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Oversight:     
Water Bills – how much progress has DEP made towards improving customer service, billing operations and collection performance?

On December 13, 2006, the Committee on Environmental Protection will hold an oversight hearing on how much progress the Department of Environmental Protection (DEP) has made towards improving customer service, billing operations and collection performance as regards water bills.

A. Background - Water and Sewer Systems

“New York City’s ability to provide a reliable source of water for its citizens has allowed it to grow and develop into a great urban center.”
  The City’s drinking water supply enjoys the reputation of being one of the most pristine public supplies in the world.  This supply is a critical resource for eight million New York City residents, approximately one million residents of Westchester, Putnam, Ulster, and Orange counties, and a multitude of others who work in and visit the City throughout the year.
   

The water system has a storage capacity of 550 billion gallons, consisting of a distribution system that is made up of an extensive grid of water mains stretching approximately 6,600 miles in total length.
  Approximately 1.4 billion gallons of drinking water is delivered each day from the City’s upstate surface water systems and an average of 33 million gallons per day from wells located in southeast Queens.
  The City’s surface (reservoir) water supply is primarily delivered from nineteen reservoirs (19) and three (3) controlled lakes within a 1,972 square-mile watershed, approximately the size of the State of Delaware,
 that extends 125 miles north and west of the City.
  This large watershed is comprised of two distinct sections - “West of Hudson”, also known as the Catskill/Delaware Watershed, and “East of Hudson”, also known as the Croton Watershed.  The Catskill/Delaware System, located in Delaware, Greene, Schoharie, Sullivan, and Ulster counties, west of the Hudson River, provides approximately 90% of the City’s surface water supply, while the Croton System, which includes twelve (12) reservoir basins in Putnam, Westchester, and Dutchess counties, east of the Hudson River, supplies the remaining 10%.
  Unlike other public water systems, “the City’s Water System is both economical and flexible.”
  “The water flows to New York City through aqueducts, and 97 percent reaches homes and businesses through gravity alone; only 3 percent must be pumped to its final destination.”
  Due to this fact, operating costs are relatively independent of power costs.  

The City's sewage is collected through an equally extensive grid of sewer pipes of various sizes, extending over 6,600 miles in totality. Almost all of the City's dry-weather sewage is collected by this system and processed by one of the City’s 14 sewage treatment plants, which collectively treat approximately 1.2 billion gallons of sewage a day.
 

B. DEP, the Municipal Water Finance Authority and the Water Board

The three entities that ensure the physical and fiscal integrity of the water and sewer systems are the New York City Department of Environmental Protection (“DEP”), the New York City Municipal Water Finance Authority (“Finance Authority”) and the New York City Water Board (“Water Board”). The DEP is charged with operating and maintaining the City’s critical water and sewer systems.  Approximately 95% of the DEP’s revenue stream is obtained through water and sewer rates incurred by consumers of the City’s drinking water supply, while the remaining 5% is tax levied.  The revenue collected by the DEP covers the operation, maintenance and other costs associated with the day-to-day workings of the City’s water and sewer systems.  The day-to-day workings include, among other things, the costs associated with security, property taxes paid to upstate communities on watershed lands, operating expenses, Federal and State mandates, interest payments on bonds, capital plans, water delivery and wastewater management.  



The Water Board and the Finance Authority were created in 1984 by a special act of the State legislature (known as the “New York City Municipal Finance Authority Act”).
  This Act governs the operating and financing relationship between the City, the Water Board and the Finance Authority.  Pursuant to the Act, the Water Board has the power to fix, revise, charge and collect and enforce the payment of all fees, rates, rents and other service charges for services furnished by the water and sewer systems to produce cash sufficient to pay debt service on the Finance Authority's bonds and to place the water and sewer systems on a self-sustaining basis.
 The Water Board consists of seven members appointed by the Mayor who serve two-year terms, with at least one member having experience in the science of water resource development.   

The Finance Authority is responsible for issuing bonds to fund the capital needs of the City’s water system.
  Pursuant to agreements between the City, the Water Board and the Finance Authority, the Water Board leases the water system from the City, sets the water rates and deposits the water rate revenue in a “lock box” for the benefit of the Finance Authority.  The DEP operates and maintains the water system for the Water Board and bills the water system customers on behalf of the Board.  The Water Board has covenanted to establish water rates sufficient to pay debt service on all outstanding Finance Authority bonds.  The proceeds of the Finance Authority’s bonds are used exclusively to fund the capital needs of the City’s water system. 

Every odd-numbered year, in accordance with Section 248 of the City Charter, the Mayor develops and publishes a ten-year capital strategy.  Included in this strategy are the capital expenditures anticipated for the DEP.  Almost all of these expenditures are related to the City’s water and sewer system.  The Mayor’s Executive Capital Budget includes the Mayor’s proposed capital expenditures for the ensuing fiscal year and the three years following.  When the Council adopts the Capital Budget in June, it is appropriating capital funds for the following fiscal year and approving the four-year capital program that includes the three years thereafter.  The Charter-mandated four- and ten-year planning processes recognize the need to plan on a long-term basis to provide funds for capital projects that are rarely completed within one fiscal year.  Because most capital projects take years to complete, the annual appropriation represents only a portion of their cost.  While, legally, the Council appropriation of capital funds encompasses only one year, in effect appropriating funds for one year of a multi-year project represents a level of commitment to complete the project and appropriate addition funds in future years.

Once contracts for capital projects related to the water system have been registered, the Finance Authority issues bonds, and the proceeds of the bonds pay for the costs of these contracts. The Water Board is required to set water rates at a level that is sufficient to pay all the principal and interest on the Finance Authority’s outstanding bonds.  As bonds for projects that are included in the annually adopted capital plan are not issued until projects are already underway, the current year capital program has little effect on the current level of water rates.   However, significant increases in capital spending on water projects over the course of the ten-year capital strategy will require additional bond issuances and - all other factors remaining equal -- will increase the Finance Authority’s debt service costs.  As debt service costs increase, so must the water rates to cover these costs.  Any significant increase in capital spending over time will therefore increase water rates not just over the course of the ten-year strategy but for the life of the bonds - generally a period of 30 years.  

C. Water Rates

As previously noted, the bulk of DEP’s revenue stream is obtained through water and sewer rates incurred by consumers.  The process by which these rates are adopted is as follows:


The New York City Water Board must adopt rates which will satisfy the revenue requirements of the System.


The Water Finance Authority projects revenue bond debt service on bonds issued after 1988 to finance water and wastewater capital projects and certifies the Fiscal Year amount to the Water Board.


The City Office of Management and Budget projects DEP’s operating and maintenance expenses and certifies the Fiscal Year amount to the Water Board based on the Mayor’s Executive Budget.


The City projects debt service on general obligation bonds to finance water and wastewater capital projects based on information received from the Office of the Comptroller and certifies the Fiscal Year amount to the Water Board.


The system’s consulting engineer must certify that expenses are reasonable and appropriate.


The Board must hold a public hearing in each borough of New York City.


At its annual meeting in May, the Board adopts an annual budget based on the system expenses that have been certified to it, and adopts a rate which will produce sufficient revenues to meet those expenses.

According to the Water Board, in establishing water and sewer rates, it seeks to achieve the following objectives:


Sufficient revenues must be raised and charges and other sources of revenue in order to satisfy the revenue requirements of the Water System and the Wastewater System.


Rates and charges should be equitable and fair, in the sense that charges levied on different users reflect, as closely as practicable, the costs incurred in providing water and wastewater services.


The rate structure, both present and long term, should provide a reasonably stable and predictable flow of revenue.


The rate structure should be relatively simple and easy to administer.


The rate structure should be understandable to the customer.


The rate structure should encourage water conservation.

In April 2006, the Water Board proposed a 9.4% increase in water rates for Fiscal Year 2007, and they adopted that proposal, following public hearings in each Borough, on May 12, 2006.
  This represents an increase of 4.8 percentage points above the average annual rate increase of 4.6% for the period extending from 1996 to 2006 (including the year 1996), or more than double the average increase for that period.
  The increase for FY 2007 also represents an increase of 3.8 percentage points over the increase previously predicted by the Water Board for FY 2007.
  And although the in-City wastewater rates remained at 159% of water charges, those costs also go up, of course, when the water charge goes up, representing additional extra costs to homeowners.

D. Water Bill Collection Rates

A range of matters lead to this significant increase in water rates, including increases in energy and energy-related costs, higher watershed property taxes, and other factors that are largely beyond the power of the City to control.  But a significant factor in the increase was lower-than-expected increases in collection efficiency and collection of delinquent monies owed on water bills.
  A number of factors, discussed below, contributed to this collection under-performance, and it is the purpose of the oversight hearing to seek to understand to what degree these factors have been, or are being, rectified by DEP.

In 2005, DEP and the Water Board established a goal of improving the collection of current and past-due accounts such that, through the year 2010, DEP would collect $50 million in one-time revenues per year.  Although collection rates increased for FY 2006 by several percent, the total in dollar terms was close to $20 million, far short of the $50 million goal.  Based on these results, the Water Board adjusted their predictions of future collection rates to approximately $15 million per year, instead of $50 million.

DEP has identified a number of causes for their collection shortcomings.
  First, the DEP relies too heavily on estimated bills, as opposed to bills based on the actual reading of meters.  This problem occurs primarily because of blocked meters and not lack of access to homes.  According to the DEP Commissioner’s testimony, most large cities read approximately 95% of their costumer’s meters, while NYC only reads about 85% of their costumer’s meters.
  In addition, some cities have installed new technology that allows for readings to be done electronically, which makes estimated bills nearly non-existent and has lead to decreases in costumer calls by up to 60%.

According to the Commissioner of DEP, the agency plans to address this problem in a number of ways.  First, the City plans to experiment with the new technology described above, although this approach requires relatively more time to implement than other measures.  Next, DEP plans to build incentives into their contract with Con Edison, who actually reads meters for the City, to encourage a collection rate above 90%, and DEP will send out their own meter experts to follow up on “unreadable” meters.  Last, DEP would hire a company to analyze and solve problems related to on-going non-readable meters.


A second factor contributing to lower-than-expected bill collection rates, according to DEP, was problems with the bills themselves.  First, many bills are sent to the wrong address.  Second, bills are difficult to read and understand, a problem that, among other things, masks problems such as hidden leaks so that additional water gets wasted and customer’s bills suddenly are extremely high.  Again, DEP has committed to improving its bill design immediately, while the Department of Finance and other agencies are working on updating mailing addresses.


According to the Commissioner’s testimony, a third and final problem area related to bill collecting concerns inadequacies at the customer call center.  Extremely long peak call waiting periods due to lack of staff, an inability of staff to answer most questions or solve problems, and poor management structure all exacerbate bill collection problems and frustrate costumers trying to understand their bills, pay their balances, or otherwise engage the DEP.  According to the Commissioner’s testimony, Deputy Commissioner Joseph Singleton has been given the task of hiring and training staff to decrease call times and increase information reaching costumers who call, as well as establishing clearer lines of responsibility.  DEP will also improve its web site to make it more useful and work on major customer service problems related to working with groups of customers such as owners of affordable housing.


The DEP Commissioner has been clear on her commitment to address these and related problems so that bills are clear and fair and conflicts are resolved quickly.  As she stated in her testimony at the Environmental Protection Committee’s May 18, 2006, Hearing on the FY 2007 Executive Budget, “You can't get people to pay if you can't get the bill to them, where they will receive it in a timely way. [If] [y]ou can't make them confident that the bill is accurate. And if there's a problem, you can't work with them to come to a resolution.”  “So,” she continued, “I think that we're not talking about undertaking something that is going to take five years. We're talking about something that we are going to be implementing over the next weeks and very small number of months.”
  Finally, she stated:

I mean, we are long-term thinkers. We build 50-year tunnels. But something like this problem is so egregious, I feel, that it is going to take our total, I really want to totally focus on this before we go forward anymore with our thinking, because I think it's the foundation, it's the bedrock on which we can stand, as we then say, well, what about bills that are really problematic. We want to make sure that those bills that are problematic, are problematic . . .  because they're choosing not to pay, not because they're confused or haven't gotten the bill. . . .  Or the bill was estimated before, now it's so messed up that nobody knows what it's supposed to be.  So I just feel strongly that's the first step we have to take.


The hearing is meant to oversee how efforts have progressed to date to tackle the problems identified by the Commissioner and others at these previous hearings.  We intend to hear from the DEP, the Water Board, advocates, and others.
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