundee Facility Plan Overview:

Completed September 2004
Population and wastewater projections (Attached)
Alternatives studied for wastewater management:

o Aerated lagoon treatment process

o Activated sludge treatment process — SBR

o Convey wastewater to City of Newberg facilities

e Recommended Improvements Plan — Activated sludge treatment process using

sequencing batch reactor (SBR) technology and converting lagoons into
treated water storage and facultative sludge lagoons, with winter discharge to
Willamette River and summer discharge by land application.

Newberg Alternative (from 2004 Study):

e The treatment of Dundee wastewater at the City of Newberg treatment facility
Pump station and force main to convey wastewater directly to the Newberg
facility, by-passing Newberg’s collection system.

e Cost estimate for this alternative included a connection fee (SDC) and monthly
average sewer rate for treatment from the City of Newberg

o Connection Fee (SDC) = 1,075 EDUs at $540/EDU = $580,500
o Monthly Service Fee = 1,075 EDUs at $14.08/EDU = $15,136/month

Dundee’s Current Status:

e Shortage of available Level I1I land application sites

e Significant increase in project cost due to market conditions

o Interest in providing compatible industrial treatment at POTW
e 2004 Facility Plan is being amended to address these issues

Scope of Facility Plan Amendment:

e Re-evaluate primary alternatives with and without industrial treatment:
o Secondary treatment (SBR) with irrigation of Level III effluent
o Advanced treatment (SBR/filtration) with re-use of Level IV effluent
o Convey wastewater to City of Newberg facilities and participate in
facility expansion to accommodate increased load



City of Dundee Wastewater Facility Plan Amendment
Newberg City Council Workshop Presentation
September 24, 2007

Cost Information Needed for Newberg Alternative:

e Determine improvements needed at Newberg WWTP to accommodate
Dundee, based on just-published treatment plant WWEFP.
e Update immediate and future costs to Dundee for participating in Newberg
WWTP improvements and expansions
o Newberg Phase 1 Cost = $31,383,100
o Newberg Phase 2 Cost = $23,588,800
o Need to determine Dundee share and cost of improvements
e Update annual projected service fee for Dundee customers based on current
projected monthly fee for treatment at Newberg WWTP.,

Other Intergovernmental Considerations for Newberg Alternative:

e Develop cost share methodology for capital improvements.
e Determine preference for mtcrgovemmental arrangement between Newberg
and Dundee:
o . Dundee as wholesale customer (with representation on Newberg rate
review committee?)
o Formation of wastewater treatment agency with Newberg and Dundee
as co-owners.
e Determine financing arrangements for capital improvements:
o As wholesale customer, Dundee cannot issue bonds for Newberg
facility improvements.
o As member of treatment agency, Dundee can issue bonds for the
portion of the facility they own.
e Agreement terms — length of agreement, renewal terms, rate calculation
methodology, etc.

Abbreviations:

EDU Equivalent Dwelling Unit

POTW Publicly Owned Treatment Works
SBR Sequencing Batch Reactor

SDC System Development Charge
WWEFP Wastewater Facilities Plan

WWTP Wastewater Treatment Plant



City of Dundee Wastewater Facility Plan Amendment
Newberg City Council Workshop Presentation

September 24, 2007

From City of Dundee Wastewater Facility Plan (2004)

City of Dundee
Projected Future Influent Wastewater Flows

Annual Average Flow
(AAF):

0.35

0.52

0.86

Average Dry Weather
Flow (ADWF):

0.23

0.34

0.57

Maximum 10-year
Monthly Dry Weather
Flow (MMDWF,):

0.26

0.39

0.58

0.63

Average Wet Weather
Flow (AWWEF):

0.42

0.76

1.16

1.34

Maximum 5-year .
Monthly Wet Weather
Flow (MMWWFy):

0.72

[.15

1.55

1.75

Peak Day Flow in a 5-
year Storm (PDF):

1.65

2.10

2.67

2.91

Peak Instantaneous Flow
in a S5-year Storm (PIFs):

2.55

3.08

3.78

4.19

Projected Future Population and Influent Loadings
From City of Dundee Wastewater Facility Plan (2004)

per day)

Population 2,598 3,865 6,351
5-day Biochemical Oxygen

Demand (BODs), Ibs/day (at 0.37 956 1,430 2,120 2,350
pounds per capita per day)

Total Suspended Solids (TSS),

Ibs/day (at 0.31 pounds per capita 796 1,200 1,780 1,970




WASTEWATER FACILITY PLANNING
DUNDEE CITY COUNCIL PRESENTATION
June 19, 2007, 7:00 P.M.

Advanced Treatment Tech Memo Summary

e Two Alternatives Developed for Advanced Treatment to Level IV (Class A)

O
)
O
O

Sequencing Batch Reactor (SBR) with Filtration

Membrane Biological Reactor (MBR)

Use existing lagoons for treated effluent and sludge storage

Additional bypass pond to recycle effluent not meeting Level TV (Class A)

e [ndustrial Waste Pre-Treatment Analysis

o]

o O O O

Winery waste - very low flow and very high waste strength.

SBR - add third reactor tank.

MBR - add third set of anoxic/preaeration tanks.

Wineries classified as Significant Industrial Users (SIU)

Formal industrial pretreatment program required if City treats industrial waste.

e Reclaimed Water Use Analysis

o]
O

o

Reviewed potential uses within UGB for Level 1V (Class A) effluent
Need 72 acres now and 172 acres at buildout.
Study identified 11 potential parcels with 115 potential irrigated acres.

e Updated Cost Estimates

O

0 O ¢

Estimated cost of new alternatives.

Updated costs of primary existing alternatives.

Added inflation factor for 2009 construction.

Estimated capital and operations costs.

Calculated present worth to compare total cost of alternatives.

e Results

O
O
O

SBR/Filtration = lowest cost treatment for Level IV (Class A).

Need more land than identified to date for all land application options.
Newberg option may be similar in cost to original selected alternative - need
updated cost estimates from Newberg.

MURRAY, SMITH & ASSOCIATES, INC,
Engineers/Planners



Recommended Next Steps

» Decide whether to implement selected alternative from adopted facilities plan or to re-
evaluate options considering new alternatives, updated information on costs and land
availability.

If implementation of adopted facilities plan is selected:

o Obtain necessary land for Level 11T (Class B) effluent irrigation, either through

long-term contract, lease, or purchase.

o Prepare and adopt updated Facility Plan as required to meet DEQ and funding

O

agency requirements, and obtain DEQ approval.
File new application with DEQ for Clean Water State Revolving Loan Fund
(CWSRF) funding.

If re-evaluation of alternatives is selected:

O

O

O 00 OO0 O 0 00

Work with DEQ regarding requirements for Facility Plan amendment to ensure
eligibility for Clean Water State Revolving Loan Fund (CWSRF) funding.
Develop scope of work with Consultant to prepare amended Facility Plan.

Ask Newberg to include serving Dundee as an alternative in their Facilities Plan
to better estimate buy-in cost (Dundee may have to reimburse Newberg for this
additional analysis).

Create committee for re-evaluation of alternatives, including City staff,
Consultant, other interested parties.

Review alternatives evaluation criteria and update as appropriate.

Conduct public hearing regarding evaluation criteria (optional).

Update all cost estimates for capital cost, operations cost and property acquisition.
Score each alternative and develop ranking of alternatives.

Conduct public hearing on scoring and ranking.

Select recommended alternative.

Prepare implementation plan.

Prepare and adopt amended Facility Plan.

Obtain DEQ approval.

MURRAY, SMITH & ASSOCIATES, INC.
Engineers/Planners



City of Dundee
Wastewater Facility Plan
Public Presentation and Forum
March 12,2003 ~ 7:00 PM

Meeting Agenda

» Introduction
» Purpose
» Approach
> Existing Conditions
e Collection System
o Treatment Plant
- Capacity issues (both hydraulic and organlc)
~ Inadequate disinfection
~ Peak loading
e Disposal
. = Winter/Summer issue
~ Qutfall damaged
~ Irrigation system undersized

> Alternatives Previously Recommended for Further Evaluation
e Aecrated Lagoons
e Mechanical Treatment - SBR
e Pumpto Newberg

» Evaluation Methodology

e Evaluation criteria
- Environmental considerations
~ Effectiveness
- Compatibility
- Implementation
~ Capital Cost
~  O/M/R Cost
- Certainty/Sustainability

e Scoring and ranking



Meeting Agenda
March 12, 2003
Page 2 of 2

» Evaluation of Alternatives
e Four Alternatives Evaluated
e Aerated lagoon
~ High Score - O&M Costs, Certainty/Sustainability
~ Low Score - Environment, Effectiveness, Compatibility

e Mechanical - SBR
~ High Score - Environment, Effectxveness Compatxblhty,
Certainty/Sustainability
- Low Score - Capital Cost and O&M Cost

‘e Mechanical - SBR w/Lagoon
- High Score - Effectiveness, O&M Costs, Certainty/Sustainability
- Low Score - Environment

e Pump to Newberg :
- High Score - Environment, Compatlb;hty, Capital Costs
- Low Score - Implementation O&M Costs, Certainty/sustainability

» Evaluation Summary

> Next Step
~ Complete Capital Improvements Plan/Finalize Facility Plan
- Funding sources and alternatives (FCSG)
~ Obtain DEQ approval ‘
~ City adoption of Facility Plan
-~ Implement Facility Plan



City of Dundee
Wastewater Facility Plan
Public Presentation and Forum
Noveml;er 21,2002 - 7:00 PM

Meeting Agenda

> Introduction

> Purpose
e Facility Plan
e Public Meeting

» Approach

e (Collection System
- 1&IStudy
- Modeling

e Treatment

e Disposal
~  Summer options
- Winter options

> Existing Conditions

e Collection System
- I & issues
~ Modeling results

e Treatment Plant ,
~ Capacity issues (both hydraulic and organic)
- Inadequate disinfection
~ Peak loading

e Disposal
- Winter/Summer issue
- Qutfall damaged
- Irrigation system undersized

» Future Needs (Growth)
e Upgrade Wastewater Treatment Plan — Site Location
e Alternative Disposal Options



» Treatment Alternatives
e Aerated Lagoons
e SBR
e Pump to Newberg

> Disposal Alternatives

e Solids
- Lagoon storage
- Haul to Newberg/McMinnville
~ Biosolids facility

e Effluent
~ Trrigate land
- Discharge to Willamette
- Wetlands

» Next Step
o Complete Detailed Evaluation of Alternatives
- Costs
~  Community Input
~ Environmental Issues

> Finalize Facility Plan
- DEQ Approval
- City Adoption



AGENDA

WASTEWATER FACILTY PLAN
ALTERNATIVES ’

November 21, 2002
7P.M.

City Council Ch_ambers
Coffee and cookies will be served

Welcome Mayor Roger Worrall

Introduce Tom Perry, MSA Consulting Engineers and Dave Galloti, Mid-Willamette Council
of Govermnments, Facilitator

Tom Perry — Presentation of the Alternative Improvements (15 minutes)

. Public conversation Q&A

. Adjourn



'PUBLIC FORUM

CITY OF DUNDEE WASTEWATER FACILITY PMN.

Thursday
NOVEMBER 21, 2002
7 P.M.

City Council Chambers

MURRAY SMITH AND ASSOCIATES
Facilitator: Dave Galoti, Council of Governments

®®®®®®®®®®®®®®®®®®®®®®®®®®®®®®®®®_®®®®®®®®®®®®®®®

The residents of Dundee are invited to gather and explore the
options for improvement and/or expansion of the City’s
Wastewater Facilities with the engineering firm Murray Smith and
Associates. The aging facility has reached near capacity. Following
a two-year study, the consultants are now ready to present
alternatives for public consideration.

Residents are encouraged to attend.
For further information call:
Eve Foote, City Administrator

City of Dundee
503-538-3922
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FINAL REPORT

I. FRAMEWORK

As a supplement to its Wastewater Facilities Plan, the City of Dundee authorized Financial
Consulting Solutions Group, Inc. (FCS Group) to conduct a sewer rate study to review the
sufficiency of its utility rates and forecast future rate needs stemming from the conclusions of the
Facilities Plan. This report outlines the framework and findings of the sewer rate study, and it
presents a recommended strategy for the City’s sewer utility that satisfies the financial and
capital needs of the system, is consistent with recommended fiscal policies and practices, and
reflects the costs required to serve utility customers.

The primary goal of the rate study was to identify the amount of revenue needed from sewer
rates to meet all forecasted requirements, including the operating, maintenance, and
administrative costs of the utility; the capital improvement and expansion needs identified by the
Facilities Plan; debt obligations, both existing and projected in conjunction with the capital
program; and existing and recommended fiscal policies that strengthen the financial foundation
of the sewer utility.

The findings presented in this report are based on financial data provided by the City for the
sewer utility, in addition to information presented in the Facilities Plan, provided by the City’s
consulting engineering, Murray, Smith & Associates. FCS Group conducted an independent
financial analysis, reviewed initial findings with City staff, crafted recommended rate strategies,
and presented conclusions to the City Council in two sessions in November 2003 and February
2004. At the conclusion of the second session, the City Council adopted the recommended
sewer rates for the 2004/2005 fiscal year, and members agreed to review the financial status and
updated rate projections for the utility as a part of the budget process for the subsequent fiscal
year.

While this report discusses the findings of this study at a summary level, the detailed analysis
prepared during this effort is included in the technical appendices, in addition to the summary
packet presented to the City Council.

A. Background
Monthly Rates

The City’s prior sewer rate structure for all customer types consisted of a single volume charge
of $0.015 per cubic foot, imposed on all volume as measured by metered water consumption. At
a customer’s request, the City calibrates billed sewer volume during the summer irrigation
months of June through September to the customer’s metered water consumption in January.
There were no base charges in the prior rate structure; thus, customers with zero volume received
no charge for sewer service. Under this structure, a household with 700 cubic feet of metered
water consumption was charged $10.50 per month for sewer service. This rate structure was

ic% Financial Consulting Solutions Group, Inc. 1



expected to generate roughly $138,000 in total for the City’s sewer utility during the 2003/2004
fiscal year.

System Development Charges

The City also imposes a system development charge, or SDC, on new connections to the sewer
utility. This one-time charge is intended to recover a pro rata share of existing and planned
infrastructure investments made by current customers which benefit future growth. A sewer
SDC of $3,974 per equivalent residential unit is imposed, based on a City resolution adopted in
1998. At an expected annual growth rate of 4.25%, representing over 40 new sewer connections
per year, this SDC can generate over $160,000 annually. These collected funds must be
restricted to expenditure on only those capital projects which provide expanded capacity in the
sewer system.

Enterprise Structure

From an accounting perspective, the City operates its sewer utility as an enterprise. Under
municipal budgeting practices, the utility enterprise must be self-sufficient in supporting its
management, operations, maintenance, and capital costs and cannot utilize general tax resources.
Sewer rates, SDCs, and miscellaneous fees are the sole ongoing source of revenue to support the
utility’s financial obligations.

Accounting

The City accounts for its sewer utility through the use of several funds. Fund 040 is the Sewer
Fund and is the primary account through which ongoing utility expenditures are funded. Fund
040 can be referred to as the “Operating Fund,” and at the beginning of the 2003/2004 fiscal
year, the Operating Fund had a cash balance of $235,947. Fund 240, the Sewer CIP Fund, is the
accounting structure used to accumulate and reserve cash for capital infrastructure investment.
In this report, we will refer to Fund 240 as the “Capital Fund,” and at the start of the 2003/2004
fiscal year, this fund had $144,791 in reserved cash. The City also maintains Fund 060, a debt
service reserve required or deemed necessary as a part of existing debt obligations.

B. Analytical Methodology

This study conducted a revenue requirements analysis to evaluate the rate needs for the sewer
utility. In order to determine the annual rate requirements for each utility, three evaluations and
forecasts were completed:

*  Capital Funding Analysis: Expected capital projects were compared to available cash and
potential future funding sources, such as increased rate revenue, anticipated grants or other
external assistance, and new debt financing, to ensure that the recommended rate strategy can
fully fund the capital program.

= Operating Forecast: Ongoing operating revenues and expenditures were forecasted for a
ten-year period, to account for the impacts of growth and cost inflation. Cash flow,
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accumulation, and expenditure in all utility-related funds was forecasted to determine
compliance with sound fiscal policies and availability for funding utility programs.

* Revenue Sufficiency Tests: Annual revenues were compared to annual obligations, both
capital and operating, to determine whether cash and policy requirements could be satisfied
at existing rate levels. The amount of rate revenue needed on an annual basis to satisfy all
utility obligations was identified, and overall rate increases were computed.

The revenue requirement analysis for the sewer utility determined that amount of rate revenue
needed to meet a year’s financial obligations. For rates to be sufficient, two individual
conditions must be met:

= Cash requirements must be fulfilled. Cash requirements may include discretionary elements
established by City fiscal policy as well as basic operating expenditures.

= Coverage requirements on debt service must be realized. Coverage requirements are legal
obligations agreed to by the City as a condition of borrowing money.

The revenue requirements analysis performed two sufficiency tests intended to verify the status
of the two conditions listed above. The tests were executed for the sewer utility as a stand-alone
entity — an “enterprise” — meaning the financial state of the utility was measured independent of
any other City resources or utilities.

Cash Flow Test

The Cash Flow Sufficiency Test examined all known cash requirements for the utility using
budgeted annual revenues and expenditures and projections. Cash requirements consisted of
operating and maintenance expenses, existing debt service, new debt service for capital
programs, and directly-funded capital projects. In addition the analysis incorporated cash
funding for capital reinvestment to fund future infrastructure needs. Cash operating revenues of
the system, including rate revenue, miscellaneous revenues, and fund interest earnings, were then
compared against the total annual cash needs of the system and any deficiency was calculated.

Bond Coverage Test

The Coverage Sufficiency Test recognized the primary cash needs of the utility in conjunction
with its commitments to meet coverage requirements associated with debt service obligations.
Coverage is a requirement of any revenue bond covenants to which the City may agree for future
debt financing; it serves as a safeguard for bondholders against the risk of poor financial
performance. Coverage is defined as a factor above the annual debt obligation of the utility that
must be generated from revenues to create a margin of safety for investors. A common coverage
factor associated with revenue bond debt is 1.25, which means that the utility pledges to collect
revenues sufficient to pay operating expenses, debt service, and an additional 25% of the annual
revenue bond debt payment.
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Revenue Shortfalls

The sufficiency tests assumed that in the event of a shortfall, rates represent the revenue source
which can and should be modified to cover that shortfall. In this way, the approach implicitly
assumed that other sources of revenue are static and do not change as a result of this finding.
The approach also assumed that the utility must continue to fully fund its programs as scheduled;
no deferrals or changes in levels of service have been incorporated into these results.

If either test identified any cash or coverage shortfalls, the level of rate increase necessary to
offset the deficiency was calculated. Ultility revenues must be sufficient to meet both cash and
coverage requirements; therefore if a deficiency was estimated under both tests, the test with the
greatest deficiency drove the level of rate increase required. For example, if the cash test drove
the larger shortfall, than the calculated increase required to make up that shortfall will more than
meet the coverage requirements. Similarly, if the coverage test created the larger deficiency,
surplus cash that is generated from that increase will more than cover cash needs.

C. Key Assumptions

The results of the rate revenue requirement analysis are influenced highly by the underlying
assumptions used in the forecasts. When reviewing the results of the study, it is important to
consider the sensitivity of the findings to changes in these key assumptions. The major variables
and assumptions are described in the following lists.

Financial Assumptions

= The sewer utility is an enterprise fund requiring it to be self-sufficient. Therefore, only those
resources generated by the utility are assumed to be available to fund operating, maintenance,
administrative, and capital expenditures. No resources from the City’s General Fund or other
utilities are assumed to cover any deficiencies; no use of the City’s taxing authority or
general tax capacity has been incorporated into these results.

= The operating and capital needs of the utility are evaluated separately. This means that
resources obtained for capital projects (e.g., system development charges, debt financing
proceeds) are dedicated only for infrastructure funding. Ongoing operations, maintenance,
and administration costs are not funded by these resources; rather, they are funded strictly by
ongoing operating revenues such as utility rates and miscellaneous income.

= The projection of utility revenues, expenditures, and cash flow in utility funds is based on the
City’s budget for the 2003/2004 fiscal year.

= The capital projects in the financial analysis are based on the costs and schedule estimated in
the Wastewater Facilities Plan, prepared by Murray, Smith & Associates. Project costs are
escalated from the current year to the year of implementation, according to assumed annual
construction cost inflation.

ic% Financial Consulting Solutions Group, Inc. 4



When borrowing is required to fund the utility’s capital needs, the analysis assumes that state
loans will be the source of funding when there are no grants, capital reserves, or lower cost
debt options immediately available. State loan terms assumed are a 20-year repayment
period and 4.50% interest. In assuming a state loan would be available for the utility’s
wastewater treatment plant upgrade and expansion, the financial forecast and correlated rate
needs do not include any surplus to meet debt coverage (as described in Section 1.B.). If the
City is unable to secure this lower cost loan and is subsequently forced to seek funding
through revenue bonds, coverage would become a burden additive to the rate needs discussed
in Section II of this report.

The financial analysis assumes that the City will fund half of its annual state loan repayment
from SDC revenues. If SDC collection falls short of the projections in this analysis, sewer
rates may need to be increased to ensure full compliance with debt service obligations.

Policy Assumptions

Operating or working capital reserves are typically designed to provide a liquidity “cushion”
which can be used to cover significant cash balance fluctuations such as unanticipated cash
operating expenses and lower than expected revenue collections. In the analysis, we have
assumed that Fund 040 will maintain minimum working capital equal to 15% of annual
operating expenses. At current expenditure levels, this equals over $25,000 as a minimum
fund balance.

Economic Assumptions

A variety of economic factors have been used to make financial projections in the revenue
requirement analyses. Revenues and expenditures are escalated each year at the following
cost escalation rates: customer growth of 4.25% per year, labor cost inflation of 5.0% per
year, general cost inflation of 3.0% per year, construction cost inflation 3.0% per year, and
fund earnings at 2.5% per year.
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II. REVENUE REQUIREMENT FORECAST

The following section describes the major components of utility’s rate needs, including:

= Future debt financing and annual repayment obligations associated with significant
improvements needed in wastewater treatment facilities,

= Natural escalation of ongoing operating expenditures at the current level of service, and

= Compliance with recommended fiscal policies to ensure financial viability of the utility.

A. Capital Funding Analysis

From its wastewater facilities planning efforts, the City has determined that its sewer utility must
complete a substantial upgrade and expansion of its wastewater treatment plant by 2006, and
plan for ongoing annual reinvestment in those facilities. Between 2004 and 2006, it is projected
that the utility may spend $4.36 million for the wastewater treatment plant, expressed in current
dollars. Annual repair and replacement costs may run $56,000, also in current dollars. The City
has applied to the State to participate in its low-cost loan programs, and it is likely that the City
will be successful in obtaining the financing needed for its treatment plant upgrade through this
avenue. (The terms are described in Section 1.C.)

Table II-1 illustrates the estimated schedule and cost of the capital investments described in the
Wastewater Facilities Plan. It should be noted that this plan only includes costs associated with
the wastewater treatment plant; if the City identifies other capital improvement or replacement
costs associated with other infrastructure in the sewer system, those needs would represent an
additive burden to rates not included in this forecast.

TABLE II-1. SCHEDULE OF CAPITAL INVESTMENTS
(FOR FISCAL YEARS ENDING 2004 THROUGH 2012)

$3,000,000

$2,500,000

$2,000,000 -

$1,500,000 -

$1,000,000 -

Estimated Costs (in future dollars)

$500,000 -
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To complete this schedule and level of capital projects, the City will need to debt finance $4.4
million, or 80% of the program, resulting in future annual debt service of over $335,000. This
annual repayment is nearly 2.5 times the utility’s existing annual rate revenue. Other sources of
funding include cash reserves, system development charges, and annual rate revenues. Table II-
2 illustrates the forecasted mix of resources that are projected to be available to complete the
sewer utility’s capital improvement program, assuming the city implements the rate levels
described in Section II.C.

TABLE II-2. CAPITAL FUNDING SOURCES

Wastewater Facilities Program Funding Sources
(All Figures Expressed in Future Dollars)
FY 2003/04 - Percent
FY 2011/12 of Total
Total Capital Projects* $ 5,451,044
Estimated Resources: **

- Accumulated Cash Reserves 463,017 8%
System Development Charges 351,127 6%
Annual Rate Revenues 268,943 5%
New Debt Proceeds 4,367,957 80%

Total Resources $ 5,451,044 100%

* Includes $4,355,000 for the WWTP and roughly $56,000 per year in replacement
and rehabilitation projects (expressed in current dollars).
** Assuming rate increases, shown in Section II.C. are implemented.

B. Operating Forecast

In the 2003/2004 fiscal year, the City estimated annual operating expenses of nearly $171,000
for the sewer utility. Compared to anticipated operating revenues of $152,000, of which
$138,000 is sewer rate revenue, the utility was not covering its ongoing costs by $19,000 per
year. To sustain that level of spending, the utility would need to draw down its cash reserves,
which, at the start of the 2003/2004 fiscal year, totaled nearly $236,000. To simply break-even
under those conditions, the City would need to raise sewer rates by 14%.

As the utility undertakes the substantial upgrade and expansion of its wastewater treatment plant,
it will incur annual debt service repayment, in addition to its ongoing operating expenses, which
must be covered by rate revenues. As noted in the prior section, annual repayment is likely to
total over $335,000. The utility currently bears no debt obligations of its own, and its revenues
are not generating sufficient cash flow to manage new debt. (The City has general obligation
debt associated partially with sewer infrastructure, but that is not considered an obligation of the
utility’s rate revenues and is covered by general taxes.)
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C. Rate Revenue Increases
There are two issues which create the most significant impact on future sewer rate needs:

= The sewer utility does not generate sufficient revenues to cover its annual operating expenses
and relies on decreasing cash reserves to break even.

» The financing requirements for the wastewater treatment plant upgrade result in substantial
debt repayment obligations that must be covered by a stable ongoing source of revenue, most
notably, sewer rates.

Table II-3 illustrates the forecast of cash flow requirements for the sewer utility. Line 1
represents revenues from monthly sewer rates and does not include any increase in those fees.
Growth in these forecasted revenues is due only to anticipated new connections to the system.
Line 2 represents miscellaneous utility revenue and interest earnings from the Operating Fund.
(As the utility draws down its cash reserves to cover its ongoing expenses, the interest earned
decreases.)

Line 4 includes all of the ongoing operating expenses of the system and assumes no increase in
the level of service provided. Growth in these forecasted expenses is due to general cost and
labor cost inflation. This line also includes any additions that should be made to the minimum
fund balance in the utility’s Operating Fund, needed to comply with the recommended fiscal
policy as operating expenses increase with inflation. Line 5 includes repair and replacement
costs associated with the treatment facility, which this analysis assumes will be directly funded
from rates if capital reserves have been exhausted. Line 6 shows the annual debt repayment
required to complete the capital program described in Section IL.A.

Finally, Line 8 illustrates the resulting deficiency, after comparing total annual revenues against
total annual cash obligations. Without a substantial increase to sewer rates, the utility will
quickly exhaust its cash reserves, will not be able to fund ongoing expenses, and cannot credibly
accept repayment obligations associated with a state loan for the wastewater treatment facility.

TABLE II-3. REVENUE REQUIREMENT FORECAST
(NO RATE INCREASES)

Revenue Requirement Forecast - Without Rate Increases

Fiscal Year Ending: 2004 2005 2006 2007 2008 2009 2010 2011 2012
Annual Revenues: ’
1 Sewer Rates $ 138,000 $ 143,859 $ 149,966 $ 156,333 $ 162,970 $ 169,888 $ 177,101 $ 184,619 § 192,457
2 Other 13,999 8,740 8,736 8,762 8,790 8,818 8,848 8,879 8,911
3 Subtotal: Revenues 151,999 152,599 158,702 165,095 171,759 178,706 185,948 193,498 201,368
Annual Expenditures:
4 Operating Expenses 170,698 169,626 177,655 184,986 192,638 200,624 208,961 217,663 226,748
5 Rate-Funded Capital - - - - 10,986 46,781 67,997 72,994 70,415
6  Debt Service 5,599 143,882 335,792 335,792 335,792 335,792 335,792 335,792 335,792
1

Subtotal: Expenditures 176,297 313,508 513,447 520,778 _ 539,416 _ 583,197 _ 612,749 _ 626,448 632,955

8 Surplus (Deficiency) (24,298) (160,909) (354,744) (355,683) (367,656) (404,491) (426,801) (432,950) (431,587)
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Table 1I-4 dlsplays the revised financial forecast for the sewer utility, assummg a strategy of
annual increases in rate revenue.

TABLE 11-4. REVENUE REQUIREMENT STRATEGY
(WITH ANNUAL RATE INCREASES)

Revenue Requirement Forecast - Including Annual Rate Increases
2004 2005 2006 2007 2008 2009 2010 2011 2012

[Annual Rate Increase 50.00%  22.36%  22.36% 2.35% 2.35% 2.29% 2.29% 0.00% 0.00%)|

Annual Revenues:
1 Sewer Rates [1] $ 172,500 §$ 264,047 $ 336,815 $ 359,365 $ 383,425 §$ 408,873 § 436,005 § 454,516 $ 473,812
2 SDCs for Debt Service 2,799 71,941 167,896 167,896 167,896 167,896 167,896 167,896 167,896
3 Other 13,999 8,740 8,736 8,762 8,790 8,818 8,848 8,879 8911
4 Subtotal: Revenues 189,298 344,728 513,447 536,023 560,110 585,587 612,749 631,290 650,619

Annual Expenditures:
5 Operating Expenses 170,698 169,626 177,655 184,986 192,638 200,624 208,961 217,663 226,748
6 Rate-Funded Capital - - - - 10,986 46,781 67,997 72,994 70,415
7  Debt Service 5,599 143.882 335.792 335,792 335,792 _335.192 335,792 335.792 335,792
8 Subtotal: Expenditures 176,297 313,508 513,447 520,778 539,416 583,197 612,749 626,448 632,955
9 Surplus (Deficiency) 13,001 31,220 - 15,245 20,695 2,390 - 4,842 17,664

[1] Assumes the increase in 2003/04 is implemented for only half the fiscal year.

In the above strategy, the City would implement a series of annual increases to sewer rates, in
order to cover its annual operating requirements, fully fund the capital improvement program,
and comply with sound fiscal practices. The sewer rate revenues shown in Line 1 incorporate
the annual rate increase shown. This strategy entails the following:

= In the 2003/2004 fiscal year, the City targets a 50% increase in sewer rate revenues. Over a
twelve-month period, this represents $69,000 in added revenue. While a 50% increase is not
needed to meet that year’s obligations, taking this substantial step before the City accepts a
state loan for the wastewater treatment facility in 2005 and 2006 will both restore the utility’s
fiscal viability and establish a solid footing with which to bear new debt service.

= In the following fiscal years of 2004/2005 and 2005/2006, as the treatment plant is under
construction and new debt service is incurred, the City will need to target two consecutive
annual increases in rate revenue of roughly 22%. These rate increases are necessary to set
rate revenues at a level sufficient to cover half of the utility’s annual debt repayment
associated with the treatment plant.

= As shown in Line 2 of Table II-4, this strategy assumes the City can fund half of its annual
debt repayment with SDC revenues. As much of the project provides capacity for future
connections to the City’s sewer system, this approach provides an equitable means to
mitigate more significant impacts on ratepayers. Through this approach, roughly $168,000 in
annual debt service would be funded by SDC revenues. This level of funding assumes a
growth rate of over 40 new connections per year. If this pace of growth is not realized, rate
revenues may need to be increased to a greater degree, in order to fully satisfy debt
obligations.
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= After the completion of the wastewater treatment facility, the City may still need to increase
sewer rate revenues to cover ongoing repair and replacement to system infrastructure, as well
as keep revenues in line with rising operating costs. These future rate increases are on the
order of two- to three-percent annually.

While these rate adjustments are substantial and represent a significant change in utility bills to
customers, by following this strategy, the City will minimize more extreme impacts on
ratepayers. If the City does not continue to monitor rates and adjust them prior to incurring debt
service or other obligations, it will compromise the fiscal viability of its sewer utility. By taking
action soon and in proactive annual steps, the City will deliver a lower cumulative impact to
customers than taking no action until the utility is in financial distress.

D. Rate Schedule

The City’s existing sewer rate structure is entirely volumetric: it does not collect any base
charges from customers. This provides a very unstable source of revenue for the utility,
especially in light of a fixed, future annual debt service burden of roughly $28 per month per
sewer account.

For this reason, it is recommended that the City implement a monthly fixed charge of $7.50 per
account, in addition to the existing volume charge of $0.015 per cubic foot. (Table II-5
illustrates the recommended rate structure.) In practice, this means that every customer,
regardless of volume, will receive a $7.50 increase to their monthly bill. The fixed charge
should be considered a “readiness-to-serve” charge, which means that the sewer system is
operated and available to serve any customer at any time. Regardless of whether or not a
customer discharges into the system, the utility is providing a service of value to the property and
must recover its fixed costs.

TABLE II-5. RECOMMENDED RATE STRUCTURE FOR 2004

Monthly Sewer Rates Old Structure Recommended Structure
Fixed Charge - $7.50 per account
Volume Charge $0.015 per cubic foot $0.015 per cubic foot

(In implementing this structure, the City should retain its practice of allowing customers to have
their billed sewer volumes during summer irrigation months of June through September
calibrated to the metered consumption in January.)

The addition of a monthly base charge should be more than adequate to achieve a 50% increase
in annual rate revenues, as recommended in Section IL.C. Any revenue collected in excess of
this target will help to minimize subsequent rate increases needed when repayment on the
anticipated state loan begins.

Taking this substantial step in setting sewer rates for the City, while a significant change for
customers, does not place the City of Dundee’s rates out of line with neighboring and
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comparable sewer systems. In fact, Dundee has substantially lower sewer rates than most
agencies. Table II-6 provides a comparison of monthly sewer bills. In this table, a sample sewer
bill is calculated, and the table also indicates whether or not the agency imposes a minimum
monthly amount, regardless of measured volume.

TABLE II-6. COMPARABLE SEWER BILLS
(BASED ON A SINGLE FAMILY VOLUME OF 700 CUBIC FEET)

Agency Sewer Bill Minimum Bill
McMinnville $43.55 $17.86
Hubbard $34.00 $34.00
Warrenton $32.66 $32.66
Tigard [1] $24.68 $16.63
Sherwood [1] $24.68 $16.63
Tualatin [1] $24.68 $16.63
Wilsonville $20.91 $6.81
Newberg $20.20 $20.20
Dundee (Recommended) $18.00 $7.50
Dayton $17.40 $17.40
Dundee (Old Structure) $10.50 $0.00

[1] Sewer service provided by Clean Water Services.

Finally, Table II-7 provides a forecast of monthly sewer bills for a sampling of customer types.
This forecast assumes no subsequent alterations of the rate structure. The percentage increase
needed in sewer revenues is simply applied across the board on all components of the rate
structure after the initial 2004 rate increase. In practice, though, the City should consider
applying future rate revenue increases in the volume component of the rate structure, leaving the
fixed charge at $7.50. This practice will ensure an equitable distribution of increases across all
customers.

TABLE II-7. SAMPLE MONTHLY SEWER BILLS

Current 2004 2005 2006 2007 2008 2009 2010 2011 2012
[Targeted Increase in Rate Revenues - 50.00% 22.36% 2236% 235%  235%  229%  229%  0.00%  0.00% |
Sewer Rates:
Fixed Charge per Account $ 750 $ 918 $ 1123 $ 1149 $ 1176 § 1203 § 1231 §$ 1231 §$ 1231
Volume Charge per CubicFoot  $ 0.015 § 0.015 $ 0018 § 0.022 § 0.023 $ 0.024 $ 0.024 $ 0.025 § 0.025 § 0.025
Sample Monthly Sewer Bills: v

$ 918 $ 1123 $ 1149 § 1176 $ 12.03 $ 1231 § 1231 § 1231

0 cubic feet $ - 8

18.35 3 24.07

11,000 cubic feet 3360 36.10 3693

2753 3529 36.93 .
1,500 cubic feet 2250 3000 3671 4492 4705 4813 4924 4924 4924
2,000 cubic feet 3000 3750 4589 56.15 5882 60.17 6155 6155 6155
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E. Future Cohsiderations

In addition to the recommendations discussed in prior sections, culminating with the rate
structure illustrated in Table II-5, the following items should be considered by the City as it
manages the sewer utility in the coming years:

Within one year of implementing these recommendations, the City should evaluate revenue
collection in the sewer utility. Concurrent to adoption of this rate increase in 2004, the City
also adopted increased water rates. The notable increase in citizens’ utility bills may have an
impact on water consumption and consequently, sewer volumes. Assuming the improvement
of the wastewater treatment plant occurs as anticipated in 2005 and 2006, the City will need
to ensure that it is collecting sufficient revenues to cover operating expenses and new debt
service. Sewer rates should be examined prior to 2005 to asses expenditure levels, revenue
collection, and refined estimates of future costs. Even if revenues and expenditures are
realized as forecasted in this analysis, the City will still need to take the next step in further
increasing rates to accommodate repayment of the state loan.

Once the utility has stabilized its financial condition and upon completion of a engineering
analysis and development of a pre-treatment program, recommended by Murray, Smith &
Associates, the City should study potential modifications to the sewer rate structure that
would differentiate customers and their rates based on “strength” characteristics. One
potential outcome of this type of analysis is a separate rate structure for commercial and/or
industrial customers, in which different rates would be established for uses which discharge
domestic, medium, or high strength volume into the City’s system. For the same reason the
City imposes volume charges, these types of strength-based rates would more equitably
recover costs from customers in a manner consistent with the load they place on the sewer
system, specifically, the treatment plant.

Based on current cost estimates and capital plans, the City’s sewer system development
charge (SDC) is a sufficient representation of the costs incurred by the utility for
infrastructure available to serve future growth. However, should the utility develop new
capital plans or should the costs of the treatment plant be revised significantly, the City
should review the basis for the sewer SDC to ensure that it is accurately and fully recovering
costs of system expansion from new connections.

As a long-term strategy in rate management, the City should consider formal policies for
funding capital reinvestment. Because the utility has substantial issues to address in the
short-term, such as restoring solvency and funding treatment plant expansion, building into
rates a component for accumulating cash for future system repair and replacement is not
practical at this time. However once the City crosses the near-term hurdles, it should
evaluate strategies for reserving cash from annual rate revenues dedicated to capital
reinvestment in sewer infrastructure. Future rate studies should examine the City’s progress
in restoring sufficient capital and emergency reserves, in order to strengthen the fiscal
foundation of the utility .and establish a long-term, self-funded strategy of proactive asset
management.
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III. SUMMARY OF RECOMMENDATIONS

In general, the financial condition of the sewer utility is deteriorating, as current rates are not
sufficient in meeting annual obligations, and the City is relying on a decreasing pool of reserves
to sustain the utility. In addition to this, the utility is embarking on a $4.4 million improvement
and expansion of its wastewater treatment facility, which must be primarily financed through a
state loan. Because of these circumstances, the City must increase its sewer rates and, from that
action, accomplish the following goals:

= Restore the fiscal viability of the sewer utility.

= Plan for and be positioned credibly to accept future debt burdens associated with substantial,
required capital infrastructure programs.

= Stabilize revenue streams to ensure that fixed costs, such as debt service, can be recovered
reliably.

The following list describes key recommendations stemming from this rate study:

= Sewer rates must be increased as soon as possible to ensure solvency of current operations
and position the utility for future debt service obligations. For 2004, the utility should target
at least a 50% increase in rate revenues.

= To implement the first rate increase, the utility should establish a monthly fixed charge of
$7.50 per account, in addition to all other existing rates. (Refer to Table 1I-5.)

= Within one year of implementation of these rates, the City will need to evaluate the financial
condition of the utility again, and take action on another increase in rates, as construction of
the treatment plant commences. (Refer to Tables II-3 and II-5.)

It is critical that the City continue to monitor the sufficiency of sewer rate revenues in meeting
ongoing costs and the financing obligations associated with the treatment plant. The rates
adopted in 2004 by the City Council based on these recommendations will not be sufficient to
fully fund all known financial requirements stemming from the capital plan. Proactive, annual
rate adjustments will help the City complete identified infrastructure investments and will yield a
lower rate burden for customers than would occur if action is deferred to a crisis point.

We recommend that the City consider periodic ongoing support through the implementation and
transition period for these sewer rate and financial issues. FCS Group would be pleased to
provide this support in a cost-effective manner.
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APPENDIX A

SEWER RATE ANALYSIS
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APPENDIX B

CITY COUNCIL PRESENTATION PACKET
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APPENDIX C

WASTEWATER TREATMENT PLANT FUNDING OPTIONS
ISSUE PAPER

(ADDED AS A SUPPLEMENT TO THE WASTEWATER FACILITIES PLAN)
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City of Dundee

Sewer Rate Study
Revenue Requirements Analysis
FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Cash Flow Sufficiency Test 2004 2005 2006 2007 2008 2009 2010 2011 2012
A a L2} n s tat “ M 1
EXPENSES
Cash Operating Expenses 3 170,698 169,626 176,608 183,894 191,498 199,434 207,718 216,366 225,394
Existing Debt Service - - - - - - - - -
New Debt Service 5,599 143,882 335,792 335,792 335,792 335,792 335,792 335,792 335,792
Rate-Funded Capital Improvement Program - - N - 10,986 46,781 67,997 72,994 70,415
Capital Reserve Funding - - - - - - - - -
Additions Required to Meet Minimum Working Capital - - 1,047 1,093 1,141 1,190 1,243 1,297 1,354
Total Expenses $ 176,297 313,508 513,447 520,778 539,416 583,197 612,749 626,448 632,955
REVENUES
Sewer Billing/ Utilities $ 138,000 143,859 149,966 156,333 162,970 169,888 177,101 184,619 192,457
SDC revenue to fund debt service 2,799 71,941 167,896 167,896 167,896 167,896 167,896 167,896 167,896
Other Revenue 8,100 8,100 8,100 8,100 8,100 8,100 8,100 8,100 8,100
Operating Fund Interest Earnings 5,899 640 636 662 690 718 748 779 811
Total Revenue $ 154,798 224,540 326,598 332,991 339,655 346,602 353,844 361,394 369,264
CASH TEST REVENUE DEFICIENCY (SURPLUS) $ 21,499 88,968 186,849 187,787 199,761 236,595 258,905 265,054 263,691
FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Coverage Sufficiency Test 2004 2005 2006 2007 2008 2009 2010 2011 2012
EXPENSES
Cash Operating Expenses $ 170,698 169,626 176,608 183,894 191,498 199,434 207,718 216,366 225,394
Revenue Bond Debt Service - - - - - - - - -
Revenue Bond Coverage Requirement 1.25 n - - - - - - - - -
Other Debt Service and Loan Repayment 5,599 143,882 335,792 335,792 335,792 335,792 335,792 335,792 335,792
Total Expenses $ 176,297 313,508 512,399 519,685 527,289 535,226 543,510 552,157 561,185
ALLOWABLE REVENUES
Sewer Billing/ Utilities $ 138,000 143,859 149,966 156,333 162,970 169,888 177,101 184,619 192,457
Other Revenue 8,100 8,100 8,100 8,100 8,100 8,100 8,100 8,100 8,100
Operating and Bond Reserve Interest Earnings 5,899 640 636 662 690 718 748 779 811
Total Revenue $ 151,999 152,599 168,702 165,095 171,759 178,706 185,948 193,498 201,368
COVERAGE TEST REVENUE DEFICIENCY (SURPLUS) nla n/a n/a n/a n/a n/a n/a n/a nla

PREPARED BY FCS GROUP, INC. (425) 867-1802

LAST EDIT: 1/7/2008
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City of kl\jdimdee
Sewer Rate Study
Revenue Requirements Analysis

FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

FY 2003 FY 2004 FY 2005
2010 2011 2012

2004 2005 2006 2007 2008 2009

Rate Increase Required
Maximum Revenue Deficiency
plus: Adjustment to Levelize

Total Additional Revenue Needed

$ 199761 $ 236595 $ 258,905 $ 265,054 $ 263,691
2390 e e
238,985 $ 258,905 $ 265,054 $ 263,691
449674 $ 456,148

$ 21,498 §$ 88,968 § 186,849 § 187,787
S0t cBRa90 e L B asT T D0,685
3$ 34500 $ 120,188 $ 186,849 $ 203,032 $ 220455 $

Total Revenue Requirement from Rates $ 172,500 $ 264,047 $ 336,815 $ 359365 $ 383425 $ 408,873 $ 436,005 $

Use Calculated Rate Increases LV_[ : i gi»‘O.OO%.’f‘TV R 000"/ i i 9:00% . 0.00% b »

Month of Implementation January IL‘ July l:_' July ‘ ZJ July i v ‘ July l: ] July lL‘ July ‘ 1] July

Percent of Revenue Impacted 50.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

INCREASE OVER EXISTING RATE REVENUE 50.00% 83.55% 124.59% 129.87% 135.27% 140.67% 146.19% 146.19% 146.19%
50.00% 22.36% 22.36% 2.35% . 2.35% 2.29% 2.29% 0.00% 0.00%

ANNUAL RATE INCREASE REQUIRED

Annual Rate Revenue after Increase
Net Cash Flow after Rate Increase

PREPARED BY FCS GROUP, INC. (425) 867-1802

$ 172,500 $ 264,047 $ 336815 $ 359,365 $ 383,425 $ 408,873 $ 436,006 $ 454516 $ 473,812
$ 13,001 § 31,220 § 1,047 % 16,338 § 21,835 § 3,580 $ 1,243 $ 6,139 § 19,018

LAST EDIT: 1/7/2008
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City of Dundee

Sewer Rate Study
Revenue Requirements Analysis
FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

Fund Activity 2004 2005 2006 2007 2008 2009 2010 2011 2012
SEWER OPERATING FUND (040)

Beginning Balance $ 235947 $ 25605 $ 25,444 $ 26,491 $ 27,584 % 28,725 $ 29,915 $ 31,158 § 32,455

plus: Net Cash Flow after Rate Increase 13,001 31,220 1,047 16,338 32,821 50,362 69,239 79,133 89,433

less: Rate-Funded Capital - - - - 10,986 46,781 67,997 72,994 70,415

less: Transfer of Surplus to Construction Portion 223,344 31,381 4] 15,245 20,695 2,390 - 4,842 17,664

Ending Balance $ 25605 $ 25444 § 26,491 § 27,584 § 28,725 § 29,915 % 31,158 § 32,455 § 33,809

Minimum Working Capital $ 25,605 % 25444 § 26,491 % 27,584 % 28,725 § 29,915 § 31,158 § 32,455 § 33,809
CIP SEWER FUND (024)

Beginning Balance $ 144791 $ 367892 $ 107,326 $ 102,981 $ 55,881 $ 22,092 § 2,942 § 74 % 4,844

plus: Existing Debt Proceeds - - - - - - - - -

plus: Replacement Funding from Rates - - - - - - - - -

plus: Grant Proceeds - - - - - - - - -

plus: Net Debt Proceeds 72,827 56,000 56,000 - - - - - -

plus: Transfer from Operating Fund 223,344 31,381 0 15,245 20,695 2,390 - 4,842 17,664

plus: Interest Earnings 3,620 9,197 2,683 2,575 1,397 552 74 2 121

less: Transfer to SDC Fund - 295,951 - - - - - - -

less: Capital Expenditures 76,689 61,193 63,028 64,919 55,881 22,092 2,942 74 4,844

Ending Balance $ 367,892 $§ 107,326 $ 102,981 $ 55,881 § 22,092 § 2,942 % 74 $ 4,844 $ 17,785

PREPARED BY FCS GROUP, INC. (425) 867-1802

LAST EDIT: 1/7/2008
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City of D'kt'mdee
Sewer Rate Study
Revenue Requirements Analysis

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010 FY 2011
Fund Activity (continued) 2004 2005 2006 2007 2008 2009 2010 2011 2012
SDC FUND
Beginning Balance $ 89,614 $ 247475 $ 6,187 $ 155 $ 11,728 $ 31,210 $ 59,121 § 96,010 $ 142,452
plus: System Development Charges 168,420 165,146 172,157 179,465 187,084 195,027 203,307 211,938 220,935
plus: Interest Earnings 2,240 6,187 155 4 293 780 1,478 2,400 3,561
plus: Net Debt Proceeds - 1,742,783 2,440,348 - - - - - -
plus: Capital Reserve funding of improvements - 295,951 - - - - - - -
plus: Rate-Funded portion of SDC projects - - - - - - - - -
less: SDC-funded debt service 2,799 71,941 167,896 167,896 167,896 167,896 167,896 167,896 167,896
less: SDC-Eligible Improvements - 2,379,413 2,450,795 - - - - - -
Ending Balance $ 247,475 $ 6,187 $ 1655 $ 11,728 % 31,210 $ 59,121 $ 96,010 $ 142,452 $ 199,053
DEBT SERVICE FUND (060)
Beginning Balance $ - $ - $ - 8 - % - 8 - $ - 3 - $ -
plus: Reserve Funding from New Debt - - - - - - - - -
plus: Interest Earnings - - - - - - - - -
less: Transfer of Surplus to Construction Fund - - - - - - - - -
Ending Balance $ - 38 - $ - $ - % - $ - % - % - 8 -

Minimum Reserve Balance - - - - - - - - -

LAST EDIT: 1/7/2008
PREPARED BY FCS GROUP, INC. (425) 867-1802 4



CI1TY OF DUNDEE
SEWER RATE STUDY

ISSUE PAPER

Wastewater Treatment Plant Funding Options

What are the variety of funding mechanisms available to the City of Dundee as it plans for a
substantial improvement and expansion of its wastewater treatment facility? Which funding
option should be assumed in the City’s sewer rate strategy to ensure a strong financial base from
which to initiate significant capital investments in its sewer utility?

ALTERNATIVES

There is an assortment of funding mechanisms which cities tap to provide funding for
wastewater treatment facilities. These mechanisms come primarily in the form of grants and
loans, some of which may be restricted to certain types of projects:

A. Rural] Utility Services Water and Waste Loans and Grants
B. State-Administered Community Development Block Grant (CDBG)

C. Oregon Economic & Community Development Department (OECDD)
Water/Wastewater Financing Program

Oregon's Clean Water State Revolving Fund (CWSRF)
Oregon Special Public Works Fund
Economic Development Administration (EDA) Public Works Grant Program

Rural Community Assistance Corporation Loans

™ o ™ m g

Traditional Debt Service, Including Revenue and General Obligation Bonds

In addition to providing brief, basic details about specific programs, the following descriptions
also provide sources of further information.

A. Rural Utility Services (RUS) Water and Waste Loans/Grants

Administered by the United States Department of Agriculture (USDA), the RUS program was
designed to assist in the development of rural communities. It offers grants and low-interest
loans to moderate/low-income rural communities of less than 10,000 inhabitants. Specific
program details include the following:

e The program is intended to serve the most financially needy communities. Financial
assistance should result in reasonable user rates and charges.

FINANCIAL CONSULTING SOLUTIONS GROUP, INC.
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CITY OF DUNDEE
SEWER RATE STUDY

e Applicant must be a public body (city, county, etc.), nonprofit organization, or a federally
recognized Indian tribe.

e Facilities must serve rural areas, and be designed/constructed so that adequate capacity will
or can be made available to serve the present population of the area to the extent feasible and
to serve the reasonably foreseeable growth needs of the area to the extent practicable.

e Applicants must certify in writing that they are unable to finance the proposed project from
their own resources or through commercial credit at reasonable rates and terms.

e Funds received through the program can only be used for facilities (or parts of facilities) that
serve rural areas.

e Grants are limited to:

- 75% of project costs when the median household income of the service area is below the
higher of the poverty line or 80% of the state metropolitan median income, and the
project is necessary to alleviate a health or sanitary problem.

- 45% when the median household income of the service area exceeds the 80 percent
requirement, but is not more than 100 percent of the statewide non-metropolitan median
household income.

The RUS program also offers Guaranteed Loans to qualified applicants. See
http://www.usda.gov/rus for more information.

B. State-Administered Community Development Block Grant (CDBG)

The purpose of the Community Development Block Grant (CDBG) program is to develop a
means for low-income homeowners to reside in decent, safe, and sanitary housing. States may
administer CDBG funds for non-entitlement areas (cities of less than 50,000 inhabitants;
counties with less than 200,000 people); the Department of Housing and Urban Development
(HUD) administers CDBG funds to entitlement areas.

For more information, see http://www.oregon.gov/OHCS/HRS CDBGFacts.shtml.

C. Oregon Economic & Community Development Department (OECDD)
Water/Wastewater Financing Program

Created by the Oregon State Legislature in 1993, this program is intended to help communities
finance projects necessary to ensure compliance with the Clean Water Act and the Safe Drinking
Water Act. It is capitalized with lottery funds appropriated each biennium, and with the sale of
state revenue bonds. Specific details include:

e The program is available to cities, counties, eligible special districts, port authorities, and
tribal councils of Indian tribes.

ic$g FINANCIAL CONSULTING SOLUTIONS GROUP, INC.
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C1TY OF DUNDEE
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e Eligibility requires that the applicant has received or is likely to soon receive a Notice of
Non-Compliance, by the appropriate regulatory agency, with the Safe Drinking Water Act or
the Clean Water Act.

e Aid from the program usually comes in the form of a combined grant/loan package. The
distribution of grants and loans in the package is determined by a financial analysis of the
applicant’s ability to afford additional loans.

e Grants are limited to $750,000. Direct/Bond-Funded Loans are limited to $15,000,000 per
project, with a maximum term of 25 years (or the useful life of the project, whichever is less).

e Loans are generally repaid with utility revenues or voter-approved bond issues. A limited tax
general obligation pledge is also required.

e Technical assistance costs (for eligible projects) can also be funded—up to $20,000 in grant
funds and $20,000 in loans may be awarded to eligible applicants with less than 15,000
residents. No more than $600,000 per biennium can be used for this purpose.

For more information, see http://www.econ.state.or.us/wtrww.htm.

D. Oregon's Clean Water State Revolving Fund (CWSRF)

Established by Congress in 1987, the Clean Water State Revolving Fund (CWSRF) replaced the
Construction Grants program (which had provided direct grants to communities to complete
sewer infrastructure projects). Congress appropriates funds to the EPA for the purpose of
capitalizing the CWSRF program each year—this amount is then allocated to all of the states and
Puerto Rico, based on a pre-determined formula. In Oregon, the Department of Environmental
Quality (DEQ) is responsible for administering the program.

Each state must contribute a minimum matching amount of 20% of this federal grant to the
program annually. Oregon's 2005 grant is expected to be $15,000,000, which, when combined
with the State's required $3,000,000 matching amount and repayments of existing loans, will
provide the Oregon program with approximately $55,000,000 of available funds.

Loan terms can be as long as 20 years, with interest rates in the 2-4% range. Except for planning
loans, they come with an annual fee of 0.5% of the outstanding balance. There are a number of
different types of loans:

e Traditional Planning

e Design and Construction

e Emergencies/Urgent Repairs

e Local Community Projects

fcsg FINANCIAL CONSULTING SOLUTIONS GROUP, INC.
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The maximum amount available to any borrower in a given year is limited to the greater of $2.5
million or 15% of the total Fund Reserve, unless there are spare funds available after this limit is
applied to each borrower on the priority list. Interest rates are based on the Federal Reserve’s
State and Local Bond Buyers Index, but are discounted substantially. The program is
continuously open to new applicants.

~

For more information, see the following sites:

e http://vosemite.epa.gov/r10/ecocomm.nsf/webpage/Oregon+Clean+Water+State+Revolving
+Fund

e http://vosemite.epa.gov/r10/ecocomm.nsf/webpage/Clean+Water+State+Revolving+Fund+in
+Region+10

E. Oregon Special Public Works Fund

The Special Public Works Fund provides financial assistance to eligible public entities for the
purpose of studying, designing and building public infrastructure. Created by the Oregon
Legislature in 1985, the Fund's primary purpose is to help municipalities finance public
infrastructure that will lead to the creation and retention of good jobs in Oregon communities.
The fund provides millions in grants and loans (primarily loans) annually for drinking water
treatment systems, community wastewater treatment systems, multi-modal transportation
systems, buildings and associated infrastructure. It is capitalized with lottery funds and with the
sale of state revenue bonds. Specific details include:

e -The project must be owned by a public entity that is an eligible applicant (cities, counties,
county service districts, as specified in ORS Chapter 451)

e The Fund is comprehensive in the types of project costs that can be financed (studies,
design/engineering, and actual construction costs).

o Low-interest loans are generally made for 20-year terms (but can be stretched to 25 years
under special circumstances). The total loan amount for a given project cannot exceed
$11,000,000. In addition to providing low-interest loans, the Fund absorbs associated costs
of debt issuance (such as bond counsel and insurance).

e Grants are awarded subject to applicant need and other restrictions, and are based on an
analysis of the application and the applicant’s financial information. Grants cannot exceed
85 percent of the project cost.

e Financing for technical assistance (studies, etc.) includes grants (up to 85% of costs) and
loans (7-year repayment term).

FINANCIAL CONSULTING SOLUTIONS GROUP, INC.
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F. Economic Development Administration (EDA) Public Works Grant Program

Administered by the United States Department of Commerce, the Public Works Grant Program
is intended to assist communities in the development of infrastructure that will create jobs, or at
Jeast facilitate economic development in the area. Program eligibility requires that the applicant
be able to demonstrate the potential for economic development through the project’s ability to
generate new jobs, or its ability to attract new businesses.

For more information, contact the Seattle Regional EDA Office at (206) 220-7660.

G. Rural Community Assistance Corporation Loans

Rural Community Assistance Corporation (RCAC) is a nonprofit organization dedicated to
assisting rural communities achieve their goals and visions by providing training, technical
assistance and access to resources. RCAC sponsors a loan fund that provides low-cost access to
funds for rural development in 13 western states. It typically provides short-term loans (ranging
from $25,000 to $750,000, with an interest rate of 5.5%) as a means of interim project financing,
but can also provide long-term loans to communities of 20,000 or fewer residents in
collaboration with the United States Department of Agriculture.

Supported by a number of public and private institutions, the RCAC loan fund is intended to
serve low-income rural residents.

For more information, see http://www.rcac.org/programs/serv-financial.htm].

H. Traditional Debt Service

While various structures and repayment options exist under each, there are two primary forms of
traditional debt service: revenue bonds and general obligation (G.O.) bonds.

1. Revenue Bonds

Revenue bonds may be used for any revenue-producing project—revenue generated by the
specific project serves as the primary source of funds for debt repayment. In the case of a
wastewater system improvement project, revenue from user fees would be the dedicated payment
stream for these bonds.

Revenue bonds are sold in the open securities market; proceeds for the proposed project are
generated from the buyers of these bonds. Public vote is usually not required to issue revenue
bonds, but statute provides for a petition process if citizens desire to force a vote prior to sale.

The interest rate applicable to these bonds currently hovers at around 5.25% for 20-year bonds.
In addition to financing costs, there are a number of issuance costs associated with the sale of
revenue bonds, typically paid out of debt proceeds—these costs include professional costs
associated with the sale, closing costs, and insurance costs.

FINANCIAL CONSULTING SOLUTIONS GROUP, INC.
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As an issuer of revenue bonds, the City would establish a set of covenants upon the sale of the
revenue bonds. Covenants can define a number of policies and other requirements, which may
include the following:

e Repayment Terms

e (all Features

e Default

e Maintenance of a Bond Reserve
e Coverage

An added burden to rates, coverage mandates that the revenue stream dedicated to repaying the
bonds be sufficient to cover the cash operating expenses of the utility, the annual debt service
payment for the revenue bonds, and an amount greater than the debt service payment, typically
ranging from 10% to 50% of the annual debt service.

2. General Obligation (G.O.) Bonds

G.O. bonds are securities backed by the full faith and credit of the City, and are repaid with
general tax revenues rather than user fees. G.O. bonds are sold in the open securities market, but
require a public vote before they can be marketed. As with revenue bonds, proceeds for the
proposed project are generated from buyers of the bonds. Because G.O. bonds are backed by the
taxing authority of the City, they are deemed to be less risky than revenue bonds—consequently,
they are easier to market and carry lower costs. Interest rates are currently hovering between
4.5% and 5% for 20-year terms.

The City can expect to bear issuance costs (typically rolled into the proceeds of the sale)
associated with the sale of these bonds. While the City will agree to covenants associated with
the G.O. debt, the covenants will not include reserve and coverage requirements like revenue
bonds do.

ANALYSIS OF FUNDING OPTIONS

In the course of the Sewer Rate Study, conducted concurrently with the development of the
City’s Wastewater Facilities Plan, FCS Group financial consultants worked with City leaders to
determine a prudent funding option with which to establish a rate strategy. At that time, the
Sewer Rate Study’s primary objective was to develop a sound strategy for future rate decisions
that would create a solid financial foundation from which the City could manage utility
operational needs and plan for significant future capital requirements. Specifically, the resulting
sewer rate strategy was designed to:

e Restore the fiscal viability of the sewer utility.

FINANCIAL CONSULTING SOLUTIONS GROUP, INC.
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e Plan for and be positioned credibly to accept future debt burdens associated with substantial,
required capital infrastructure programs.

e Stabilize revenue streams to ensure that fixed costs, such as debt service, can be recovered
reliably.

Given that the City’s sewer utility started this process with a comparatively low monthly user
rate and was facing extreme financial needs, there was also an overlay of concern for avoiding
unnecessarily high burdens on customers in establishing a sewer rate strategy. This objective
meant avoiding overly conservative assumptions in setting a monthly sewer rate, while at the
same time, strengthening the financial footing of the utility.

With these objectives in mind, a funding package to actively pursue and around which to design
rates became clear. Most of the special assistance programs described above have been designed
to direct funding at hardship communities, with income qualification criteria that the City of
Dundee’s demographic surpassed. Instead of focusing on those grant and loan programs, such as
RUS and CDBG, consultants and City staff identified two likely capital funding options:

e Traditional debt service, in the form of revenue bonds, or

e Low-cost State loans, such as those administered by the Oregon Department of
Environmental Quality (DEQ) or the Oregon Economic and Community Development
Department (OECDD).

At the time of the Sewer Rate Study, the interest cost for traditional debt service, such as revenue
bonds, was not substantially different from that offered by State programs, making the annual
payment about 7% higher. However, unlike the State programs, revenue bonds would carry
other requirements that would need to be borne by sewer utility ratepayers, including
establishment of a bond reserve or insurance costs, issuance costs, and most notably, a covenant
mandating coverage. (This means that sewer rates would not only need to generate sufficient
cash for meeting the annual debt service, but also, a factor above that payment, typically of 25%
or more.)

With large rate increases already identified and required to restore the fiscal viability of the
sewer utility — outside of the treatment plant upgrade — financial consultants and City leaders
decided to establish a rate strategy assuming successful pursuit of State-administered low-cost
loan programs. The resulting rate strategy and annual burdens associated with this option are
described in the City of Dundee Sewer Rate Study Final Report, issued April 2004 by FCS
Group. The rate strategy presented in this report identifies a series of annual rate increases
needed to generate sufficient revenues to cover annual operating expenses and new annual loan
repayment on the order of $335,000 — an amount 2.5 times the City’s total rate revenue prior to
adopting increased rates.

The final report for the Sewer Rate Study describing this strategy also states that should the City
be unsuccessful in its attempt to secure low-cost State loans for its wastewater treatment facility,
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it will likely be required to pursue traditional financing in the form of revenue bonds. In this
event, the City will be required to revise its chosen rate strategy to accommodate increased
costs, including interest and coverage. As an incremental burden to the debt service embedded
in the adopted sewer rate strategy, revenue bonds could add over $100,000 annually in interest
and coverage requirements. (This translates to a potential increase over the adopted rate strategy
of 30%.)

SELECTED STRATEGY FOR RATE DESIGN

The core objectives of the Sewer Rate Study include restoration of fiscal health, accommodation
of debt financing for the wastewater treatment facility, stabilization of monthly revenue streams,
and a desire to avoid undue burdens on ratepayers through overly conservative assumptions. In
compliance with these objectives, the adopted sewer rate strategy for the City of Dundee
assumes successful pursuit of low-cost State loans.

The City’s Sewer Rate Study final report documents the rate implications if the City is not
successful in obtaining this funding and must look to the municipal bond market for financing.
In the interim, however, the City’s adopted rate strategy curbs the deterioration of the sewer
utility’s fiscal condition and phases in substantial rate increases to its customers, while
Pplacing the utility in a credible position to consider debt financing of any type.
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