

June 20, 2003

Memorandum

To:      The Honorable Mayor and Members of the City Council

From:  Frank Salvato/ Charles Cunningham/ Casey Sledge

Cc:        Ted Hejl, City Attorney 

Date:  June 20, 2003

Re:   Transmittal of Draft Contract to Sell the City’s Surface Water Treatment Plant to Brazos River Authority

Discussions, at the staff level, concerning the sale of the City’s Water treatment Plant to the Brazos River Authority (BRA) have been conducted over the last  several years. At a meeting held on January 9th of this year, the City Council agreed “to have staff continue to work with BRA representatives to put together a draft contract document and submit to Council for further discussion”. The purpose of this agenda item is to present the final draft of the contract document and seek direction from the Council as to how we proceed from here. 

Over the last several months, the City Manager and representatives from the City’s legal, engineering and finance departments have met with their BRA counterparts to draft a document that is fair to both parties. If executed as submitted, it would establish a partnership mutually advantageous to the citizens of Taylor and the constituencies of BRA. By allowing the water treatment plant to be converted to a truly Regional Water Supply Facility owned by BRA, advantages of economy of scale would result in lower supply costs to the City that in turn would free up capital to improve the capacity and condition of the current distribution system. In negotiating the terms of the contract, considerations from the City’s side were focused on future costs to the City’s customers, protection of the rights of City employees that would be affected, control over the reliability of the quantity and quality of the water to be supplied,  as well as its total cost to the City.  

You will note in reviewing the contract that changes from the original text that were provided to you in January, appear in red. In some cases the original wording has been stricken.  Only two relatively minor issues are still being revised. The new language for these items will be provided at the Council meeting. 

We, as the staff, feel confident that the terms of the contract as negotiated will serve the best interests of the City, if the Council decides to pursue the sale of the plant. Following is a summary of the key points covered within the text of the contract: 

· 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 will only repay that debt for the capacity required to supply its demand. 

· 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 from its annual raw water obligation.  For FY 04, the City’s required raw water payment would be approximately $341,000.  

· The Authority will provide a “Take or Pay” agreement to the City  and contractually guarantee delivery of abundant quantities of treated water that meet all TCEQ standards.  

· The cost of water to the City will remain constant for five-year periods with the guaranteed initial price of $1.20 per 1000 gallons. 

· New customers will be added 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 with transportation or delivery expenses for new customers  incurred on an individual customer basis.

· The Authority will assume and continue water treatment plant capacity expansion activities.  The Authority will assume financial responsibility for unused capacity in the plant.
·  The Authority will design and construct in the future a new deep water regional intake structure.  Expenses associated with the new raw water intake, as with future capacity expansions, will be distributed among all customers of the plant in the cost of water
· The contract also contemplates establishment of an Advisory Board with members made up of representatives from each wholesale customer that will review and consult with the Authority on planning, budgeting and operational issues.  

Presentation of the economic benefits of the proposal in terms of cost to the City’s customers, as well as key features and proposed original text, were provided to the Council in January. We would still be prepared to discuss these aspects of the deal or any others the Council may wish to cover at the meeting on the 24th.. However,  at this point, we are desirous of getting directions from the Council as to the next steps in the process.  If the Council wishes to proceed, it is recommended that we be instructed to schedule a formal public hearing or an informal public meeting where staff could make a presentation and answer whatever questions may be posed by the public.  Following this meeting the contract could be put on the agenda of the next, regularly scheduled  Council meeting for consideration. 

While there is no fixed time frame for concluding negotiations and executing the contract, if that is what the Council decides to do, from a practical budgetary standpoint it would be advantageous to have the deal closed by the beginning of the next fiscal year on October 1st , if possible.  
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