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MUNICIPALITY OF ANCHORAGE

INFORMATION MEMORANDUM
No. AIM 4 -2008

Meeting Date: January 22, 2008

From: Mayor

Subject: Information Concerning a Proposed Alternative Methodology for Levying Water and
Sanitary Sewer Assessments Created by Main Line Extension

Alaska State Statute 42.05.385 and AMC 19.80 and 19.90 mandate that when a sanitary sewer or
water main extension will create, or has the potential of creating, any charge or assessment against
the adjacent property, the main extension may not be constructed unless the legislative body, of each
municipality through which the extension passes, has approved the extension.

The Anchorage Municipal Assembly has asked the Anchorage Water and Wastewater Utility (AWWU)
to validate the fairness and equity of AWWU’s current Levy-Upon-Connection (LUC) assessment
method. These concerns are only for projects where an alignment is chosen by AWWU for the benefit
of utility infrastructure and consequentially provides frontage to previously unserved parcels. Concerns
are focused on the perception that pending estimated LUC assessments are liens against properties
that may negatively impact property values. Additionally that LUC assessments are unfair because
large lots pay a larger amount of the project cost than smaller sized lots, or lots with minimal frontage
to the improvement.

To address Assembly concerns the AWWU Authority Board formed a LUC Alternative Review
Committee. The Committee has been tasked with the development and implementation of an
alternative methodology for levying assessments on utility driven projects. The LUC Alternative Review
Committee proposes that development of a new alternative methodology will require input from the
AWWU Authority Board, the Anchorage Municipal Assembly and the Regulatory Commission of Alaska
(RCA) through individual work sessions. The alternative methodology will be implemented upon
modification of Anchorage Municipal Code and-the Anchorage Water and the Anchorage Wastewater
Tariffs approved by the AWWU Authority Board, the Anchorage Municipal Assembly and the
Regulatory Commission of Alaska.

At this time AWWU has developed a frame work for the proposed alternative methodology for levying
water and sanitary sewer assessments. The attached paper “Evaluation of LUC Alternatives:
Recommendation for a Phased Levy Methodology” contains detailed information concerning the
proposed alternative methodology. The proposed alternative is an adaptation of the current LUC
program, however provides for phased Levy-Upon-Connection assessments. A phased LUC
methodology will address existing concerns regarding equality due to lot size by initially levying an
“average assessable area” and reserving the balance of the entire parcel to be levied upon further
development. The new LUC alternative methodology introduces an allocation schedule based on
service (connect) extension size with the intent to maintain fairness and equity with respect to types of
development that occur upon properties subject to the LUC.

With the proposed alternative, single family residential connections will be initially assessed less than
multiple family developments. In order to reflect value of service received at the time of connection,
the alternative will determine the assessment based on the year of connection as opposed to the
current cap based on the year of completion.
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To satisfy the perception of estimated assessments as liens against properties the proposed
alternative will modify the process of filing estimated assessments with the District Recorder’s Office.
The new alternative will provide only identification of the affected parcels respective total benefited
area and a schedule defining assessment calculation methodology to be applied at the time of
connection.

AWWU has discussed the proposed alternative methodology for levying water and sanitary sewer
assessments with RCA staff. Prior to finalizing the new methodology input from the Anchorage
Municipal Assembly is requested by the AWWU Authority Board. Upon receiving Assembly input, the
AWWU LUC alternative review committee will evaluate the input and make final recommendations to
the AWWU Authority Board for approval. Subsequent to Board approval, AWWU will propose
modifications to the Anchorage Municipal Code, the Anchorage Water and Anchorage Wastewater
Tariffs and seek Assembly and Regulatory Commission of Alaska approval of the proposed
modifications.

THE ADMINISTRATION RECOMMENDS THAT PRIOR TO THE PUBLIC HEARING FOR AR
2007-291 AND AR 2007-292 ON February 26, 2008 AN ASSEMBLY WORK SESSION IS
HELD TO EXPLAIN AND DISCUSS THE PROPOSED ALTERNATIVE METHODOLOGY
FOR LEVYING WATER AND SANITARY SEWER ASSESSMENTS.

Prepared by: Anchorage Water and Wastewater Utility
Recommended by: Mark Premo, P.E., General Manager, AWWU
Concur: Denis C. LeBlanc, Municipal Manager

Respectfully submitted: Mark Begich, Mayor
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Executive Summary

The purpose of this paper is to describe a proposal for a new methodology to calculate estimated
assessments to property that benefits from an AWWU-driven improvement project such as a water
main or sewer main extension. The paper summarizes the existing methodology prescribed in
State Law, Municipal Code, Utility Tariff and AWWU practice, and outlines issues associated
with the current processes.

To address issues perceived as being unfair or creating undue burdens to properties who are not
interested in service, AWWU staff analyzed multiple options to the current approach. An
alternative approach was developed involving phased assessments of property affected by
AWWU-driven projects which balances potentially conflicting priorities, including the desire to
ensure cost recovery now available via Municipal Code, maintenance of public notice,
administrative burden, and most importantly, equity. to current and future ratepayers. The new
process offers AWWU the ability to correct existing perceived issues of inequity, unfairness and
undue burden on property who would benefit from public services fronting them; it also preserves
AWWU'’s ability to fairly assess property for the value public services provides.

A set of recommended steps leading to implementation are outlined. They include further review
of the alternative concept with interested policy makers from the Anchorage Assembly and
Regulatory Commission for Alaska staff, before finalizing the proposal. With finalization of the
proposal, the AWWU Board of Directors must approve it before formal introduction is made to
the Assembly, and ultimately the RCA for consideration.

1.0 Introductibn

The Anchorage Municipal Assembly recently voiced concerns regarding the fairness and equity of
the Anchorage Water and Wastewater Utility’s Levy-Upon-Connection (LUC) assessment
program specific to AWWU driven projects such as water interties, to complete system looping, or
transmission mains to provide large quantities of water to a given area. In such projects, AWWU
may select an alignment whereby a water or sewer main fronts property not currently served, and
the property owner has no desire or need to connect for service. This is in contrast to an
improvement district project, whereby property owners petition AWWU to create a district for the
express purpose of constructing public services.

To address Assembly concerns the Anchorage Water and Wastewater Utility (AWWU) Authority
Board formed the LUC Alternatives Review Committee. The Committee has identified primary
issues regarding the existing LUC assessment program.

* Property owners perceive pending (“estimated”) LUC assessments (associated with Utility
financed water and sanitary sewer mainline construction) as liens against property that may
negatively impact property values.



e Property owners perceive LUC assessments (associated with Utility financed water and
sanitary sewer mainline construction) based on the ‘benefited area’ methodology are unfair
because large lots pay a larger amount of the project cost than smaller sized lots, or lots
with minimal frontage to the improvement.

e An alternative methodology must provide a more equitable assignment of costs to all
ratepayers and not unfairly shift costs from one ratepayer to another. Ratepayers should
also be paying the value of service received at the time connection is made.

To address these concerns the LUC Alternatives Review Committee of the Board directed
AWWU staff to analyze alternative programs for allocating project costs to properties affected by
these utility-driven projects. After evaluation of the existing program, and multiple alternative
strategies, staff proposes an adaptation of the current LUC program to allow for phased Levy-
Upon-Connection assessments. In the following sections, we outline the existing program and
issues therein; describe a proposed alternative approach; and outline the legal, technical, and
policy issues which have been considered in developing an alternative to the existing situation.
Conclusions and Recommendations for moving forward w1th adifferent system of Phased Levy
action are also provided. ;

1.1  Existing Levy-Upon Connéc_tion Assessment Program

The current Levy-Upon Connection Assessment program was established to recover a portion of
the utility financed costs associated with water and sanitary sewer mainline construction. The
basic principle is that as water and sanitary sewer mainlines are constructed, these mainlines
provide the opportunity for service and therefore provide a benefit to parcels along the alignment.
As such, those parcels are responsible for a pro rata share of the project costs, provided however,
that costs will not be incurred until the property is connected. AWWU does not require connection
to the main, therefore when a:customer chooses to connect, it is treated as a petition for service
and the customer is assessed at that time.

Assessment Method: :

Each parcel subject to a LUC Water Assessment is assessed its pro rata share of the assessable
project cost of the improvement serving that parcel. A parcel’s pro rata share of the assessable
project cost of an improvement is the Project Rate multiplied by the benefited area of the parcel.

The project rate is equal to the lesser of the current LUC Rate or the Total Project Cost (less any
grants or capital contributions of others to the project) by the total benefited area.

The LUC rate is an established project rate, calculated considering the average project costs
associated with improvement districts assessed and levied in the preceding five (5) years.

The benefited area is the area of the parcel within one hundred fifty feet (150") of any boundary of
the parcel that is within or adjacent to the easement or right of way where the improvement is
located. A parcel whose total area is four acres or greater has its benefited area reduced by twenty
five percent (25%) to allow for future rights of way.



A water or sanitary sewer project seeking cost recovery through LUC assessments may not be
constructed until it has been approved by the Anchorage Municipal Assembly. Once the project is
approved by the Anchorage Municipal Assembly all estimated assessments are recorded against
benefited parcels. By Alaska State Statue AS 42.05.385 the estimated assessment is not a lien or
encumbrance against the parcel until levied.

Levy Process:
When a parcel owner petitions to connect to a utility financed water or sanitary sewer main with

an estimated assessment the assessment is then levied. At this time the assessment becomes a lien
or encumbrance against the parcel.

1.2  Issues Associated with Existing Program

Property owners who front an AWWU-driven project generally are supportive of the Utility’s
plans to construct capital improvements, in that they provide an area-wide benefit, such as
improved system reliability, redundancy, flow characteristics, etc. However, with the alignment
comes an “estimated” assessment. Estimated assessments are recorded against the property by
AWWU in order to provide timely information within the public domain as to future charges and
fees associated with connection to public services when a property actually begins to receive
service. S

Where property owners have no interest in securing service to the property, the “estimated”
assessment is sometimes viewed as a burden on the property. First, should the property owner
choose to refinance or enter into a property transaction, some financial institutions involved in the
transaction may request the estimated assessment be satisfied before the transaction can occur.
This is because under current Municipal Code, assessments, once levied following connection, are
subordinate only to property taxes in order of being satisfied. Even though this process results
only in an “estimated assessment”, the financial institution may desire that it be cleared so that the
institution has a better position in the event of foreclosure. Preliminary research conducted by
AWWU staff indicates about 50% of the primary local lending institutions desire to have
estimated assessments cleared from the property before closing a lending transaction, while major
secondary financial institutions (e.g., VA, HUD) will defer to the desires of the primary lender.

Second, depending on the configuration of parcels fronting a mainline alignment, it is possible that
adjacent lots which would receive the same service level (e.g., a single family residential
connection) will have estimated assessments that differ greatly in cost. For large lots, or for lots
with significant frontage to the main, the estimated assessment may be multiples of an equally
sized lot which has limited frontage, such as “flag lot”. The result is a perceived inequity in
charges between potential customers.

Third, property owners who front the main have claimed that the project purpose serves a wider,
more regional purpose (such as a system intertie) than just the properties fronted by the project,
and as such, do not derive all of the benefits associated with the project. As such, some property



owners believe the properties fronting the main should not have to bear the burden of paying some
or all the costs of the main improvement through the respective pro rata assessments of project

cost.
2.0 Phased Levy Upon Connection Program Overview
The new LUC program will:

2.1

Provide the opportunity to phase assessments on large lots by initially levying an “average
assessable area”, which is a calculated area based on parcels previously levied in recent
improvement districts, reserving the balance of unassessed benefited area to be levied upon
further development.

Maintain fairness and equity with respect to levels of developrnent by introducing an
allocation schedule based on service (connect) extension size.

Modify the use of LUC rates to determine the assessment based on the year of connection
as opposed to the current use in capping a project rate based on the year of completion, in
order to reflect value of service received at the time connection is made.

Modify the process of filing estimated assessments with the District Recorder’s Office,
providing only identification of the affected parcels, respective total benefited area of each
parcel and a schedule defining assessment calculatlon methodology to be applied at time of
connection. :

Program Description’

This program alternative has the :fo‘llowing eleménts:

Properties that front a main:to be constructed under AWWU’s Capital improvement
program will be compared against an “average improvement district area”, representing an
average of the lot sizes from'those properties recently assessed for improvements. If a
property is larger than the average improvement district area lot, then the property will
only be assessed for the average area, not its actual area. If the property is less than the
average improvement district area lot, estimated assessments will be calculated on the
basis of actual area. The attached Figure 1 and Table 1 illustrate the effect of this
calculation on estimated assessments for a typical project.

Properties will have applied to it a LUC rate for the year of connection.

Estimated assessments will be calculated as the product of area and LUC rate.

Estimated assessments will only be levied when a property is connected.

Recording of the estimated assessments will occur as done today; however, the format of
estimated assessment will be modified from present practice. Whereas estimated
assessments are now ordained by Assembly Ordinance in a manner nearly identical to that
of actual levy action, this program proposes to provide a schedule of charges that reflect
the new program vs. a definitive dollar estimate.



¢ As property further develops, future additional connections to a property will result in
further assessment. This requires properties of the average improvement district area lot
size to be tracked and assessed areas monitored against future development so as to ensure
proper calculation of future areas for assessment.

e  AWWU will create a scale in which Line sizes will be a factor in calculating estimated
assessments. The scale will factor connection size between that required of single family
residential (1-inch) thru 12-inch (anticipated largest pipe size required of any single parcel)
affected by the program. The scale will be reflective of the value received for service line
size.

¢ To ensure equity and fairness between property already affected by estimated assessments
under the current methodology ( i.e., those already subject of prior Assembly Ordinance
action) with those affected by the new program, AWWU proposes to provide a look-back
period. The look-back period will exist for 36 months following implementation of the
new methodology. During the look-back period, AWWU will honor past Ordinance
actions involving estimated assessments calculated under the former procedure, allowing
properties to connect at the rates in effect when estimated assessments were ordained. At
the conclusion of the look-back period, said property will be subject to the new
methodology, including the provisions of average lot area and year of connection.

e Tracking of estimated assessments using existing information technology tools will
continue, with only minor modifications. This will ensure that the administrative costs of
tracking estimated assessments will not be excessive. .

¢ The methodology of calculating Improvement Districts assessments will not change.
Where individuals desire AWWU to implement projects to specifically benefit certain
property, the current methodology of assessmg prOJect costs to benefited property will
remain.

2.2 Issues address by New Program

The proposed implementation addresses issues raised by affected property owners, as outlined
above, such as:

1) Size/Shape of Parcel - the perceived inequality that a large lot, or two lots with differing
frontages pays different assessments than a small lot even when they both have similar
structures such as a single family home. This methodology addresses this issue by first
calculating the average assessed area on recent improvement districts. The formula used to
calculate the assessment is the LUC rate times the lesser of the total assessable area or the
average improvement district assessed area.

2) Magnitude of Development — the perceived inequality that if two large lots in the same
project are developed in different manners, e.g. one is a single family home and the other a
site-condominium development, a multi-family apartment building or a large commercial
development with sprinkled fire protection. AWWU proposes to affect the assessment
amount based on service extension size. For equally sized lots, a single family residence
connected to the main with a 1-inch diameter service will pay a lesser amount than a site-
condominium development requiring a larger main.






