

January 6, 2003

Memorandum

To:      The Honorable Mayor and Members of the City Council

From:  Frank Salvato/ Charles Cunningham

Cc:        Ted Hejl, City Attorney 

Date:  January 6, 2003 

Re:   Transmittal of Brazos River Authority Proposal to Purchase the City’s            Surface Water Treatment Plant

Selling the City of Taylor’s surface water treatment plant to BRA would have far reaching and long term impacts on the City’s provision of potable water to its citizens.  With this in mind, consideration of this proposal should bear intense scrutiny with full discussion of a variety of issues to ensure that the City’s best interests are being served. Issues to be considered include the economics of the proposal in terms of future costs to the City’s customers, protection of the rights of City employees that might be effected, as well as control over the reliability of the quantity and quality of the water to be supplied and its cost to the City. Each of these issues will be subject for discussion and staff will be prepared to answer as many questions as may be raised in the meeting or get answers to any questions for which answers are not readily available. No decision with respect to whether the City agrees or does not agree to the sale, will be expected at this time.  

Because the economics of the proposal regarding the impact on cost to the customers and capital planning for expansion to the existing system can be a bit complicated to explain, a presentation will be made that will provide a framework for discussion of these issues. Printouts of various reports generated for the presentation will be available.   

The following attachment to this memo contain the most recent proposal by BRA to acquire, the City’s surface water treatment plant.  The first document (page 1) is a summary listing of the most salient issues in the proposal. The next four pages provide additional background and more detailed explanation of the issues that were summarized on the first page. 

After reviewing the attached documents, hearing the staff presentation and discussing each of the issues raised, if it is the desire of the Council to continue with this exploratory process, the next step would be to authorize city staff to work with BRA representatives to put together a draft contract document that could lead to sale of the City’s surface water treatment plant to BRA.  

Attachment 

Brazos River Authority Proposal Summary

For the Authority to acquire, operate, and provide treated water from Lake Granger, conceptual changes to the Authority policy will be required..  These policy changes will ultimately shift the risk of water supply development from the customer directly to the Authority.  The following Proposal Summary reflects the demands of Williamson County customers and will work to guarantee a long-term water supply for the citizens of Taylor:

· The Authority proposes to acquire the existing water treatment plant and intake structure with a debt refunding payment to the City of Taylor of  $5,100,000. 

· While debt is a component of the final cost of water, the City of Taylor will only repay that debt for the capacity required to supply the City’s demand. 

· The payment for current and new unused capacity will be assumed by the Authority or its new customers.  This represents an eight-year debt savings to the City of approximately $2,400,000. 
· The Authority will relieve the City of Taylor from its annual raw water obligation.  For FY 04, the City’s required raw water payment would be $341,000 which  is estimated to represent an overpayment of $236,244. 

· The Authority will provide a “Take or Pay” agreement to the City of Taylor and contractually Guarantee abundant treated water.  

· The cost of water to the City will remain constant for five-year periods. 

· The Authority’s proposed cost of water for years 2004 through 2009 would be $1.20 per 1000 gallons.

· The Authority will add new customers to the expanded regional system to improve the economy of scale to the facility.  

· All customers will pay the same cost of treated water from the plant.  

· Transportation or delivery expenses for new customers will be incurred on an individual customer basis.

· As with all existing Authority facilities, the Authority will have frequent customer meetings to review budgets and operations. 

The Mission Statement of the Brazos River Authority
“To be the provider of choice for water resources in the Brazos River basin with a strong commitment to excellence in customer services, stewardship and innovative leadership; focused on meeting the needs of our current and future customers, citizens and employees.”

Overview

One of the many challenges in the Brazos River basin is the development of a long-term water supply to meet the demands of Williamson County through the year 2050.  As rapid growth continues through eastern Williamson County, management strategies of Lake Granger and adjacent infrastructure to treat and distribute surface and ground water will work to provide adequate water supplies to meet increasing demands.
For the Authority to acquire, operate, and provide treated water from Lake Granger will require conceptual changes to Authority policy.  These policy changes will ultimately shift the risk of water supply development from the customer directly to the Authority.  The following proposal reflect the demands of Williamson County customers and will work to guarantee a long-term water supply for the citizens of Taylor. 

Proposal 

The proposed benefits to the City of Taylor were derived using the following assumptions of the Authority’s plan to own, operate, and expand the City’s existing water treatment facility and intake structure.

1).
The Authority will acquire title to the facility with a debt refunding payment to the City of Taylor of  $5,100,000 which includes $235,000 for present value loss.  While debt is a component of the final cost of water, the City of Taylor will only repay that debt for the capacity required to supply the City’s demand.  The Authority projects the City’s ten year plant share will only be approximately 60%.  This represents an eight year debt savings to the City of approximately $2,400,000. The payment for current unused capacity will be assumed by the Authority or its new customers.

2).
The Authority will relieve the City of Taylor from its annual raw water obligation.  For FY 04, the City’s required raw water payment would be $341,000 of which it is estimated to represent an overpayment of $236,244.  Without Authority participation, Taylor’s FY 04 Effective Rate for water is project to be $130.21 per acre foot.

3).
The Authority will provide a “Take or Pay” contract to the City of Taylor and Guarantee ample treated water.  The cost of water to the City will remain constant for five year periods with cost being based upon fixed components (i.e. raw water costs, debt service, etc) and variable components (i.e. electricity and chemicals).  The Authority’s proposed cost of water for years 2004 – 2009 would be $1.20 per 1000 gallons.
 Contract Assumptions

· The Authority proposes to acquire the existing City of Taylor Water Treatment Plant and Intake Structure and assume operations and maintenance.  The Authority will assume full, unconditional ownership and responsibility to operate and expand the facility, and add customers at its discretion. 

· The proposed/estimated price BRA will pay to the City of Taylor is equal to the cash requirement to completely defease three separate debt issues identified by the City of Taylor as having components (estimated at 75% of the original issue amount) contributing to the Treatment Plant and Intake Structure construction.  The Authority will also contribute cash equal to the economic loss incurred by the City of Taylor for the advance refunding of a fourth debt issue associated the water system.  The combined total of these two amounts (the defeasance and the economic loss payment) is in excess of the current value of the plant and intake structure as recorded in the fixed asset records of the City of Taylor.  

· While the entire proceeds from the debt issuance referenced were not totally attributable to the Treatment Plant and Intake, the Authority proposes to deliver funds to Taylor to fully defease the entire outstanding amount, thereby providing a considerable economic gain to the City.  

· The amount of funds required to refund Taylor’s debt and residual equity will be included in the price of treated water over an extended period of time.  The repayment cost will be included in the cost of treated water to all customers of the proposed regional system, based on the volumes distributed from the plant to each customer.  The City will pay for treated water based only on the amount used.  The payment for current unused capacity will be assumed by the Authority or its new customers.

· Estimated annual acquisition debt service for the Authority will be approximately $450,000 compared to the annual debt service of the City of Taylor of $750,000 (for the three fully defeased issues).  The Authority will own and operate the water treatment facility with annual savings to the City of no less than the $300,000 per year difference in debt service payments for the next eight years.  This beneficial savings could be directed to meet other City budget activities and make available resources for the City’s capital improvements plan. The transaction represents an opportunity for the City of Taylor to redirect the entire amount of debt service for all three issues with Treatment Plant and Intake Structure components, to other projects anticipated by the City.

· The Authority will add new customers to the expanded regional system at its discretion.  All customers will pay the same cost of treated water from the plant.  Transportation or delivery expenses will be incurred on an individual customer basis, or may be prorated to sub-regional units as appropriate.

· The Authority will assume and continue water treatment plant capacity expansion activities.  The Authority will assume financial responsibility for significant %of the  unused capacity in the plant; therefore, the City of Taylor will only pay based on needs established through the “Take or Pay” agreement.  The Authority will also design and construct a new deep water regional intake structure with the cost of the structure ultimately included in the cost of water.  Expenses associated with the new raw water intake, as with future capacity expansions, will be incorporated into the cost of treated water produced by the Authority from its Lake Granger Regional Water Treatment Facility and, again, distributed among all customers of the plant.
· As with all existing Authority facilities, the Authority will have annual customer meetings to review and all customer input on such items and annual budgets, operations, future planning.
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