AGENDA ITEM #45
May 35, 2008

Worksession
MEMORANDUM
May 1, 2008

TO: County Council
FROM: ;é[ Keith Levchenko, Senior Legislative Analyst

SUBIJECT:  Worksession: FY09 Washington Suburban Sanitary Commission (WSSC)
Operating Budget :

A B A e

Transportation, Infrastructure, Energy and Environment Committee Recommendation:
Approve as Proposed (see budget highlights on page 7)

B

The following officials and staff are expected to attend this worksession:

WSSC
Commission Chair Adrienne Mandel (invited)
"Commissioner Gene Counihan (invited)
Commissioner Norman Pruitt (invited)
Teresa Daniell, Interim General Manager
Rudolph Chow, Interim Deputy General Manager
Tom Traber, Chief Financial Officer .
Kirk Wineland, Director, Intergovernmental Relations Office
Sheila Cohen, Budget Group Leader
Phil Edgin, Budget Group

County Government
Dave Lake, Department of Environmental Protection

John Greiner, Office of Management and Budget
j Schedule
On March 1, WSSC transmitted its proposed FY09 Operating Budget to the Montgomery

and Prince George’s County Executives and County Councils. On March 17, the County
Executive transmitted his recommendations to the Council. The T&E Committee discussed the



WSSC budget on April 17. The Bi-County meeting to resolve any CIP and Operating Budget
differences with Prince George’s County is scheduled for May 8.

General Information about WSSC

The Washington Suburban Sanitary Commission (WSSC) provides public water and
sewer services to over 1.7 million residents in a sanitary district covering nearly 1,000 square
miles in Montgomery and Prince George's Counties. WSSC has about 440,000 customer
accounts and is one of the ten largest water and wastewater utilities in the country.

WSSC's governing board consists of six commissioners, 3 from Montgomery County and
three from Prince George's County, serving staggered 4 year terms. The positions of Chair and
Vice Chair alternate annually between the counties. The six commissioners are:

Montgomery County Prince George’s County
Adrienne Mandel, Chair Joyce Starks, Vice Chair
Gene Counihan Prem Agarwal

Norman Pruitt Juanita Miller

Mr. Pruitt recently announced his resignation effective May 31. The Executive is
working to appoint a repiacement.

The contract for the most recent General Manager, Andrew Brunhart, ended in February.
The Commission appointed Teresa Daniell (the Deputy General Manager under Mr. Brunhart) to
serve as Interim General Manager and Rudolph Chow (the Chief of Customer Care) to serve as
Interim Deputy General Manager. The Commission has initiated a national search for a
permanent General Manager.

An organization chart is attached on ©13. The Chair’s budget transmittal letter and other
excerpts from the Proposed FY09 budget are attached on ©1-8.

WSSC maintains about 5,500 miles of water mains and over 5,300 miles of sewer mains.
WSSC also maintains four reservoirs (two of which are shared with other jurisdictions), two
water filtration plants, 14 water pumping stations, 41 wastewater pumping stations, and seven
wastewater treatment plants (including the Blue Plains plant in the District of Columbia). WSSC
produces and distributes about 170 million gallons of water per day.

Much of the wastewater generated within the WSSC service area is treated at the Blue
Plains Wastewater Treatment Plant in the District of Columbia. This plant is managed by the
District of Columbia Water and Sewer Authority (DCWASA). WSSC makes operating and
capital payments each year to DCWASA consistent with the Blue Plains Intermunicipal
Agreement of 1985 (IMA). Blue Plains-related costs are a major element of the sewer program
and reflect a majority of overall CIP expenditures. In addition, an annual operating payment
($40.6 million assumed for FY09) to WASA is made. The Montgomery and Prince George’s
County Governments each have two representatives on the eleven member WASA Board of
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Directors. Fairfax County has one representative. The other six members represent the District
of Columbia.

WSSC Strategic Priorities

Although WSSC is in a state of transition with regard to hiring a new General Manager,
the short and long-term strategic priorities for WSSC were recently reaffirmed by the
Commission. :

When the prior General Manager was hired over three years ago, he worked with the
commissioners to establish strategic priorities. The Commission identified the MBE program,
IT, HR, and procurement as the highest priorities for immediate attention. In the midst of
working to improve the MBE program, the program was suspended at the end of FY06 as a
result of inaction by the State in 2006 on legislation to extend the program’s sunset date,
Legislation to extend the program was approved in the 2007 legislative session (HB691).

The IT office was substantially reorganized in 2006 with some controversy with regard to
the position abolishments and the creation of new non-merit positions. The multi-year $35
million EAM/ERP project is underway as well. The HR office has recently been reorganized as
well. WSSC’s procurement manual is being rewritten and acquisition functions are being
centralized to improve efficiencies and timelines. In addition, a number of specific annual action
items (17 in total) were established to address specific issues in these and other important areas.

Infrastructure

With regard to infrastructure, WSSC is engaged in a master planning process to identify
infrastructure needs over a 30 year horizon. Phase IA of the work was completed last summer
and a report released on July 31, 2007. WSSC is utilizing consultant support and in-house staff
to do this work. Information from this report was incorporated into the fiscal scenarios reviewed
as part of the spending control limits process for FY09 last fall.

Two major findings of the report were:

= The above ground assets are in good condition with a few exceptions.
o Process upgrades that are needed to comply with existing regulations are
programmed in the CIP. .
o Non-process rehabilitations at plants, pumping stations, and water storage tanks
are needed. .
» The renewal of buried assets is WSSC’s most immediate challenge,
o By 2025 approximately 50% of the entire distribution system will reach or exceed
its useful life.
o 85% of the cast iron pipe in the distribution system will exceed its useful life by
2025.
o Renewal of the collection system piping is driven by compliance with the Consent
Decree signed in 2005 to reduce sanitary sewer overflows (SSOs).



The master planning work is continuing and will develop more detailed assessments of
WSSC’s various types of assets. The total master planning effort is estimated at $5.8 million
over the next six years and is funded in the CIP.

As discussed by the Commiittee and the full Council during the FY(9 spending
control limits process, the WSSC General Manager supported the creation of an
infrastructure renewal fee to address WSSC’s long-term water and sewer main
reconstruction needs. This fee was included in WSSC’s Public Hearing Draft of its FY09
budget, but the Commission ultimately decided not to include the fee in its March 1 budget
transmittal. This issue is discussed later in this memorandum,

At the Committee worksession, WSSC was asked to provide information on water
main breaks in the County as well as more information on how the replacement work is
being prioritized.

Performance Measures

WSSC has included a number of performance measures in its FY09 Proposed Budget.
Most of these measures speak to water quality, quality of service, timeliness of service, and
customer satisfaction. Council staff believes these measures highlight WSSC’s success in
delivering high-quality service.

As noted in past years, in general, Council Staff believes WSSC is doing an excellent
job in measuring its drinking water quality, responses to customer concerns, and customer
satisfaction. It would be helpful if WSSC published information on how these measures
compare over time to other comparable water and sewer utilities and how WSSC’s costs to
perform various services compare as well.

State Legislation

Two bi-County bills directly affecting WSSC passed during the recent State legislative
session.

o PG/MC 102-08 (HB940) - WSSC and M-NCPPC Commission Appointments,
Interviews, and Financial Statements. HB940 addresses some procedural issues and
does not have an effect on WSSC’s budget.

e PG/MC 1156-08 (HB929) — Prince George’s County Energy Tax. WSSC, which was
previously exempt from Prince George’s County’s energy tax, will now have to pay an
estimated $700,000 in FY09.

The Governor has already signed HB929 and is expected to sign HB940 shortly.

Council Staff recommends adding $700,000 to the FY09 WSSC budget for the new
energy tax expense with the assumption that the needed revenue comes from fund balance.



The T&E Committee concurs. NOTE: A discussion of WSSC'’s fund balance situation is
discussed later.

System Development Charge (SDC) Fees and Exemptions

WSSC’s Proposed CIP and draft Operating Budget assumes no change in the SDC rate.
However, WSSC supports increasing the maximum rate for FY09 as permitted under State law.
The proposed charge and the maximum allowable charge are presented in Table 1.

Table 1:
Proposed SDC Charges

During discussion of the WSSC CIP, | Max. Allowable
the T&E Committee concurred with e"' FY09 Charge Charge
WSSC’s assumption to maint.ain current _pvizgfm $895 $1.107
rates but to increase the maximum - Sewer $1.140 $1.410
chargeable rate. NOTE: Both the 1-2 toilets/residential
maximum rate and the adopted rate are - Water $1,344 $1.660
noted in the annual Council resolution. -Sewer $1,710 $2.112
This year’s resolution is scheduled for 3-4 toilets/residential

- Water $2,240 $2,769
introduction on May 6 and action on May - Sewer $2.850 $3,521
14. 5 toilets/residential
- Water $3,135 $3.874

Last year, the State Legislature “Sewer $39911 - 4932
approved HB667 which added an additional 6-+V\t’<:;¢:trslre5|denuél s88 $10
exemption category for facilities serving - Sewer $115 $143
youths. Resolutions implementing this new MNon-residential*
exemption were approved by both Councils - Water $88 $109
fast fall. Council Staff will work with - Sewer $115 $143

*costs shown are per fixture unit

Prince George’s County staff on any
language changes needed to the annual SDC fee resolution to incorporate this change.

Also, during CIP discussions, T&E Committee Chairperson Floreen suggested that
changes to the SDC fee be considered that would allow revenue from this fee to be used to assist
property owners who wish to hook up to public water and/or sewer to address failed on-site
systems. The issue of the high costs of water and sewer main extensions will be reviewed by the
Council when it takes up the County’s 10" Year Water and Sewer Plan later this year.

Spending Control Limits

Background

In April 1994 the Council adopted Resolution No. 12-1558, which established a spending
affordability process for the WSSC budget. Under this process, which stems from the January
1994 report of the bi-County Working Group on WSSC Spending Controls, each Council
appoints a Spending Affordability Commitiee (SAC). For Montgomery County the SAC is the
Transportation and Environment Committee.



There are four spending control limits: Maximum Average Rate Increase, Debt Service,
New Debt, and Total Water and Sewer Operating Expenses.

Councilmembers should keep in mind that the spending control limits only provide
a ceiling regarding what the Councils direct WSSC to propose in its budget. The limits do
not cap what the Councils can approve within the regular budget process that concludes in
May of each year.

10 Year Fiscal Plan

As a result of the FY08 spending control limits process and last year’s FY08 budget
review, both Councils agreed that a 10 Year Fiscal Plan should be developed in conjunction with
this year’s FY09 spending control limits process. A bi-county working group developed the 10
Year Plan (a copy can be found in the packet for T&E Item #1 on October 4, 2007 which is
available on the Council website). This Pian includes a list of fiscal policy assumptions as well
as a number of scenarios for addressing FY09 limits and beyond. The Plan also includes
information on WSSC’s 30 Year Infrastructure Plan.

In addition to significant rate increase requirements identified in the first several years of
the 10 year period, the 10 Year Plan also presented options for the implementation of an
infrastructure renewal fee via an expansion of the account maintenance fee (ready to serve
charge) 1o address aging water and sewer mains.

FY09 Spending Control Limits

Based on the 10 Year Fiscal Plan, the County Executive recommended and in December
2007 the Council later approved FY09 spending control limits that included a 9.7% maximum

average rate increase and the assumption of an expansion of the ready to serve charge to include
a new infrastructure renewal fee.

The Prince George’s County Council approved spending control limits that included an
8% rate increase and no ready to serve charge.

The two Councils did not reconcile their differences regarding these limits or the creation
of the infrastructure renewal fee and therefore WSSC did not have a single set of limits to guide
its development of its FY09 budget.

WSSC’s FY09 budget is well within the limits approved by the Montgomery County
Council, as presented in the following chart.



Table 2:
FY09 Spending Control Limits Approved by Each Council
versus the FY09 Proposed WSSC Budget

WSSC

Spending Control Limit Categories PG** Proposed**
New Debt (in $000s) ' , 182.326 191.274 178.700
Debt Service (in $000s) 165.854 166.749 157.363
Water/Sewer Operating Expenses (in $000s) 564.343 469.087 482279
Maximum Avg. Rate Increase - 8.7% 8.0% 8.0%)]

*assumes implementation of infrastructure.renewal fee
**ne new infrastructure renewal fee assumed

The water and sewer operating expenses are down substantially from the Montgomery
County limit as a result of the infrastructure renewal fee expenditures being removed. Debt
service is also down somewhat, based on the latest review of FY08 debt experience and
expenditures and the impact on FY09.

County Executive Recommendations for the FY09 WSSC Budget
' (See Operating Budget Excerpt on ©9-13)

In his March 17 transmittal, the County Executive recommends a $55,600 reduction in
FYO09 operating expenditures, consistent with adjustments he recommended in the CIP with
which the Council later concurred. This reduction is in debt service and reflects revised cost
estimates for the various Blue Plains projects and the resulting change in the amount of WSSC’s
capital contribution. Council Staff concurs with these recommended changes. The T&E
Committee concurs as well.

FY09 WSSC Proposed Budget

Budget Highlights

Below are some major highlights of the WSSC’s Proposed FY09 Budget:

o 8.0% average rate increase (9.5% rate increase was assumed in WSSC'’s Public
Hearing Draft, which was adjusted slightly from the 9.7% rate increase discussed
during the spending control limits process)

e Assume to use approximately $5.6 million from fund balance to fund FY09 operating
expenditures (This addresses the revenue gap created from assuming an 8.0%
average rafe increase instead of a 9.53% increase)

» No increase in the Ready To Serve Charge (i.e. no new infrastructure renewal fee is
assumed)

o Use $7.34 million from fund balance to fund the first year of a 5 year $35.7 million
EAM/ERP mitiative. Note: The Committee asked for a comprehensive briefing
after budget regarding the EAM/ERP project.



o Water production is budgeted at 169.5 million gallons per day (mgd) which is the
same as was assumed during the spending control limits process last fall. This is an
increase of .5 mgd from the FYO08 budget level of 169.0. Water production for FY07
was 169.8 mgd. The forecast for FY08 (based on information through the end of
February) is 171.0 mgd.! Councilmember Berliner asked for more information
on WSSC’s water conservation efforts.

« A netincrease of 30 workyears across both the Operating Budget and CIP (see ©14-
15 for a listing of proposed new positions).

» Add $2.0 million to the base budget for retiree health costs (the second year of a five-
year plan in response to new GASB 45 reporting requirements) to increase funding

from $9.0 million per year to $19 million per year.

Summary Charts

The following chart presents summary budget data for WSSC for the FY08 Approved
and FY09 Proposed Budgets.

Table 3:
WSSC Expenditures by Fund (in $000s)

Approved Proposed
FY08 FY09

Capital

Water Supply 142,820 185,620 42,800 30.0%
Sewage Disposal 108,358 142,718 34,360 31.7%
General Construction 30,403 32,637 2,234 7.3%
Total Capital 281,581 360,975 79,394 28.2%
Operating

Water Operating 195,208 212,541 17,333 8.9%
Sewer Operating 253,224 269,738 16,514 6.5%
Subtotal W&S Operating 448,432 482,279 33,847 7.5%
Interest and Sinking 77,442 . 71,426 {6,018) -7.8%
Total Operating 525,874 553,705 27,831 5.3%
Grand Total 807 455 914,680 | 107,225 13.3%

! Over the past ten years water production has been fairly flat with some recent slight increases. In the meantime,
the population served has increased over 14%, thus average water usage per capita has declined.
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The combined total of the Capital and Operating Budget is $914.7 miilion, an increase of
$107.2 million (or 13.3 percent) from the Approved FY08 amount of $807.5 million.

The total proposed Operating Budget is $553.7 million, an increase of $27.8 million (or
5.3 percent) from the Approved FY08 Operating Budget of $525.9 million.

The following chart summarizes the proposed water and sewer operating expenditures by
major expenditure category.

Table 4;
Water and Sewer Operating Expenditures by Category
Approved Proposed

Expense Categories FY08 FY09

Salaries and Wages 87,944 93,290 , .
Heat, Light, and Power 22,271 23,499 1,228 5.5%
Regional Sewage Disposal 38,627 40,558 1,831 5.0%
All Other 142,818 167,569 24,751 17.3%
Debt Service 166,772 157,363 591 0.4%
Total 448,432 482,279 33,847 7.5%

Debt service is the biggest category. This is not unexpected for WSSC, given its large
capital program. For FY09, however, debt service costs are actually flat compared to FYO0S8.
This number is down about $8.5 million from the spending control limits assumptions last fall
and is based on revised debt service needs in FY08 and the impact on FY09.

The “All Other” category accounts for most of the proposed increase. This category
includes all operating costs not otherwise broken out above and also includes employee benefits.

As noted eariier, with passage of HB929, WSSC will pay an estimated $700,000 in
new energy tax costs in FY09. These costs are not included in the above numbers for
“Heat, Light, and Power.”

The charts show that “Salaries and Wages™” costs are estirnated to increase 6.1 percent.
This increase is similar to increases seen over the last couple of years. Up until several years
ago, WSSC was able to keep its overall salary and wage expenditures flat through substantial
workyear reductions as a result of ongoing Competitive Action Program (CAP) efforts. As
shown in the following chart, FY09 reflects the third year in a row that net workyears are
requested to increase.

? Benefit costs {such as Social Security, Group Insurance, and Retirement) are loaded in the “All Other “ expense
category.
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For FY09, 30 new positions are requested totaling approximately $2.5 million in salary
and wage costs ($1.6 million in rate-supported costs). A breakdown of the new positions is
attached on ©14-15. The attachment includes total salary and wage costs as well as the total
costs affecting rates (W&S Operating). 12 of the new positions are for the EAM/ERP initiative.
The Engineering and Construction group includes 10 new positions for areas such as project
delivery (6 new positions based on the anticipated ramp-up of projects related to the 30 year
Infrastructure Master Plan) environmental (1 new position for stream water quality monitoring
related to the WSSC SSO consent decree), planning (2 new asset managers to support the 30
Year Master Plan development), and Development Services (1 new position to provide hydraulic
analysis in support of water and sewer main replacements). 4 new positions are requested for the
Production Team (2 for the Marlboro Meadows Wastewater Treatment Plant, and 2 for the
Piscataway Wastewater Treatment Plant. The rest of the new positions are scattered among a
number of program areas including: SLMBE (2 new positions) and internal audit (2 new
positions).

At the Committee worksession, WSSC noted that its lapse rate assumption is 1%.
This percentage is lower than many County departments. Committee Chair Floreen asked
Council Staff to work with WSSC on its lapse assumptions and discuss this issue with the
Committee in the future.

The Committee also asked for some summary information regardmg the SSO
consent decree and the work to be done over the next six years.

Salary and wages remain a small, although still significant, part of the WSSC Operating
Budget as shown in the following pie chart).
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WSSC FY09 Proposed Water and Sewer
Operating Expenditures

Salaries and
Wages
19.3% Heat, Light, and
Debt Senice bower
326% 4.9%

Regional Sewage
' == Disposal

All Other 8.4%
34.7%

Even adding employee benefits (which are included in the “All Other” category) in order
to look at personnel costs as a whole, personnel costs as of FY09 still make up less than 25
percent of operating budget expenditures. This ratio contrasts sharply with ratios in County
Government, where personnel costs are 64 percent of all tax-supported expenditures in the FY09
Recommended Budget.

Compensation Adjustments

For FY09, WSSC is allocating $7.9 million in compensation adjustments. These
adjustments include the following:

Table 5: Proposed Compensation Adjustments for FYQ9

o A O s[]a

Salary Adjustments 3,574,500 11472 WSSC employees (does not include IT) (3.5% COLA)
Merit Increases 934,900 |571 employees (non FW) not at Top of Grade

Performance Pay* 2,218 700 |444 employees (based on individuai and team goals)
Flexible Worker (FW) Pay 546 400 | 303 employees (increases based on skill assessments)

IT Bonus {contract) 651,000 |83 employees (includes both "one-time” and base increases)
Total 7,926,500

*Note: Incentive pay is "one-time" does not change base salary for future years.

The $7.9 million amount is similar to last year ($7.6 million). Last year, a new
compensation category was added for IT Bonus pay. The reorganization of the IT Office
inciuded the placement of most IT employees into positions under contracts rather than under
WSSC’s merit system. The 83 contract employees in IT are eligible for one-time and base pay
increases based on performance. These employees are not eligible for any other salary
adjustments.

The Management and Fiscal Policy Committee discussed FY09 compensation and
benefits issues across all agencies on April 21. Committee recommendations are expected after a
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May 9 worksession. Given that the Bi-County meeting is on May 8, the Council will need to
make preliminary recommendations on the WSSC budget prior to MFP’s
recommendations.

Council Staff is supportive of WSSC’s compensation assumptions for FY09 as is the
T&E Committee. The COLA and merit increases are in-line or less than other agency
requests (The County Executive’s recommended COLA for MCGEO, Police, and
unrepresented employees range from 4.0 to 4.5 percent). The performance pay and flexible
worker pay were put in place a number of years ago as part of WSSC’s CAP initiative and
are unique to WSSC,

At last year’s Committee worksession, the General Manager noted that he was reviewing
WSSC's overall compensation philosophy and that he planned to bring the issue to the
Commission for discussion in the near future. At the Committee worksession, the Interim
General Manager confirmed that this review is ongoing and is expected to come back before the
Commission soon.

Customer Impact

With regard to the impact on the WSSC ratepayer, the following chart shows that each
1.0% rate increase adds about $1.44 to a quarterly bill ($5.76 annually).

Tabie &:
Impact of Rate Increases in FY09
on Avg. Residential Customer Bill
Impact

% Increase

Monthly Quarterly

Annual

1.0% $0.48 $1.44 $5.76 |Impact of 1% Change

8.0% $3.84 31152 $46.08 |WSSC Transmittal

9.5% $4.56 $13.68 $54.72 |WSSC Public Hearing Draft

9.7% $4.66 $13.97 $55.87 |MC Council FY09 SCL
Current Avg. Bill $50.656 $151.65| 3606.60

*based on avg. usage of 210 gallons per day and account maintenance fee of $11 per quarter

The effect of WSSC’s proposed 8% rate increase on the average quarterly residential bill
is about $11.52 quarterly ($46.08 annually). .

As noted earlier, the infrastructure renewal fee is not assumed in WSSC’s FY09 Proposed
Budget. It was assumed in the public hearing draft (along with a slightly higher rate increase).
The cumulative effect on an average ratepayer bill of both the rate increase and the infrastructure
renewal fee ($20 assumed for single family homes) as envisioned in the Public Hearing draft was
approximately a 48% bill increase (nearly $75 per quarter or about $300 per year).

Closing the Ga;

WSSC’s Proposed Budget assumes an 8.0% average rate increase. This increase is less
than the 9.5% increase assumed in the Public Hearing Draft. Each 1% of rate increase provides
an estimated $3,735.810 in revenue. Therefore, a revenue gap of approximately $5.6 million is
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created by this lower increase. As part of the action to assume a rate of 8%, WSSC assumed to
use excess fund balance to cover this gap.

As noted earlier, WSSC faces an additional $700,000 in costs related to Prince George’s
County’s energy tax. This cost must also be absorbed, either through a slightly higher rate
increase (an additional .2% increase), through reductions in other expenditures, or use of fund
balance.

Based on WSSC’s current year financial projections through February, WSSC should
have sufficient fund balance through FY09 if needed to address the $5.6 million requirement and
the $700,000 energy tax cost (and a potential increase in Montgomery County’s energy tax as
well). The following chart shows the Fund Balance status beginning at the end of FY07 and the
projected excess fund balance by the end of FY08.

Table 7:

Estimated FY08 Excess Fund Balance (in $000s)
FYO7 Carryover 54,217
FY(Q7 Reserve Requirement 22,000
fncrease Reserve (for FY(8) 1,500
Increase Reserve (FY09-11) 4,500
. FYO08 use of fund balance for one-time rate reduction 8,300
FY08 SSO Qperating Costs 1,090
FYQ08-10 SSO Operating Costs 4,548
FY09 EAM/ERP Funding 7,344
FY08 Revised Year-End Gap (Surplus) (14,717)
FY08 use of fund balance for one-time rate reduction 5,600
Estimated FY08 Excess Fund Balance* 14,052

As shown, with all requirements addressed, WSSC has an estimated $14 million in
excess fund balance. However, it is important to note that utilizing fund balance to cover
recurring costs in one year puts pressure on rates in the following year to cover base budget
costs. Essentially, the 1.5% + .2% rate increase avoided in FY09 through use of fund balance
will need to be addressed again in FY10. A better use of excess fund balance is for non-
recurring or short-term costs (such as the EAM/ERP project or PAYGO) and to address some
budget issues that may arise late in the budget process.

Infrastructure Renewal

Similar to the two Councils, the WSSC Commissioners were ultimately unable to come
to agreement on imposition of a new infrastructure renewal fee. For FY09, the same number of
miles of reconstruction are proposed as approved for FY08 (27 miles of water main and 51 miles
of sewer main or roughly a 200 year cycle for water mains and a 100 year cycle for sewer).

WSSC plans to reconstitute the Bi-County Staff Working Group that developed the 10

Year Fiscal Plan to further study the issue. Below are some general areas of concern regarding
the fee that Council Staff expects will need to be reviewed (or in some cases reviewed again).
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What is an appropriate pace to consider with regard to water and sewer
reconstruction? This pace will likely have to balance the needs identified in the
30 Year Infrastructure Plan with ratepayer affordability.

What improvements to WSSC’s processes are needed to improve WSSC’s low
implementation rate regarding current budget levels of reconstruction work? At
the Committee worksession, WSSC Chair Mandel indicated that the
Commission will be receiving regular reports on the reconstruction program.

What is the best way to pay for additional reconstruction work? Should it be
financed with debt, PAYGO, or a mix?

How should this additional obligation be spread among ratepayers? Should the
costs be built into water and sewer rates or should it be a separate fee based on

meter size, front footage, or some other factor?

Can other sources of funding, such as SDC, be modified to address some of these
costs?

Committee Recommendations

Council Staff recommends approval of the WSSC budget with the following

changes:

¢ Concur with the County Executive recommendation to reduce debt service by
$55,600 based on revised debt service assumptions related to the Blue Plains
Wastewater Treatment Plant projects.

o Increase operating expenditures by $700,000 to cover increased costs related to
the Prince George’s County Energy Tax. Assume to address this additional cost
within the proposed rate increase, either through cost savings or use of fund
balance.

Attachments

KML:f:\levchenko\wssciwsse psp\fy09icouncil wsse 5 5 08.doc
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MISSION STATEMENT

The Washington Suburban Sanitary Commission (WSSC) is a bi-county governmental agency established in 1918 by an act of the
Maryland General Assembly. It is charged with the responsibility of providing water and sanitary sewer service within the
Waghington Suburban Sanitary District, which includes most of Montgomery and Prince George's Counties. In Montgomery County,
the Town of Poolesville and portions of the City of Rockville are outside of the District.

WSSC'S PROPOSED BUDGET

WSSC's proposed budget is not detailed in this document. The Commission's budget can be obtained from WSSC’s Budget Group at

the WSSC Headquarters Building, 14501 Sweitzer Lane, Laurel Maryland 20707 (phone 301.206.8110) or from their website at
www.wssc.dst.md.us.

Prior to January 15 of each year, the Commission prepares preliminary proposed capital and operating budgets for the next fiscal
year. On or before February 15, the Commission conducts public hearings in both counties. WSSC then prepares and submits the
proposed capital and operating budgets to the County Executives of Montgomery and Prince George's Counties by March 1.

By March 15 of each year, the County Executives of Montgomery and Prince George's Counties are required by law to transmit the
proposed budgets, recommendations on the proposed budgets, and the record of the public hearings held by WSSC to their respective
County Councils.

Each County Council may hold public hearings on WSSC's proposed operating and capital budgets, but no earlier than 21 days after
receipt from the County Executive. Each County Council may add to, delete from, increase, or decrease any item in either budget.

Additionally, each County Council is required by law to transmit by May 15 any proposed changes to the other County Council for
review and concurrence. The failure of both Councils to concur on changes constitutes approval of the item as originally proposed by

VSSC. Should the County Councils fail to approve the budgets on or before June 1 of each year, WSSC's proposed budgets are
adopted.

ACCOMPLISHMENTS AND INITIATIVES

* Qperate and maintain a system of 3 reservoirs impounding 14 billion gallons of water, 2 major water filtration plants, 7 wastewater
treatment plants, 5,500 miles of water main, and 5,300 miles of sewer main 24 hours a day, 7 days a week.

* Treat and deliver 169.5 million gallons of water per day to over 443,100 customer accounts, and treat 207.9 million gallons of
wastewater per day in a manner that meets or surpasses all Federal and State water and wastewater quahty standards and permit
requirements. {(WSSC has never had a drinking water violation in its 89 year history.)

* Continue to provide maintenance services at a level consistent with the objective of responding to the customer within 2 hours of
receiving notice of a major problem and restoring service to the customer within 24 hours from the time a service interuption occurs.

* Undertake a six-year capital improvement plan that incorporates 10 new projects, and an FY09 capital budget that provides, among

other things, for a significant ramp-up in construction work for the Western Branch Enhanced Nutrient Removal Project and the
Bi-County Water Tunnel.

* Continue to renew the Commission's underground infrastructure through the (debt-funded) Water and Sewer Reconstruction
Programs, reconstructing 27 miles of water main and rehabilitating 51 miles of sewers in FY09, while actively exploring ways to
fund an urgently needed expansion of these programs.
* Comply with the Sanitary Sewer Overflow Consent Order.
* Begin a five-year program to implement an Enterprise Resource Planning/Enterprise Asset Management system.

Fund the second year of a five-year phase-in to achieve full funding for liabilities related to post-employment benefits other than

retirement, based on Governmental Accounting Standards Board Statement Neo. 45, and continue fo increase the operating reserve
from 5% to 10% of water and sewer rate revenues. [q‘
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Spending Control Limits

The spending control limits process requires that the Counties set annual ceilings on WSSC's water and sewer rate increase and on
debt (bonded indebtedness as well as debt service) and then adopt corresponding limits on the size of the capital and operatir -
budgets. The two Councils must not approve capital and operating budgets in excess of the approved spending control limits unless
majority of each Council votes to approve them. If the two Councils cannot agree on expenditures above the spending control limits,
they must approve budgets within these limits.

The Montgomery and Prince George's County Councils have adopted different FY09 spending control limits for WSSC. The
following table shows the FY09 spending control limits adopted by each of the Councils, compared to the spending control results
projected under WSSC's Proposed Budget and the County Executive’s Recommended Budget. WSSC's Proposed Budget comphes
with the spending control limits approved by Montgomery County but exceeds Prince George's County's limit on water and sewer
operating expenditures.

pendihg Control Limits Comparisa _
Approved Spending Control Limits Projected Levels Under:
Montgomery Prince George's Ws5C County Executive
SPENDING AFFORDABILITY LIMITS County' County Proposed Budget | Recommended Budget
Maximum Average Woter/Sewer Rote Increase 9.7% 8.0% B.0% . B.0%
Mew Debt ($millions)? 5182.3 $191.3 $182.3 $181.7
Debt Service (Smillions) 51659 $166.7 $157.4 $157.3
Total Water and Sewer Operating Expenses ($millions) $564.3 $469.1 $482.3 $482.2
T Assumed the introduction of & new, fixed Infrastructure Renewal Fee (320 per month for residential custorners) that would be used to fund exponded
reconstruction/rehabilitation of W55C's aging water and sewer mains.
PMew debt includes o systern completion factor of 80%.

FY09 COUNTY EXECUTIVE RECOMMENDATIONS

Capital Budget
Expenditures

Tnerease FY09 capital expenditures by $4.814 million: The County Executive's January, 2008 recormmendations on WSSC's FY09-14
CIP included a $4.814 million increase in the total estimated FY09 cost for the five Blue Plains Advanced Wastewater Treatment
Plant projects to align with the updated amounts shown by the District of Columbia Water and Sewer Authority (WASA) in its
Proposed FY07-16 CIP. The $4.814 million increase reflects $5.580 million more in State aid (from the Bay Restoration Fund) offset
by a $723,000 reduction in the need for WSSC bonds and a $43,000 reduction in the need for payments from the City of Rockville.

The $4.814 million increase incorporates WSSC's adjustments to WASA's cost estimates for the Blue Plains Enhanced Nutrient
Removal (ENR) Project to reduce contributions toward the cost of certain ENR facilities. The ENR. costs are subject to further
negotiations beween WSSC and WASA. '

lnfrasfructure Renewual

WSSC's Proposed FY09 Capital Budget continues to provide debt funding for renewal of the Commnission's underground
infrastructure. Finds are included for reconstruction of 27 miles of water main and the rehabilitation of 51 miles of sewer main, the
same number of miles approved for FY08. WSSC and the two counties will continue to actively explore ways to provide a stable
source of funding to underwrite an expansion of the infrastructure renewal program to address the increasingly urgent need to
rehabilitate the Commission's aging water and sewer lines.

Operating Budget
Expenditures

Decrease debt service (and operating expenditures) by $55,600: WSSC's FY09 operating budget s influenced, in part, by the level of
expenditures authorized for the first year of the FY09-14 CIP and other expenditures in WSSC's capital budget. The operating
budget inctudes expenditures for debt service on bonds that finance the construction of CIP projects, lateral water and sewer line!

(which carry water or wastewater to and from a dwelling or business), and other capital projects, including th
reconstruction/rehabilitation of WSSC's underground infrastructure. . @
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The County Executive recommends a $55,600 decrease in FY09 operating expenditures to reflect the reduced debt service associated
with the Executive's recommended adjustments to the cost estimates for the five Blue Plains Wastewater Treatment Plant projects.
Under the revised cost estimates for these projects, there will be a $723,000 decrease in the need for WSSC bonds in FY09, which
equates to a $55,600 reduction in debt service.

Levenues

Decrease the use of fund balance by $55,600: The $55,600 decrease in debt service expenditures will result in a corresponding
reduction in the need to use find balance (prior year net revenue).

Fiscal projections for all funds and budgets are shown below. Six year projections for the Water and Sewer Operating Budget are
shown in the display on the following page. ‘

PROGRAM CONTACTS

Contact Sheila Cohen of the Washington Suburban Sanitary Commission at 301.206.8167 or John Greiner of the Office of
Management and Budget at 240.777.2765 for more information regarding this agency’s capital and operating budgets.

Expenditures by Category - FY09 WS5C Proposed.and Executive Recommended

"(5000s)

WS55C WSSC WSSC CE CE CE % Chg.
Total Total Total Capital | Operating Total (CE Rec.
Actual |Approved| Proposed Rec. Rec. Rec. vs. W55C
Expenditure Categories FY07 FYOB FY09 FY09 FYos FYO9 Proposed
Salaries and Woges 97,254] 109,076] 116,293 22,340 93,953] 116,293 0.0%
Heat, Light, & Power 20,525 22,271 23,499 - 23,499 23,499 0.0%
Regional Sewage Disposal 39,327 38,627 40,558 .- 40,558 40,558 0.0%
Controct Work 64,372 133,335 201,585] 201,585 - 201,585 0.0%
Consulting Engineers 15,986 33,374 40,582 40,582 -- 40,582 0.0%
All Other 188,657| 237/892] 264,866} 101,218| 168,462] 269,680 1.8%
* |Debt Service 218,808 232880 227,297 64| 227177 227241 0.0%
Total Budget 644929 B07,455| 914,680 365,789| 553,649 919,438 0.5%
Note: Expenditures include water and sewer operating funds, interest and sinking fund, and the three copital
funds,

@)
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SMALL, LDCAL AND
MINORITY BUSINESS
ENTERPRISE OFFICE

WSSC ORGANIZATION CHART

INTERNAL AUDIT
M

. (March 2008)

COMMISSIONERS

CORPORATE
SECRETARY

Maxens Bardwalt

Olrector
Towanda Livingston

GENERAL COUNSEL | -

INTERIM GENERAL MANAGER
Taresa D. Danisll

Chariatt Bundy

Jarome K. Blask

INTERIM DEPUTY GENERAL MANAGER
Rudaiph 8. Chow

OFFICE OF THE
GENERAL MANAGER

FAIR FRACTICE
OFFICE HUMAN RESOURCES
FPO | | OFFICE
Laurie Young - Director
= Employes Linison Yvonne McKinney
Valsntino O
INTERGOVERNMENTAL COMMUNICATIONS &
COMMUNITY
RELATIONS
RELATIONS
OFFICE t—+-—
OFFICE
Dirsctor Director
Kirk Winsland Jim Necstadt

[ ] i ! ! 1
cu“mcms ENGINEERING & F;FFIB‘;E LOGISTICS
Acting CONSTRUCTION TEAM Chisf Financial GFFICE INFORMATION PRODUCTION
Chief of Customer Care Chis! Engineer Officer Director TECHNOLOGY TEAM TEAM
Marcia G. Tucker Gary Gomm Thomes C. Traber Roscos Wode Chief Information Officer Chief of Plant
Goutam Kondu Operations
- Davsiopment Services - Accountiny - Finot Sarvices Thomas O. Helkidnen
N g::::x:: g::: DE:nhMI - Environmental - Budget a . Matsrials and Services! |- Applications Devalopment
- Customer Cars South - Planning - Disbursements - Sacurity and Safety - Enterprise Technology - Industrial Asssts Mgmt
- Customer Gars West - Process Control - Retirement Services Solutions - tnformation Suppart
« Customer Raiations - :mju‘c:f-e.lrury - Revenue -« Quality A;suum:- . « Laboratory Services
- Prop t - Syst upport an . Hons B
- ‘“"’Ta!“"ﬁ"' 5“‘;“““ - Regulatory Services Operations . g::k':':" wwpet
) ::‘ :rtcSa:in:.:B - Systems Infrastructure - Netwark Support - Patuxent
: Wl‘;‘:owatnr Collection - Systems Inspection ACQUISTTION - IT Customer Support - Piscataway
Systems - Technlcal Sarvices OFFICE - IT Bacurity . Potomac
4 Director ~PMD&IT G -5 /D
Thomes A, Laboon - [T Governance & Hyattstown
Interagency Lialsony - Systems Controt;
- [FRIRFPs - Enterprise Architect - Wastern Branch
= Bidder Registrations ~ {7 Contract Administrator .
= Contracts - Managsmant Support
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