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Section|. INTRODUCTION

This section describes the project scope and policy context upon which the body of this report is
based.

l.A. PROJECT

The City of Milwaukie (City) imposes a system development charge (SDC) to recover eligible
infrastructure costs and provide partial funding for the capital needs of its water system. Water SDCs
are charged to all new development within the City’s boundaries, both residential and commercial.
For a typical single-family dwelling unit, the current water SDC is $2,297.

In 2021, the City contracted with FCS GROUP to update the City’s water SDC based on the Water
System Master Plan completed by Tetra Tech. This plan identified a total of $50.0 million in capital
projects to be completed by the City between 2023 and 2042.

|.B. POLICY

SDCs are enabled by state statute, authorized by local ordinance, and constrained by the United
States Constitution.

|.B.1. State Statute

Oregon Revised Statutes (ORS) 223.297 to 223.316 enable local governments to establish SDCs,
which are one-time fees on development that are paid at the time of development or redevelopment
that creates additional demand for the water system. SDCs are intended to recover a fair share of the
cost of existing and planned facilities that provide capacity to serve future users (i.e., growth).

ORS 223.299 defines two types of SDC:

® A reimbursement fee that is designed to recover “costs associated with capital improvements
already constructed, or under construction when the fee is established, for which the local
government determines that capacity exists”

® An improvement fee that is designed to recover “costs associated with capital improvements to
be constructed”

ORS 223.304(1) states, in part, that a reimbursement fee must be based on “the value of unused
capacity available to future system users or the cost of existing facilities” and must account for prior
contributions by existing users and any gifted or grant-funded facilities. The calculation must
“promote the objective of future system users contributing no more than an equitable share to the
cost of existing facilities.” A reimbursement fee may be spent on any capital improvement related to
the system for which it is being charged (whether cash-financed or debt-financed).

ORS 223.304(2) states, in part, that an improvement fee must be calculated to include only the cost
of projected capital improvements needed to increase system capacity for future users. In other
words, the cost of planned projects that correct existing deficiencies or that do not otherwise increase
capacity for future users may not be included in the improvement fee calculation. An improvement
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fee may be spent only on capital improvements (or portions thereof) that increase the capacity of the
system for which it is being charged (whether cash-financed or debt-financed).

In addition to the reimbursement and improvement fees, ORS 223.307(5) states, in part, that “system
development charge revenues may be expended on the costs of complying” with state statutes
concerning SDCs, including “the costs of developing system development charge methodologies and
providing an annual accounting of system development charge expenditures.”

|.B.2. Local Ordinance

The City’s code authorizes and governs the imposition and expenditure of SDCs in the City found in
Section 13.28 of the Code of the City of Milwaukie.

|.B.3. United States Constitution

The United States Supreme Court has determined that SDCs, impact fees, or other exactions that
comply with state and/or local law may still violate the United States Constitution if they are not
proportionate to the impact of the development. The SDCs calculated in this report are designed to
meet all constitutional and statutory requirements.

|.C. SDC BACKGROUND

In general, SDCs are calculated by adding a reimbursement fee component (if applicable) and an
improvement fee component—both with potential adjustments. Each component is calculated by
dividing the eligible cost by growth in units of demand. The unit of demand becomes the basis of the
charge. Below is an illustration of this calculation:

Exhibit 1: SDC Methodology

Maximum Allowable
Reimbursement Improvement System

Fee Fee Development
Charge

Eligible cost of - Eligible cost of
unused capacity planned capacity $

in existing increasing
facilities facilities
+ — per unit of demand

Growth in system Growth in system
demand demand
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Section Il. SDC CALCULATION

This section provides the detailed calculations of the maximum allowable water SDC.

ILA. GROWTH

The calculation of projected growth begins with defining the units by which current and future
demand will be measured. Then, using the best available data, the current level of demand is
quantified, and the future level of demand is estimated. The difference between the current level and
the future level is the growth in demand that will serve as the denominator in the SDC calculations.

[I.LA.1. Unit of Measurement

A good unit of measurement allows an agency to quantify the incremental demand of development or
redevelopment that creates additional demand for system facilities. A more precise unit of
measurement allows an agency to distinguish different levels of demand added by different kinds of
development or redevelopment.

For water SDCs, demand is often measured in terms of meter capacity equivalents (MCEs), where
one MCE is equal to the maximum flow in gallons per minute provided by the smallest water meter
the City installs. To calculate the demand incurred by other development types, MCEs can be
assigned based on the differential flow rates of different meter sizes.

Currently, the City charges its water SDC using the MCE method using the flow rates of a 3/4” meter
as its base. This report continues this practice.

[1.LA.2. Growth in Demand

In 2019, the City had a total maximum day water demand (MDD) of 4.13 million gallons per day
(MGD). The Water System Master Plan estimates that MDD will grow to 5.64 MGD per day by
2040. Interpolating the City's estimates, the MDD in 2023 is approximately 4.38 MGD.

According to the City’s estimates, there were 8,664 MCEs in 2023. If MCEs grow at the same rate as
MDD, there will be 11,149 MCEs in 2040. So, the growth in MCEs over the planning period is 2,485
and the growth share, or the percentage of MCEs in 2040 that will arrive between 2023 and 2040, is
22.29 percent.

These calculations are summarized in Exhibit 2 below. The growth of 2,485 will be the denominator
for the SDC calculation.

Exhibit 2: Growth in MCEs

Growth Growth

2023 2040 (2023-2040) Share

Peak Season Maximum Day Demand (MGD) 413 4.38 5.64 1.26 22.29%
Total MCEs 8,664 11,149 2,485 22.29%

Source: 2021 Water System Master Plan, Table 3-7 [maximum day demand projections); previous tables (total MCEs)
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11.B. IMPROVEMENT FEE

An improvement fee is the eligible cost of planned projects per unit of growth that such projects will
serve. The growth component (denominator) was calculated above and the following section will
focus on the improvement fee cost basis (numerator).

11.B.1.  Eligibility

A project’s eligible cost is the product of its total cost and its eligibility percentage. The eligibility
percentage represents the portion of the project that creates capacity for future users. Where possible,
specific details about a project can provide an eligibility percentage. Details about pumping
capacities for pump replacement projects allowed for specific eligibility calculations for those
projects. Specific capacity calculations were also made for storage reservoir projects.

When specific details are not available or necessary, projects can be sorted into three broad
categories. The first category is for projects that do not provide capacity for future users. Such
projects may be purely replacement projects, or they may be solving a deficiency in the water system.
Projects in this category are 0 percent eligible. The second category is for projects that are purely for
future users, such as when new pipe is laid to provide for a new development. These projects are 100
percent eligible. Finally, projects that provide capacity that will be proportionately shared between
current and future users are eligible at the growth share percentage discussed in the previous section,
22.29 percent.

1I.B.2. Improvement Fee Cost Basis

Projects in the improvement fee cost basis were taken from the City’s Water System Master Plan.
Each project was assigned an eligibility percentage based on the discussion above. One project
(Stanley Reservoir) will be entirely funded by outside sources and thus will not be included in the
cost basis.

Appendix A displays all the projects in the water system improvement fee cost basis. The total cost
for the project list is $50.0 million. The eligibility for each project is shown in the SDC Eligibility
column, and the SDC Eligible Costs column shows that the full amount of the improvement fee cost
basis is $11.6 million.

II.C. REIMBURSEMENT FEE COST BASIS

A reimbursement fee is the eligible cost of the water facilities available for future users per unit of
growth that such facilities will serve. The denominator of this equation is calculated as the growth in
demand. The following discussion focuses on calculating the numerator of the equation to determine
the eligible cost of the water facilities available for future users. That is, it focuses on the cost of
reimbursable water facilities.

1I.C.1. Storage Capacity for Growth

According to the 2021 Water System Master Plan, the current storage system has 6.00 million gallons
(MG) of capacity. Based on Table 7-4 of the Water System Master Plan and the projected required
capacity between 2019 and 2040, the current required capacity is estimated to be 3.87 MG. By 2040,
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that demand will rise to 6.40 MG. Thus, the difference between existing required capacity and
existing capacity — or 2.13 MG — is available for growth that will arrive by 2040. That is, 35.5
percent of the storage capacity is available for growth.
The estimated total original cost of storage assets in the City is $1.4 million. There was no outside
funding, and the water utility has no outstanding debt, so no adjustments to the cost basis are
necessary. Therefore, the reimbursable cost of the storage facilities is $1.4 million multiplied by the
capacity available for growth of 35.5 percent, for a total of $514,000.
These calculations are summarized in Exhibit 3 below.

Exhibit 3: Reimbursable Cost of Storage Facilities

Existing Capacity (MG) 6.00
2023 Required Capacity (MG) 387
2040 Required Capacity (MG) 6.40
Capacity Available for Growth (MG) 2.13
Capacity Available for Growth (%) 35.5%
Original Cost S 1,447 865
Outside Funding -
Total Reimbursable Cost: $ 514,174

Source: 2021 Water System Master Plan, Table 7-4
(eapacity and demand); City staff [orlginal cost of storage

assets)

11.C.2. Supply Capacity for Growth

Based on Table 5-3 of the Water System Master Plan and the projected MDD between 2019 and
2040, the current MDD is estimated to be 3,372 gallons per minute (gpm). By 2040, that demand will
rise to 4,304 gpm. Further, with capacity of 5,094 gpm, the City has more than sufficient supply to
accommodate growth. Thus, the difference between existing MDD and future MDD — or 932 gpm —
is available as capacity for growth that will arrive by 2040. That is, 18.3 percent of the supply
capacity is available for growth.

The estimated total original cost of supply assets in the City is $4.3 million. There was no outside
funding, and the water utility has no outstanding debt, so no adjustments to the cost basis are
necessary. Therefore, the reimbursable cost of the supply facilities is simply $4.3 million multiplied
by the capacity available for growth of 18.3 percent, for a total of $788,000.

These calculations are summarized in Exhibit 4 below.
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Exhibit 4: Reimbursable Cost of Supply Facilities

Supply

Existing Supply Capacity (gpm) 5,054
Existing MDD (gpm) 3,372
2040 MDD (gpm) 4,304
Capacity Available for Growth (gpm) 932
Capacity Available for Growth (%) 18.3%
Original Cost S 4,307,901
Outside Funding -
Total Reimbursable Cost: 5 788,052
Source: 2021 Water Systerm Master Plan, Table 5-3
{demand)]; City staff (original cost of supply assets)

11.C.3. Pumping Capacity for Growth

Pumping capacity in the City is broken down by zones into Zones 1, 2, 3, and 4. Analysis of each
zone was performed separately. The only zone with surplus capacity was Zone 4, whose pumping
capacity estimates are listed below.
According to the 2021 Water System Master Plan, Zone 4’s current pumping system has 2,350 gpm
of “firm” capacity (capacity with its largest pump out of service). Based on Table 7-6 of the Water
System Master Plan and the projected MDD plus fire flow between 2019 and 2040, Zone 4’s current
MDD plus fire flow is estimated to be 1,526 gpm. By 2040, that demand will rise to 1,539 gpm.
Thus, the difference between current demand and future demand — or 13 gpm — is available for
growth that will arrive by 2040. That is, 0.6 percent of the pumping capacity is available for growth.
The estimated total original cost of pumping assets in Zone 4 is $278,000. There was no outside
funding, and the water utility has no outstanding debt, so no adjustments to the cost basis are
necessary. Therefore, the reimbursable cost of the supply facilities is simply $278,000 multiplied by
the capacity available for growth of 0.6 percent, for a total of $1,538.
These calculations are summarized in Exhibit 5 below.

Exhibit 5: Reimbursable Cost of Pumping Facilities

Pumping (Zone 4)

Existing Firm Capacity (gpm) 2,350
2023 MDD plus Fire Flow (gpm) 1,526
2040 MDD plus Fire Flow (gpm) 1,539
Capacity Available for Growth (gpm) 13
Capacity Available for Growth (%) 0.6%
Original Cost 5 278,071
Outside Funding -
Total Reimbursable Cost: 5 1,538

Source: 2021 Water System Master Plan, Table 7-6
{demand); City staff (original cost of pumping assets)
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[1.C.4. Total Reimbursable Cost

Due to fire flow deficiencies, the transmission and distribution (T&D) system has no capacity for
growth. Therefore, the total from the storage, pumping, and supply systems of $1.3 million will be
the reimbursement fee cost basis.

Exhibit 6: Total System Reimbursable Costs

Estimated .
) L. Reimbursable
Capacity for  Original Cost
Cost
Growth
Supply 18.29% S 4,307,901 5 = 788,052
Storage 35.51% 1,447,865 514,174
Pumping 0.22% 687,747 1,534
Transmission & Distribution 0.00% 15,009,614 -
Total: § 21,453,127 S5 1,303,7

II.D. CALCULATED SDC

This section combines the eligible costs from the improvement fee cost basis and the reimbursement
fee cost basis and applies some adjustments. The result is a total SDC per MCE.

[1.D.1.  Adjustments

The City must reduce its improvement fee cost basis by $79,779 to account for any remaining
improvement fee fund balance in its current SDC fund. This is done to avoid double-charging for
projects that the City has already collected improvement fees for. This adjustment is shown in
Exhibit 7 below.

Exhibit 7: Adjustments to the Improvement Fee Cost Basis

Adjustments to SDC Cost Basis

Unadjusted Improvement Fee Cost Basis 5 11,635,069
Improvement Fee Fund Balance (79,779)
Total Improvement Fee Cost Basis: § 11,555,291

To account for the cost of complying with SDC law, the City may add $1.0 million to the full SDC
cost basis. This is based on the City’s current practice of adding 7.66 percent to the total
improvement and reimbursement fees to account for administration of the SDC program.

[1.D.2. Calculated SDC

Exhibit 8 below summarizes the full calculation of the SDC. As shown, the full SDC is $5,603 per
MCE.

+ FCS GROUP ’
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Exhibit 8: Calculated SDC

Calculated SDC

Improvement Fee Cost Basis 5 11,555,291
Reimbursement Fee Cost Basis 1,303,760
Compliance Costs 985,098

Total: 5 13,844,149
Growth in MCEs 2,485
Improvement Fee per MCE 5 4,682
Reimbursement Fee per MCE 525
Compliance Fee per MCE 396

Total SDC per MCE: 5 5,603

Exhibit 9 below shows the full water SDC schedule.
Exhibit 9: Water SDC Schedule

\ . Improvement Reimbursement Compliance Calculated
Meter S5ize  MCE Ratio

Fee Fee Fee Full 50C

3/4" 1.00 5 4,682 § 525 § 396 | § 5,603
1" 1.67 7,804 274 661 9,339
15" 3.33 15,608 1,749 1,321} 18,678
ra 5.33 24,972 2,798 2,114 29,885
3" 10.67 49,944 5,296 4,229 59,7639
a" 16.67 78,038 8,744 6,607 93,389
6" 33.33 156,075 17,489 13,214 186,779
g8 53.33 249,721 27,982 21,143 2198 846
10" 76.67 358,973 40,225 30,393 | 419,591
1" 168,75 790,132 88,538 66,898 945,567

The City’s wastewater utility assesses wastewater SDCs in a scaled rate schedule segmented by
house size. This approach is based on — and designed to be consistent with — the approach proposed
by Clackamas County Water Environment Services (WES). To be consistent between the wastewater
and water utility, scaled water SDCs have been calculated as well. In Exhibit 10, equivalent dwelling
units (EDUs) are applied to the calculated SDC based on house square footage. These would apply
only to homes with % water meters.

10
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Exhibit 10: Scalable SDC by House Size

Single-Family Residential
= 500 sqft (use ADU rate)
500-800 sgft
800-1,799 sqft
1,800-2,999 sqft
3,000-3,739 sqft
2 3,800 sqft
Accessory dwelling unit [ADU)

060 %
0,70
0.90
1.00
110
1.20
0,60

Max.

EDUs Water SDC

3,362
3,922
5,043
5,603
6,164
6,724
3,362

Source; 2021 Water Environment Services Rules and Reguiation

% FCS GROUP
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Section Ill. IMPLEMENTATION

This section addresses practical aspects of implementing SDCs and provides a comparison with
relevant jurisdictions.

IIILA.  INDEXING

ORS 223.304 allows for the periodic indexing of SDCs for inflation, as long as the index used is:

(A) A relevant measurement of the average change in prices or costs over an identified time
period for materials, labor, real property or a combination of the three;

(B) Published by a recognized organization or agency that produces the index or data source
for reasons that are independent of the system development charge methodology; and

(C) Incorporated as part of the established methodology or identified and adopted in a
separate ordinance, resolution or order.

In accordance with Oregon statutes, it is recommended that the City use the Engineering News-

Record (ENR) Construction Cost Index (CCI) — Seattle as the basis for adjusting SDCs annually.
ENR does not have a comparable Oregon-specific index.

lI.LB. COMPARISONS

This section provides comparisons for the City’s current and proposed water SDCs against those of
comparable jurisdictions. As shown in Exhibit 11, the current charge puts the City at the very bottom
of comparable jurisdictions. If the water SDC is implemented as proposed, the City will move above
a few jurisdictions.

Exhibit 11: Water SDC Comparisons
West Linn 5 15,385
Oregon City 13,967
Wilsonville 12,089
Tigard 10,853
Beaverton 10,329
Gladstone 9,986
Lake Oswego 9,571
Sherwood 9,544
Tualatin 8,290
Milwaukie (proposed) 5,603
Gresham 5,603
Portland 4,563
Milwaukie [current) 2,197
Source: FCS Group Survey (7/12/23)
Assumes 5/8" meter
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APPENDIX A — IMPROVEMENT FEE COST

BASIS

Exhibit 12: Improvement Fee Cost Basis

M3 Project Ouiside  SDC-Eligible
E
sDC Eligibility

325,368

$ - 8 =
325,368 - 72,522
271,140 - 60,435
325,368 0.00% = -
406,710 2.9% - 80,652
65,074 0.0 - L
65,074 0.00% - -
65,074 0.00% - -
65,074 0.00% - -
65,074 0.00% - -
108,456 .00 - -
132,316 a09% - 29,452
1,735,795 22.29% - 386,782
1,735,295 22.29%, - 385, 7E2
1,E35,774 9% LEIS,TTY -
7,049,637 73.33% - 5,169,734
650,736 L0 - -
325,308 L0 - -
1,626,839 0.00% - -
1,300,471 A043% - 526,120
1,300,471 55.25% - 719,063
105,202 22.29% - 23,449
1,129,345 22.29% - 251,856
554, 264 2.29% = 123,541
03,677 2.09% - 67,687
136,112 OO0 . 2
759,354 23.29% - 168,254
273,309 0.00% - -
260,077 0.00% - -
310,943 Q.00 - -
1,537,023 22.19% - 431,796
1,077,338 [ - -
1,868,542 22.29% - 416,504
1,763,674 22.29% - 2E1,662
123,369 .00 - -
540,432 22.29% - 142,747
47,612 .00 - -
47.61% .00 - s
82,969 0.00% - -
128,900 0.00% - -
2,356,780 22.29% - 527,535
BAE,TTE .00 - -
118,434 0.00% - -
1,473,314 22.19% - 328,402
554,427 .00 - -
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(Improvement Fee Cost Basis — Continued)

21,040

287,734

226,673

95,712

136,112

48,751
111,222

95,712
303,677
120,758
363,761
125,050
215,339
286,758
93,83
10,009

o1, 862
124,670
170,005
284,155
314,522
90,353
124,724

348,144
95,441
1,223,383
108,456
488,052
1,084,559
7,140
216,912
325,368
108, 456
135,570

THitnHn g

BEERREEEENEEED

BRERBREREE
BYUEGES
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- 108,783
. 241,739
= 60,435
- 48,343
- 72,522
- 24,174

$ 49,962,874

$ 2805774 5 11,635,069

Source: X021 Wirter Systerm Master Plar, Cify staff
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