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1. Other Action Item No. 8(c)

Motion to adopt the staff recommendation related to the annexation by the City of
Kirkland of the Bridle View Development and transfer of water service customers from

the City of Redmond to Kirkland. —




Iltem No. 8(c)
August 26, 2009

AGENDA MEMORANDUM

SUBJECT

Motion to adopt the staff recommendation related to the annexation by the City of Kirkland of the
Bridle View Development and transfer of water service customers from the City of Redmond to
Kirkland.

BACKGROUND

In late 2008, the Kirkland City Council was asked to consider a proposed annexation of the
Bridle View Development and Snyder’s Corner Park. The existing homes are currently part of
the City of Redmond'’s water service area. However, upon annexation, responsibility for water
service will be transferred from Redmond to the City of Kirkland. Redmond began providing
water service to this area when the Cities of Bellevue, Kirkland and Redmond assumed the
Rose Hill Water District. The 52 customers involved were included in the customer base of
Redmond as a Founding Member.

While the shifting of the 52 connections results in growth to one Member and reduction to
another Member, this shifting between Cascade Members does not result in a new development
or capital costs of growth. This transfer does not increase demands on the Cascade Supply
System or increase Cascade'’s total Supply Commitment to its Members.

FISCAL IMPACT

None.

OPTIONS

1. Adopt the staff recommendation for implementation of the RCFC Methodology with
regard to the Bridle View Annexation.

2. Do not adopt the staff recommendation for implementation of the RCFC Methodology

with regard to the Bridle View Annexation and provide alternate direction.

RECOMMENDED ACTION

Adopt the staff recommendation for implementation of the RCFC Methodology with regard to the
Bridle View Annexation

ATTACHMENTS

Memorandum dated August 13, 2009 from Chuck Clarke to the Board. —







Attachment

-
CASCA

E MEMORANDUM

WATE ALLIANCE
DATE: August 13,2009
TO: Cascade Board of Directors
FROM: Chuck Clarke
CC: T.C. Richmond, GordonDerr
SUBJECT: City of Kirkland Proposed Bridle View Annexation
BACKGROUND

In late 2008, the Kirkland City Council was asked to consider a proposed annexation of the
Bridle View Development and Snyder’s Corner Park. The annexation area is located on the east side
of 132nd Avenue NE and the south side of NE 70t Place and is comprised of 54 residential lots (52 of
which have existing residential homes and two are vacant). The annexation is moving through the
Boundary Review Board and could be effective as early as September 1, 2009.

The existing homes are currently part of the City of Redmond’s water service area.
However, upon annexation, responsibility for water service will be transferred from Redmond to
the City of Kirkland.

Redmond began providing water service to this area when the Cities of Bellevue, Kirkland
and Redmond assumed the Rose Hill Water District. The 52 customers involved were included in
the customer base of Redmond as a Founding Member.

ISSUE

What does the Cascade Interlocal Contract provide regarding offset of RCFC payment by
Redmond and RCFC payment by Kirkland when the 52 connections are transferred from the
Redmond to the Kirkland system following annexation?

ANALYSIS
Section 5.5 of the Cascade Interlocal Contract (the Interlocal) provides (in part):

To allocate growth costs to those Members that require capacity increases,
each Member shall pay to Cascade an RCFC for each new CERU connected to
its water distribution system.

“RCFC” means “the charges to each Member for new CERUs connected to that Member’s water
distribution system.” “CERU” means equivalent residential units. Under the Interlocal, the method
of determining the RCFCs and for calculating CERUs is called the “RCFC Methodology.” By
definition, the Interlocal states that the RCFC Methodology is to be adopted by the Board in
accordance with Section 5.5. Section 5.5 states that the RCFC Methodology shall:
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[D]efine the analytical steps required to calculate the RCFCs according to the
greater of: (a) the incremental difference between the average unit cost of
expanding the system (i.e., the marginal cost of new capacity) and the
average unit cost of the existing system; or (b) the average unit cost of past
construction of the existing system plus then-planned Supply System
improvements. The methodology shall provide for an annual escalator,
recalculation and update not less frequently than every fifth year, and a
methodology for determining CERUs. The RCFCs shall be imposed on the
Member for each new CERU of that Member in accordance with the terms of
this Contract. Amendments to the RCFC require a 65% Dual Majority Vote.

The current RCFC Methodology was adopted by the Board in 2006 and is attached. This
Methodology evidences the Board’s intent with regard to the RCFCs to allocate Cascade’s growth
costs among the Members. Section 1.1 provides (emphasis added):

The Regional Capital Facilities Charge (RCFC) Methodology provides a

mechanism for the recovery of growth-related costs from Member agencies

experiencing growth. The general objectives of the RCFC-methodology

include:

* Recovery of capital costs in excess of average system capital costs.

* Recovery of a minimum share of capital costs commensurate with a pro
rata share of system investment.

* Equitable allocation of capital costs to new customers.

Section 2.1 provides (in part with emphasis added):

The purpose of the Cascade Equivalent Residential Unit (CERU)
methodology is to establish an equitable estimate of system demand which
can be used for the allocation of capital costs to the new development.

In a simplistic view, the remainder of the RCFC Methodology is premised on principle of covering
the cost of the capital costs of growth.

Under the RCFC Methodology, no offset of RCFC payment by Redmond and RCFC payment
by Kirkland would occur when the 52 connections are transferred from the Redmond system to the
Kirkland system. Although the shifting of the 52 connections results in growth to one Member and
reduction to another Member, this shifting between Cascade Members does not result in an new
development or capital costs of growth. This transfer does not increase demands on the Cascade
Supply System or increase Cascade’s total Supply Commitment to its Members. While there is
actual growth within one Member, the addition of 52 connections is not the type of growth
contemplated by the RCFC Methodology.

In addition, the 52 connections were included in the customer base of Redmond as a
Founding Member receiving a Full Supply Commitment from Cascade. Kirkland also received a Full
Supply Commitment from Cascade as a Founding Member. Thus, consistent with Section 5.5,
neither Founding Member paid RCFCs for these customers.

Section 5.5 also provides: “Members that experience a net reduction in number of CERUs
served shall receive a CERU-for-CERU credit against future RCFCs.” This language must be read in
the context of the entire Section as interpreted by the RCFC Methodology. RCFCs are intended to
provide a mechanism for allocation of growth-related capital costs and CERU increases and
reductions are used as the unit of measurement for that allocation. As in this case, where a
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transaction results in no total increase or reduction in (1) CERUs, (2) demand on the Cascade
Supply System and (3) Cascade’s Supply Commitment to its Members, there is no affect on capital
costs. While there may be a financial transaction to be conducted between the two Members to
account for the reduction and increase, the RCFC Methodology is not triggered.

RECOMMENDATIONS

1. Itis recommended that the RCFC Methodology be implemented in the following manner
with regard to the Bridle View Annexation:

Kirkland and Redmond enter into appropriate agreements to affect the transfer of water
service customers in the Bridle View area from Redmond to Kirkland.

The total 2009 CERUs for Kirkland and Redmond will be adjusted to account for the
transfer of Bridle View customers as of the effective date of the transfer.

2009 Member Charges determined by CERUs (Administrative Dues and Conservation
Charges) for Kirkland and Redmond will be adjusted to reflect the adjustment in CERUs
and be prorated from the effective date of the transfer. Such adjustment to be taken as a
one-time surcharge (for Kirkland) or credit (for Redmond) against the applicable 2010
Member Charges.

Adjusted CERUSs for Kirkland and Redmond will be used for calculation of 2010 Member
Charges.

Kirkland will not be charged RCFCs for the transferred customers and Redmond will not
receive RCFC credits for the transferred customers. Redmond’s 2008 Water Audit will
be reviewed to determine if any adjustments are required to Redmond’s Independent
Supply Production Requirements or available RCFC Credits.

The demand history for Kirkland and Redmond for 2005, 2006, 2007 and 2008 will be
adjusted to reflect the transfer of water service customers, utilizing the Cascade
standard demands for CERUs.

The 2009 Demand Share calculation and associated charges for Kirkland and Redmond
will be recalculated utilizing the three year rolling average demand (for 2005, 2006 and
2007) as adjusted for the transfer of water service customers, prorated (using the
Cascade monthly invoicing pattern) to the effective date of the transfer of customers,
such adjustment to be taken as a one-time surcharge (for Kirkland) or credit (for
Redmond) against the applicable 2010 Demand Share Charge.

The 2010 and 2011 Demand Share calculation and associated charges will be calculated
using the three year rolling average demand (for 2006, 2007, 2008 and 2009 as
appropriate) as adjusted for the transfer of water service customers.

2. Cascade staff, in consultation with its financial and legal consultants, will review the RCFC
Methodology and, if necessary, recommend an amendment to the RCFC Methodology to
expressly address the transfer of CERUs from Member to Member.







