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Water Standing Committee Preliminary Recommendations

Regarding FY 10-11 PWB Budget/Rate request 
Mike Crean, Dave Johnson, Lila Wickham

February 18, 2010

Preliminary Recommendation # 1:  Recommend that Portland Water Bureau and Bureau of Environmental Services budget $400,000 in FY ’11 for the performance of an externally conducted Business Practice Assessment of core water/sewer service delivery and associated support services work practices. This Assessment would determine relative competiveness to proven industry best practices. It would identify areas where dramatic improvements in cost can be achieved through reenginieering of current work practices around industry best practices. 
Disscussion/ Background:
Five Year Rate Forecast Requires Mitigation Strategy  
· The Portland Water Bureau (PWB) is proposing a 12.9 % rate increase for FY ‘11 and a 13.5% rate increase for each subsequent year in the Five Year Financial Plan
· The annual bill for a typical PWB residential customer is expected to more than double by FY 2015
· Two biggest cost drivers in operating budget are debt service and personal services
· Five year budget forecast needs a financial “counterweight” to help offset projected rate increases
· Ratepayers have a right to expect that current revenues are being used to fund operations that are competitive with industry best work practices
 External Business Practice Assessment  
· Traditional benchmarking with public peers often does not reveal industry best practices 

· An external Business Practice Assessment (BPA) of PWB and BES core water/sewer service delivery and support services work practices can determine relative competitiveness to industry best practices

· BPA would identify areas where dramatic improvements in cost and service delivery can be achieved through reengineering of current practices around best practices

· Attrition rates can be utilized to implement reduced staffing without layoffs or service degradation 

· Public utilities have successfully utilized this approach to achieve significant improvement in controllable costs in a relatively short time frame (less than five years) and are well documented.

Preliminary Recommendation # 2:  Recommend a $200,000 addition to the PWB & BES budgets (split in proportion to their total overall budgets) to hire a consultant(s) to report back on best practices for the approval process on public utility rate setting and to make recommendations for the processes that would be the best match for Portland.  This consultant would report to a steering committee chaired by a member of PURB and including as an ex-oficio member a person from the City Auditor’s staff.

In addition we request that the City Auditor’s Office consider undertaking an audit of BES & PWB spending trends to determine the financial extent and purposes of any spending unrelated to the delivery of utility services to rate paying customers.

Disscussion/ Background:

Facts motivating this recommendation:

The current system for setting water & sewer budgets and rates lacks effective checks and balances.

The same group (the city council) 

· generates the budget; 

· approves the budget; 

· can divert rate revenue for other, unrelated, city projects, and 

· has unlimited authority to raise rates to match the desired spending of a utility monopoly.

Diversion of rate revenue for projects that are unrelated to the delivery of utility services has been a long term concern of the PURB.  See the attached 2006 recommendation from the PURB on this topic.

Some recent examples of PWB spending rate revenue for projects that are unrelated to the delivery of utility services:

· $500K+ each year for maintenance of park fountains & downtown bubblers.

· Over $15M in bond funded work for PDOT projects involving MAX and the Streetcar over the last decade.

· Excessive (7.5%) license fee.  Now gradually being lowered to 5%.  But why is any license fee fair when the revenue is being used for unrelated city spending?

Some recent examples of media reports on proposals from city commissioners to spend rate revenue for projects that are unrelated to the delivery of utility services:

· Using utility rate revenue to fund the Bicycle Master Plan.

· Using utility rate revenue to fund college scholarships for impoverished youth.

Conclusions:

The current system for setting water & sewer budgets and rates has the systemic problem that it lacks effective checks and balances.  This situation is made even worse by Portland’s commission form of government where each commissioner directly oversees a portfolio of city bureaus.  The upside is that commissioners have more freedom to innovate.  The downside is that there is minimal oversight of bureau operations by the other commissioners.  

In our opinion this is a severe shortcoming when considering the utility bureaus because the commissioners have unlimited authority to raise rates to match spending for those bureaus.  After noting that the PURB has unsuccessfully tried to deal with this issue in the past, we are now convinced that the current system cannot ensure that water services are provided to consumers at just and reasonable rates.  We believe all of our concerns also apply to how the council handles BES.  However, because we are the water subcommittee of PURB we have much deeper awareness of the situation with PWB.

For these reasons we are recommending taking steps to move toward a new process, with substantial checks and balances, for establishing budgets and setting rates for PWB and BES.

