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MEMORANDUM AGENDA ITEM NO. 5 (B)

107.07-17A  MAMI-DADE/GSA-MAT. MGT. .

TO: Honorable Chairperson and Members DATE: June 10, 2003

SUBJECT:  Resolution Directing the County

FROM: Manager to Prepare Documents and
County Manager Ordinances for Rate Adjustments to
Implement the Injection Well
Consent Order and Water and
Wastewater Master Plans
RECOMMENDATION

It is recommended that the Board of County Commissioners (Board) adopt the attached resolution
directing the County Manager to prepare appropriate documents and ordinances for rate adjustments to
implement the Miami-Dade Water and Sewer Department’s Water and Wastewater Master Plans,
Consent Order relating to Deep Injection Wells and other operational activities to ensure the financial
integrity of the County’s water and sewer utility system. As companion items to this resolution, the
Miami-Dade Water and Sewer Department (MDWASD or Department) has negotiated a Consent Order
that will require the Department to construct additional wastewater treatment facilities to resolve
regulatory issues associated with the utilization of certain Class I Underground Injection Wells for
disposal of wastewater effluent. Additionally, MDWASD has completed updates of its water and
wastewater master plans to guide the Department in providing adequate capacity and addressing
regulatory and planning issues up to the year 2020. MDWASD has developed the attached Financial
Projections Report to inform the Board of the pending financial requirements for the water and sewer
utility system.

BACKGROUND

In response to inquiries regarding potential privatization interest for the County’s water and sewer utility
system, the Board adopted Resolution No. R-229-98 in March 1998 challenging MDWASD’s
management and labor unions to work together to meet existing federal and state consent
orders/settlement agreements requirements, maintain employee staffing levels with no layoffs, while
maintaining no rate increases over a five-year period. In response to that challenge, MDWASD
implemented its efficiency program, Partnership Optimizing WASD’s Efficiency and Reengineering
(POWER) that has identified millions in cost savings and productivity improvements for the Department.
The POWER program has been such a success that MDWASD has been able to operate without an
increase in retail rates since October 1, 1996. A portion of the cost savings has been shared with
employees through gain sharing for documented savings to the Department. The POWER program has
achieved national recognition and has been a significant tool in meeting the no rate increase challenge.

In February 1999, the Board adopted Resolution No. R-163-99 establishing a Rate Study Task Force to
review the water and sewer rate structure of the MDWASD. The Task Force held several meetings and
conducted a comprehensive review of the Department’s retail rates that included the use of industry
standards to review historical and current rates, assessing the capital improvement program, developing
annual revenue requirements, performing rate analyses, evaluating single meter billing for multi-family
accounts, analyzing monthly billing and reviewing hardship program options. The Task Force issued
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their final report in May 2000 (Resolution No. R-468-00) recommending a new rate structure contingent
upon the successful implementation of a new Customer Information System (CIS), and the calculation of
numerical rates for the new rate structure. MDWASD successfully completed implementation of the new
CIS in December 2001. In April 2002, a Cost of Service and Rate Study Summary Report (Summary
Report) was presented to the Board to establish the numerical retail rates for the new rate structure as
required by the final report from the Rate Study Task Force. The Board adopted Resolution No. R-411-
02 on April 23, 2002 amending A.O #4-110: Schedule of Rates, Fees and Charges, for the MDWASD as
recommended by the Summary Report for the new rate structure effective October 1, 2002. Included in
the Summary Report, the Department projected a net revenue shortfall beginning in FY 2001-02 (see
page 13 of the Summary Report) that needed to be addressed assuming no rate changes. At the end of
last fiscal year, September 30, 2002, MDWASD was required to withdraw $22.6 million from the Rate
Stabilization Fund to comply with the Master Bond Ordinance (Ordinance No. 93-134) to meet
operations. The Department has continued to express extreme concerns regarding the future financial
integrity of the water and sewer utility system after successfully meeting the no rate increase challenge
for more than six years.

Numerous factors have been identified for the projected net revenue shortfall and the need for rate
increases as reflected in the Summary Report. For example, in response to mandatory water restrictions
that occurred during December 2000 through May 2001, water consumption for the Fiscal Year (FY)
2000-01 was significantly lower than previous years reflecting an $18.8 million reduction in total
operating revenues. Additionally, during the annual budget process for FY 2001-02, a retail rate
reduction was suggested by the Board to grant some relief to the average combined water and sewer
customer. Since FY 2001-02 represented the final year of the no rate increase challenge, staff
recommended no change in rates due to the fact that retail rates had not increased since October 1, 1996,
and the potential future net revenue shortfall. As part of the public hearing budget process, the Board
approved a 10% reduction in retail rates effective October 1, 2001 for the average customer using 7,500
gallons per month. This reduction in retail rates, along with a reduction in the level of wholesale
consumption, contributed to a net $6.5 million reduction in total operating revenues. Also, since a
downturn in the financial markets in 2002 and a more aggressive capital expenditure plan, the
Department has seen a $28 million reduction in interest income, a portion of which has historically been
used to supplement revenues. Although total operating and maintenance (O&M) expenses decreased
more than $65 million during the fiscal years 1997 through 2000, O&M expenses have increased
approximately by $14 million annually for the fiscal years 2001 and 2002. O&M expenses are projected
to increase by another $12 million for the fiscal year ending 2003. These increases in O&M expenses are
due to the additional demands to catch-up and properly maintain the water and sewer system. With these
combination of activities over that past few years, a greater financial burden has been placed on the
existing rate structure.

MDWASD, along with the Finance Department and OMB has requested a study be performed by the
County’s independent Financial Advisors for the Department to determine the appropriate level of
reserves for the water and sewer utility system. The results of the Financial Advisors study has been
completed and supports the need for rate increases. The Financial Advisors memorandum and
recommendation for rate adjustments is attached. The Financial Projections Report (FPR), also attached,
reflects the Department’s attempt at providing an option for the revenue requirements for the water and
sewer utility system for the current FY 2002-03 through FY 2008-09. For the current year, it is projected
that $67.3 million will be required to be withdrawn for the Rate Stabilization Fund to meet operations.
The projected rate increases reflected in the FPR have been calculated to indicate the minimum increases
in rates necessary, while utilizing the Rate Stabilization Fund and the Water and Sewer General Reserve
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Fund. The Debt Service Coverage projections are included to reflect ratios with rate increases. Also
attached is a letter from the Department’s independent bond consultant engineers (Malcolm Pirnie)
recommending the need for rate adjustments. The Master Bond Ordinance (93-134) requires that the
independent bond consultant engineers provide assurance to the bondholders that rates will be sufficient
to meet financial revenue requirements. The Department has more than $1.8 billion in outstanding
revenue bonds and State revolving loans.

As reflected in the companion items, MDWASD has negotiated a Consent Order with the Florida
Department of Environmental Protection regarding the utilization of Class I underground injection wells
that will require the Department to construct additional $250 million treatment capacity in order to use
the wells for the disposal of wastewater effluent. The Department has also recently completed its water
and wastewater master plans that projects demands for the water and sewer utility system through the
year 2020. In order to properly plan for future needs, the FPR has been developed to address the
financial needs through the end of FY 2008-09. To demonstrate that the financial needs of the water and
sewer utility system will be adequately met, it is recommended that the Board authorize staff to develop
the appropriate documents for public hearings to adjust the water and sewer rates.

This is a companion item to the following items also on this agenda: Wastewater Facilities Master Plan,
Water Facilities Master Plan, Consent Order regarding Injection Wells and the extension of agreement
with LeBoeuf, Lamb, Greene & MacRae. It’s also a companion item to the ordinance authorizing the
County Manager to apply and receive funds from the State of Florida for additional loans from the State
Revolving fund. Said ordinance was adopted for first reading at the April 8" Board of County
Commissioners meeting.



MEMORANDUM

(Revised)
TO: Honorable Chairperson and Members DATE: July 8, 2003
Board of County Commissioners
FROM: Robert A. Ginsburg SUBJECT: Agenda Item No.
County Attorney ‘

Please note any items checked.

“4-Day Rule” (“3-Day Rule” for committees) applicable if raised
6 weeks required between first reading and public hearing

4 weeks notification to municipal officials required prior to public -
hearing

Decreases revenues or increases expenditures without balancing budget

Budget required
Statement of fiscal impact required

Bid waiver requiring County Manager’s written recommendation

Ordinance creating a new board requires detailed County Manager’s

report for public hearing
Housekeeping item (no policy decision required)

No committee review
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RESOLUTION NO.

RESOLUTION DIRECTING THE COUNTY MANAGER TO
PREPARE APPROPRIATE DOCUMENTS AND ORDINANCES
FOR RATE ADJUSTMENTS TO IMPLEMENT THE MIAMI-
DADE WATER AND SEWER DEPARTMENT'S WATER AND
WASTEWATER MASTER PLANS, CONSENT ORDER
RELATING TO DEEP INJECTION WELLS AND ASSOCIATED
NECESSARY EXPENSES
WHEREAS, the Miami-Dade Water and Sewer Department (MDWASD) efficiently manages
both the treatment and distribution of water and the collection and treatment of wastewater for
approximately 2 million people on a daily basis; and
WHEREAS, MDWASD has not had a retail rate increase since October 1, 1996 and has not
had a wholesale rate increase since October 1, 1997; and
WHEREAS, MDWASD retail rates were reduced by 10% for the average residential
combined water and sewer customer using 7,500 gallons per month effective October 1,2001; and
WHEREAS, MDWASD must have sufficient funds to implement many water and
wastewater projects necessary to meet the future economic growth of the County and to comply with
the recently negotiated Consent Order with the State of Florida Department of Environmental
Protection relating to Class I underground injection wells and associated necessary expenses; and

WHEREAS, this Board seeks to accomplish the purposes outlined in the accompanying

memorandum, a copy of which is incorporated herein by reference. .
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NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF COUNTY
COMMISSIONERS OF MIAMI-DADE COUNTY, FLORIDA, that the County Manager is directed
to prepare for Board approval the appropriate documents and ordinances for rate adjustments
necessary for the proper implementation of the Miami-Dade Water and Sewer Department’s Water
and Wastewater Master Plans, Consent Order with the State of Florida Department of Environmental

Protection relating to deep injection wells and associated necessary eXpenses.

The foregoing resolution was offered by Commissioner , who
moved its adoption. The motion was seconded by Commissioner

and upon being put to a vote, the vote was as follows:

Dr. Barbara Carey-Shuler, Chairperson
Katy Sorenson, Vice-Chairperson

Bruno A. Barreiro Jose "Pepe" Diaz
Betty T. Ferguson Sally A. Heyman
Joe A. Martinez Jimmy L. Morales
Dennis C. Moss Dorrin D. Rolle
Natacha Seijas Rebeca Sosa

Sen. Javier D. Souto
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The Chairperson thereupon declared the resolution duly passed and adopted this 6th day of
May, 2003. This resolution shall become effective ten (10) days“after the date of its adoption
unless vetoed by the Mayor, and if vetoed, shall become effective only upon an override by this

Board.

MIAMI-DADE COUNTY, FLORIDA
BY ITS BOARD OF COUNTY
COMMISSIONERS

HARVEY RUVIN, CLERK

Approved by County Attorney / % By:

to form and legal sufficiency:

Deputy Clerk
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To: Rachel Baum, Finance Director

Pedro Hernandez, Assistant County Manager
Bill Brant, Director, WASD
Dana Moss, Assistant Director, WASD

From: Dean Kaplan, PFM
Hal Canary, PFM

c Mark Kahn, PFM
Kyle Turton, PEM
Re: WASD Financial Projection

Dana has provided us with a final set of projections for FY2004-09 that provide a basis for reaching
2 consensus on the revenue requirement. Based on those runs, and our discussions over the past
several days, we have put together a proposal integrating your comments on the water/sewer
revenue options at last Friday’s meeting with PFM’s recommendatons on the reserve balances. A
spreadsheet summary of that proposal is attached for your review. The defining characteristc of our
proposal is to build up funds sufficient to avoid rate increases in everv vear, while maintaining

adequate reserves. Key aspects of our proposal mnclude:

e Revenue Fund maintained at 1/6 of operating expenses (16.67%);

o  General Reserve Fund drawn down to 10% of operating expenses in FY2003 to moderate
the revenue requirement, then maintained at no less than 10% in the out years;

e Rate Stabilization Fund allowed to build up reserves in rate increase years and draw on those
reserves in the Intervening years.

o Total reserves (Revenue Fund, General Reserve Fund, Rate Stabilization Fund) never below
30% of operatung expenses;

e Renewal & Replacement contribution from operaung revenue set at $60 mullion per year
after FY2003;

e Forward BPA assumed at a conservatve $12.0 million, taken in FY2003.

This results in the following pattern of WASD revenue requirements:

Fiscal Year Proposed Rate Increase
FY2004 13.0%
FY2005 %
FY2006 13.0%
FY2007 0%
FY2008 12.5%
FY2009 0%
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You will see that although the overall reserve fund balances are similar in the recent WASD runs and
this version, the PFM approach generally holds more money in the Rate Stabilization Fund and less
in the General Reserve Fund. Also, having slightly larger rate mcreases every other year marginally
educes the cumulative amount of increases needed from FY2004-09. Note that to make this
system work, it is Imperative to build up the Rate Stabilization Fund beginning in FY2004.

Caveats

We have based our proposal on the summary scenarios provided by WASD. PFM does not
have the WASD model. Because most of our changes involve the reserve funds, we believe
that our proposal will result in the revenue requirements shown on the previous page, and
that it will meet coverage. Coverage numbers might be slightly different from those n our
calculations, but not material; however, our approach should be run back through WASD’s
model for verification.

PFM’s proposal uses the projected FY2003 General Reserve Fund balance as a starting
point, drawing it down to 10% of operating expenditures, and then adding funds as
necessary to mamtain that balance. In WASD’s scenarios, additional amounts are added and
subtracted to the balance in FY2003 and FY2004. PFM does not include these additonal
amounts, but rather adopts WASD’s numbers through the FY2003 projected ending amount
of $56.6 million and then allows the model to calculate a minimum balance.

By setdng the Renewal & Replacement contribudon at $60 million per year, WASD will
contribute approximately $16 million less to R&R over the period from FY2004-09.
However, it will actually contribute more from FY2004-07 than the WASD scenarios
antcipated, which might allow a slight debt service savings in the early years. The FY2009
borrowing might need to be slightly enlarged or advanced to account for the net lower
contribution in the last two years.

Revenue requirements will have to be higher if the 1% annual usage demand growth does
not materialize. Monday’s discussion about an incipient drought at the Government
Operatons Committee workshop does not augur well for achieving this 1% in the short
term.

The FY2004 revenue requirement will change if FY2003 projected results change.
Revenue requirements will not translate direcdy into rate increases; it is likely that rates will
be slightly higher than projected revenue requirements to account for collections and tming.

We hope that this version of the projections can provide a basis for finalizing the PFM report in
advance of the June 3 Commission briefing and the June 10 Budget & Finance Committee
consideration of the revenue proposal.

Please let us know your thoughts.
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MALCOLM PIRNIE, INC.
INDEPENDENT ENVIRONMENTAL ENGINEERS, SCIENTISTS & CONSULTANTS

April 25, 2003

Mr. William M. Brant, P.E.

Director

Miami-Dade Water and Sewer Department
3071 SW 38th Avenue

Miami, FL 33146

Re:  Need for Increasing Rates and Charges
Dear Mr. Brant:

Malcolm Pirnie, in conjunction with Planning and Economics Group, 1s completing the
Consulting Engineer’s report for Fiscal Year 2001. The report addresses the condition of
the Miami-Dade Water and Sewer Department’s (Department) physical assets, revenues,
expenses, debt service coverage, and other aspects of the Department’s operations
covered in Miami-Dade County Ordinance 93-134, the Department’s Bond Ordinance.
While the report focused on conditions existing during Fiscal Year 2001, it also
addressed financial and related conditions in Fiscal Years 2002 and 2003. Our analysis
indicates that the Department complied with all the requirements of the Bond Ordinance
in Fiscal Year 2001 and Fiscal Year 2002 as well.

A key part of our analysis is the assessment of the appropriateness of rates and charges to
meet debt service coverage requirements. While our analvsis formally extended only
through Fiscal Year 2003, we have concluded that by Fiscal Year 2004, the Department’s
projected revenues will not be sufficient to cover its projected expenses, and the
Department’s reserve will not be sufficient to make up this deficit.

The Department has utilized the Rate Stabilization Fund and General Reserve Fund
during the last few years to tund operating expenses without increasing rates and fees.
As a result these fund balances have fallen from $197.216.000 in Fiscal Year 2001 to a
projected amount of $72,829,000 at the end of Fiscal Year 2003. This represents a
decrease of 63 percent in the fund balance. The General Reserve Fund and Rate
Stabilization Fund were 109 percent of the operating expenses in Fiscal Year 2001. For
Fiscal Year 2003, it is projected that the General Reserve Fund and Rate Stabilization
Fund will be 34 percent of operating expenses The practice of using of these funds to
pay operating expenses cannot be continued by the Department. Eventually thev must be
replenished to provide money for emergency situations and also to minimize the need for
future large rate increases.
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Section 602 of the Bond Ordinance requires that the Department maintain rates and
charges sufficient to meet certain stipulated debt service coverage tests. While the
Department might meet these tests in Fiscal Year 2004, it is unlikely that the Department
would meet its cash flow needs, including tunding both operating and non-operating
expenses and maintaining reserves sufficient to meet its facility and equipment renewal
and replacement needs. Section 308 of the Bond Ordinance requires annual funding for
renewal and replacement expenses.

The Department is planning to refund a substantial amount of existing debt before the end
of Fiscal Year 2003. The refunding will reduce the Department’s non-operating costs
and, therefore, reduce the Department’s cash flow problem as early as Fiscal Year 2004,
However, under the Department’s Bond Ordinance, the Department’ bond consultant
must assess the feasibility of the refunding, including developing financial forecasts
covering at least the next five years. The feasibility of the refunding effort will depend
largely on the Department’s ability to generate revenues sufficient to meet the
Department’s operating and nen-operating expenses during the projection period. As
noted above, the Department’s revenues do not appear to be sufficient based on its
current rates and charges and level of expenses.

The need for additional revenue will become even more acute in the years atter 2004, as
the Department implements major improvements needed to achieve regulatory
compliance under the pending Consent Agreement with the Florida Department of
Environmental Protection. Under this agreement, the Department must make major
improvements in the wastewater treatment process, with capital costs expected to exceed
$200 million. The Department will need to fund these mmprovements through the
issuance of new bonds. Again, higher rates and charges will be necessary to generate
revenues sufficient to service that new debt as well as debrt resulting from other
regulatory compliance initiatives and mest the Department’s operating and other non-
operating expenses.

The Department has taken a number of steps during the last five years to reduce both its
operating and non-operating expenses. There appears to be little additional opportunity
for significant additional cost reductions. Therefore, the Department will need to seek
Increases in its operating revenues to address the cash flow issue. In as much as most of
the Department’s revenue is derived from retail and wholesale water and sewer
customers, the Department’s only effective recourse will be to raise its retail and
wholesale rates and charges, while also addressing other charges for connection fees and
impact fees. We are recommending that the Department immediately initiate an effort to
increase rates and charges to meet the Department’s cash flow and future debt service
requirements.
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Mr. William Brant
Miami-Dade Water and Sewer Department

Please let us know if you have any questions on this matter.

Very truly yours,

MALCOLM PIRNIE, INC.

Stephen C. Schwarz, P.E., DEE \
Vice President \\)\
PLANNING AND ECONOMICS GROUP, INC.
~ o PR - Vi .
B - N - = T b s 7
7 Ao P, ; X A !
aPu AN A e T,
el R s
Isabel Gonzalez-Jettinghoff.
Principal

¢: Dana M. Moss, CPA, MD-WASD
Nigel Grace, P.E., Malcolm Pirnie
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