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The wastewater treatment plant now nder a2oastruction has been designed
to provide service for a population approximately 60 percent. larger than the
present population of Corvallis. Capital and overhead costs c® tre new
facility are therefore larger than they woul.d nave been for a smaller
facility designed to serve only the present population. As a consecuence,

il’ the sewer system is financed sclely by manthly rates, sewer charges must
initially be higher than if a smaller plant had deen constructed. Tventually
the annual charges with the large plant will be less than with & small clant
because total cests can be shared among the growing population that can te
served by the large plant.

Figure 1 presents estimates of the annial charge required on a per C&pi{E?“"
basis to cover capital and overhead costs for the lLarge and smell olants. The
large plant is =stimated to cost $8.8 millicn, the small plans $3.26 million.t
Non-capital overhead costs with the large plant are estimated to be $633,000

2)
but only #$533,000 with a small plant and no growth.® Inflation in overhead

lCapltal cost estimates were xinaly provided vy Mr. Alton F. Andrews,
Utilities Engineer, City of Corvallis.

-

“Estimates based on professional judgemsnt ani data presentzd in the
Bartie Wells Associates, Sewer Rate St.idy - Ziuy of Corvallis (October 1975),
pp. 16-21, especially Table 10.
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ccsts and popuation growth in Corvell{s ar: assumed tc be 6 and 3 percens
per year, respectively.3

Witn sewer service financed entirely by monthly rates, Figure 1 reveals
that the large plant involves higher initial costs but ultimately venefits
current regidents who remain in Cervall.is. Yor them th;rhigher initial costs
may be regarded as an investment to secure lower rates irn the future. Of
course, tine benefits of lower future rutes are small or non-existent for
current residents who die or move away from Corvallis,

7o determine whether the typical ~urrent resiient of Corvallis would
reap a net beneflt from the large plan., it Is necsssary to convers the
streams of future annual service charges in Figure 1 to a common frame of
reference called "present value." The deteramination of the present value
of zach stream of sewer charges 1s accomplished through the use of a discount
rate. The appropriate discount rate in this case is the product of the
effective interest rate on the City's sewer bonds [6.37 percent), the
estimated rate of Corvallis resident cut-migraticn (13.1 percent per year

over 1965-70), and the Corvallis death rate 4.8 percent in 1973).fL When this

3Conserva.tive estimates based on natiocnal forecasts and predictions
currently used in City planning.

l‘LOut—migraticm rate estimated frorm 2970 ZTensus data for the Corvallis
population 30 or more years old. This conservative procedure was adopted in
order to assure that the transitory college studen— population o Corvallis - ..._
would not impart an upward bias to my estimesed cut-migration rate and, hence,
the connection charge needed to equate Lhe present values of anticipated future
sewer charges with the large and small zlants., The death rate was ocbtained
fror the Benton County Health Departmenz.



discount rate {26.0 percent} was applied Lo the swo streams of charges in
Figure 1, the »resent value of the charges with <the large plant greatly
exceeded the present value of the charges acsociated with the small plant.
Therefore, if the sewer system with the larse plant is financed solely by
monthly rates, the typical current resident of Corvallis would te rather
heavily burdened by the costs of a large plsnt designed to serve future
grcwth ofjthe City.

If a monthly rate and a cne-timeccnnection charge were used to finance

the sewer system, monthly rates could se reluced. In fact, the connecticn

charge could be set at a level such that the present values of streams of

annua.. c¢harges with the large and small plants would be_equal. 7f this

were done, the typicsl current resident of Iorvallis would not be burdened

by the larger plant, and in one important sense growth would pey tor itself.
Accepting the cost estimates and assumrtions given above, I estimate

that a connection charge of $110 per capita would equate the dpresent values

of the streams of annual sewer charges ssscociated with the large plant to

serve growth and a small plant that could serve only the currert Corvallis

pepulation. The impact of this connection charge is shown in Figure 2. The

connection charge of $110 per person would reduce the monthly -harge to

assure that the typical current resident cof Corvallis bears no greater burden

with the large treatment plant than he [she; would have borne with a smalier

farility that could not nave accommedat2d growth in the City's population. 1In

addi+ion, since a newly introduced connection charge increases the value of

already connect=d properties by an amount azproaching the value of the connec-

ticn charge, the $110 per person connecticn charge would also provide the

owners of already connected properties with small capital gains when and if

trey sell their property.
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Therefore, I suggest that a2 connection charge of $110 per person would

mean that:

(1)

the typieal current user of =ihe Corvallis sewer system
would not be "taxed" by 21is monthiy sewer payments <c
support future City growth; and

the typical current user of bLhe sewer system would nct be
levying & "tax" on new develovment to reduce nis monthly
sewer payments below tne payments he wouid have made i
ne future growth occurred in zhe City of Corvallis.
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