AGENDA REPORT

SUBJECT: Stormwater Improvement Financing Options:
Stormwater Utility

PREPARED BY: Katherine S. Janega, Village Attorney
REF: August 2, 2011 Council Agenda, pp. 26 - 39
DATE: August 11, 2011

Introduction

At the August 2, 2011, regular Council meeting the Council received a comprehensive
report on the storms of July 22-23, and on possible infrastructure improvements. Part of that
report included preliminary information on the Village’s options for financing stormwater
improvements. (August 2, 2011, Agenda pp. 31 — 35) In the course of its discussions, the
Council requested further information on stormwater utilities.

Pursuant to that request, this memo provides a more detailed explanation of the nature,
purpose and legal structure of stormwater utilities, the procedural steps for establishing a
stormwater utility, and the policy issues that need to be decided along the way. In addition, this
memo also provides a table listing the advantages and disadvantages of the different financing
methods that were identified in the August 2 agenda materials.

Two other points should be noted at the outset. First, the purpose of this memo is to
provide the Council with more information, rather than to ask the Council to decide on a course
of action at this time. As the list of policy issues below discloses, there are other decisions to be
made, and more information to be gathered, before the Council will be in a position to decide
which of the financing options is most appropriate. Second, although any discussion of a
stormwater utility necessarily includes a discussion of all financing alternatives, this memo is
intended to provide detailed information only on the stormwater utility method, as requested by
the Council, rather than to recommend a particular financing method.

Discussion
1. What is a stormwater utility?

There are three general ways to define a utility: (i) by the nature of the commodity or
service provided, (ii) by the nature of ownership, and (iii) by the way in which they are
governed.

The functional concept of utilities is widely understood, because utilities touch our
everyday lives. The most familiar of the utilities are those that provide the service of delivering
a commodity to the customer, such as water, electricity, telephone service and natural gas. Less
familiar are the utilities that provide the service of removing products from the customer’s
premises. Stormwater utilities fall into this latter category, as do refuse services, and sanitary
Sewer services.
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Like the Village’s water, electric, refuse and sanitary sewer utilities, a stormwater utility
would be owned and operated by the Village. Like all municipal utilities (and unlike investor
owned utilities, which are subject to the Illinois Commerce Commission), a Village stormwater
utility would be governed and regulated by the Village itself.

More specifically, a Village of Winnetka stormwater utility would provide a mechanism
for funding capital improvements designed to protect properties within the Village through a
stormwater mitigation program that includes collecting, detaining and transporting stormwater at
controlled rates of flow so that it is ultimately deposited into its natural outflows in the Skokie
River and Lake Michigan.

2. What are the benefits of a stormwater utility?
There are two principal benefits to establishing a stormwater utility.

First, because the Village already provides the basic services that a stormwater utility
would provide, the primary benefit of establishing a stormwater utility is that it would create an
identifiable, predictable revenue stream that would be designated solely for the capital
improvements to the stormwater system. This dedicated revenue stream would enable the
Village to issue revenue bonds, making large sums of money available as necessary to fund
large-scale improvements to the existing stormwater management system, while allowing the
debt to be paid down over time as the system is used.

Revenues of the stormwater utility would be deposited into a new enterprise fund that
would be created solely for the stormwater utility. This enterprise fund would operate in the
same manner as the Village’s four other enterprise funds, which manage and account for the
revenues and operating costs of the Village’s water, electric, refuse and sanitary sewer utilities.
(Currently, the operations of the existing stormwater infrastructure is funded through property
taxes and is accounted for in the Village’s General Fund.)

Second, as with the other enterprise funds, user fees would be developed to fund the
stormwater utility. User fees would be designed to provide an equitable measurement of the
impact that each property in the Village has on stormwater flows. Because user fees would
apply to all properties, regardless of their tax status, creation of a stormwater utility is generally
regarded as a more equitable means of funding major stormwater management improvements.
(User fees are discussed in greater detail in point 4, below.)

3. How is a stormwater utility established?

From a procedural standpoint, establishing a stormwater utility is a straightforward
process, as the Village’s home rule status enables it to create a stormwater utility by enacting an
ordinance. The ordinance would add a new chapter to Title 13 of the Village Code, which
contains the chapters that establish and govern the Village’s water, electric and sewer systems.
(The Village’s refuse removal system is governed by Chapter 8.16 of the Village Code, which is
part of the Village’s health and safety regulations.)

Drafting the actual ordinance establishing a stormwater utility requires considering the
purpose of the ordinance as well as the nature and extent of the improvements. For example, the
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stormwater utility provisions in some Illinois communities include not only the basic utility fees
and billing provisions, but also construction, development and usage regulations pertaining to
storm drainage and floodplain management infrastructure, which makes for a lengthy, complex
ordinance. Other Illinois municipalities, such as Highland Park, have focused simply on creating
the stormwater utility fee, stating the purpose of the fee, and establishing billing and collection
procedures. For such municipalities, the development, storm and floodplain regulations are
found in other locations in their municipal codes.

Winnetka’s floodplain regulations (Chapter 15.68) are part of Title 15 of the Village
Code, which governs all of construction and property development. Because there would be no
need to develop a new regulatory scheme for stormwater management, Winnetka’s new Code
chapter could be as simple as Chapter 13.12, which governs the Village’s sewer system. (See
Attachment 2)

4, Who would run the stormwater utility?

As with the Village’s other four utilities, a Village stormwater utility would be governed
by the Village Council and operated by Village employees. No separate governing entity would
be required. As noted above, the governing policies of the stormwater utility would be defined
in the Village Code. The Department of Public Works, which also includes the Village
Engineer, would continue to be responsible for the day-to-day operations of the system.

5. How are user fees established?

Procedurally, user fees would be set by the Village Council, which would adopt an
annual rate resolution as it currently does for all of the Village’s other utility services. However,
the method of establishing the user fee is more complex than for the other utilities for, unlike the
water, electric, refuse and sewer utilities, which can meter the amount of product delivered or
measure the amount of waste removed or wastewater produced, a stormwater utility system
handles water that cannot be metered.

The most commonly used metric for establishing stormwater user fees is through
determining the intensity of development and impact of run-off by measuring impervious
surfaces, developing units based on average residential equivalents, and setting a base rate per
equivalent unit. The greater the impervious surface on a given parcel, the more equivalent units
it would have, and the greater the charge would be.

The foregoing paragraph is a very skeletal and simplistic description of the rate structure,
which requires engineering expertise to develop. However, the basic method is sound and has
been upheld in Illinois courts. See Church of Peace v. City of Rock Island, 357 11l.App.3d 471,
828 N.E.2d 1282, 293 Ill.Dec. 784 (3d Dist. 2005).

6. How does user fee financing compare with other methods of financing?

The several financing methods that were outlined in the August 2, 2011, fall into two
general categories: (i) “pay-as-you-go,” using available cash from general revenues and
accumulated surplus, and (ii) long-term financing, using some form of bond. These methods are
compared in detail in the table provided in Attachment 1 to this Agenda Report.
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7. What are the next steps?

It is necessary for the Council to gather additional information and address several policy
issues before establishing a stormwater utility system and fund. Those further steps and
decisions include the following:

Obtain further information from Village Engineer and consulting engineer on
engineering and cost estimates for stormwater system improvements.

Decide on scope and scheduling of improvements.
Determine cost of proposed improvements.

Obtain information from Finance Director and Village Manager on project financing
methods.

Determine amount of project to be financed through revenue bonds.

Obtain cost of service study and proposed rate methodology and structure from
Village Engineer and consulting engineer.

Obtain information from Village Engineer, consulting engineer and Village Attorney
on scope of regulation needed to manage proposed improvements.

Village Attorney to draft ordinance creating stormwater utility and resolution setting
rates, with assistance from Village Engineer and consulting engineer.

Adopt ordinance and resolution establishing stormwater utility and setting fees.

All of the foregoing decision points would be brought back to the Council for action as
indicated in the proposed Timeline provided by the Village Engineer, so the project can continue
to move steadily forward.

Reference Materials

The following materials are attached for the Council’s reference:

Attachment1  Table listing advantages and disadvantages of the different financing

methods for stormwater improvements

Attachment 2 Title 13 of the Winnetka Village Code, “Municipal Utility Services”

Recommendation:

Information only. No action required.
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Financing Stormwater Improvements
Comparison of Pay-as-You-Go (Cash)vs. Long-Term Financing (Bonds)

Financing Method:
NOTE:

Pay-as-you-go

The signature characteristic of the pay-as-you-go method is that cash is required for all transactions: if there is

insignificant cash to pay for an improvement as it is constructed, then the improvement cannot be made.

Source of Funds

Advantages

Disadvantages

Available Cash
Reserves

¢ Village has significant cash reserves
($17.23M), of which up to $5M could be
available

¢ No additional procedural steps beyond
normal budget, purchasing and contract
process

Village policy to maintain minimum of $11M
for fund balance (=6 months, per GFOA
standards)

Depletion of cash reserves reduces income
potential of those funds

Depletion of cash reserves leaves them
unavailable for other infrastructure projects
for which they were accumulated

Cash reserves are needed to meet
contingencies and emergencies

Cash reserves are insufficient to fund all
improvements under consideration

Higher cash reserves support Village's high
bond rating

Doesn’t allocate costs based on use of the
improvements

General Fund
Revenues

¢ No additional procedural steps beyond
normal budget, purchasing and contract
process

Stormwater improvements must compete
with all Village needs for fixed amount of
dollars each year

Amounts available may fluctuate year to
year, making it difficult to plan for large
scale project

Setting aside significant funds for
stormwater improvements would require
reducing amounts allocated to general
Village operations

Limited amount of funds makes it
impossible to fund other significant projects,
regardless of their importance

Doesn't allocate costs based on use of the
improvements

Dedicated
Revenues from
User Fees

e Compatible with normal budget, purchasing
and contract process

o Dedicated revenues protect availability of
general fund revenues for general
operations and more routine capital
expenditures

Fees may be insufficient to fund projects
immediately

Need to accumulate revenues to be able to
fund major projects can delay
implementation

Implementing projects immediately could
require prohibitively high fees
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Financing Stormwater Improvements
Continuation of Comparison of Pay-as-You-Go (Cash)vs. Long-Term Financing (Bonds)

Financing Method: Long Term Financing

NOTE: Long term financing with bonds has three primary characteristics. First, it involves the borrowing of money that
is to be repaid over a long period of time. Second, the source of the money is derived from the sale of bonds.
Third, there must be an identified, long-term source of revenue sufficient to pay off the bonds as they become
due.

Source of Funds Advantages Disadvantages

Bond Proceeds in NOTE: The following advantages apply to all | NOTE: The following disadvantages apply to

General bond financings, regardless of the type of all bond financings, regardless of the type
bond of bond
¢ Revenue Bonds
e General e Spreads costs over life of the e Structuring and marketing bonds adds
Obligation Bonds improvements additional costs: (e.g., financial services,

bond counsel, publication, bond ratings,

e SSA Bonds e Maintains cash reserves, allowing cash to bond sale, etc.)

be invested and generate returns

e Takes advantage of Village's high bond
rating

e Takes advantage of current market's low
interest rates

General Obligation e Combination of Village's Aaa bond rating e May increase property taxes
Bonds and historically low interest rates create .
unique opportunity for spreading costs over | ® A" taxable properties pay, regardless of
time impact on system
e Debt service is part of annual budget and ¢ No funds collected from tax exempt
tax levy process properties

¢ No additional Village administration
required because taxes are billed and
collected by Cook County

e Potential deductions from income taxes

e Home rule status eliminates need for
referendum to increase property taxes

¢ Alternative minimum tax rate may remove
availability of income tax deduction
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Financing Method:

Financing Stormwater Improvements
Continuation of Comparison of Pay-as-You-Go (Cash)vs. Long-Term Financing (Bonds)

Long Term Financing (Cont’d)

Source of Funds

Advantages

Disadvantages

Revenue Bonds

Repaid through stormwater utility rates (i.e.,
user fees) imposed on all properties served
by the utility

User fees can be collected from tax exempt
properties

Home rule powers allow stormwater utility
to be created by ordinance

User fees are set based on types of impact
on the system (e.g., amount of impervious
surface) rather than on property values

Rates and fees can be set on a systemwide
basis, rather than by geographic areas for
individual projects

System accounting is the same as for water
and electric utilities

Does not require meter readers

Dedicated revenues protect availability of
general fund revenues for general
operations and more routine capital
expenditures

Requires creating stormwater utility for
collection of revenues

Requires setting user fees, which initially
requires technical assistance to determine
revenue requirement, measure impact of
properties on system, and establishing
classifications of fees

Requires Finance Department to create
additional customer account records, plus
billing and collection procedures

Additional burden on Finance Department
Staff

Special Service
Area Bonds

Repaid through property tax levy only on
areas served

Different areas can be created, based on
benefits received

No additional Village administration
required because taxes are billed and
collected by Cook County

Dedicated revenues protect availability of
general fund revenues for general
operations and more routine capital
expenditures

Requires separate special service area for
each project area

Process includes publication, public
hearing and post-hearing waiting period to
allow for backdoor referendum petitions

Referendum petition delays implementation

Referendum vote could result in
cancellation of project

Increases property taxes in assessed areas

May be additional layer of tax on top of
existing SSAs:

SSA 3 (Trapp Lane),

SSA 4 (Locust-Rosewood Alley),

SSA 5 (Rosewood-Glendale Alley)

No funds collected from tax exempt
properties
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