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L PROJECT INTRODUCTION
Raftelis Financial Consultants, Inc. ("'RFC") was engaged by the Pima County Region-

%

ai wastewater Reclamation Department (P

£ ;. T

CEWRERD; to evaluate fees and benchmark

processes that reasonably reflect the current costs for providing customer and de-

Ry gl Trimy

nt reiated approvals, inspections, and miscellaneous services, Pima County
Finance and Risk Management (PCF&RMD) provided audited financial data and was

an active partner in the review and recommendations presented in this report,

The primary components of this report consist of the

following analyses:
Internal Analysis: All customer and development
related service fees were developed based on the
bottom-up approach, which includes personnel, time,
and materials in the calculation methodology.
External Analysis: Examination of alternative
approaches of assessing fees for customer and
development related services. This provides
another point of comparison to ensure PCRWRD's
recommended fee methodologies are reasonable and
consistent with industry standards and practices.

1.2~ INTERNAL AHALYSIS
RFC was tasked with reviewing cost of service of the
following customer service areas and specific processes:

DEVELOPMENT PROCESS FEES

. Utility Plan/Private Improvement Agreement Review
£ Connection to Existing Sewer Approval (new fee)

Z. Sewer Improvement Plan Acceptance

4. Preliminary Sewer Layout Acceptance

% Final Plat Acceptance

&, Sewerage Capacity Allocation (new fee)

7. Variances/Special Approvals (new fee)

COMPREHENSIVE CUSTOMER SERVICE FEE REVIEW /7 %



INSPECTION PROCESS FEES

%, Public Sewer Construction Permit/ Inspection
2. Small Construction Activity Permit/ Inspection
10 Determination of HCS Stub-out Location

11. Dye Test Fee

MISCELLANEQUS PROCESS FEES

1Z. Recovery of Lost Revenue in Connection and User
Fees (new fee)

12, Secondary Meter Approval (new fee)

i4. Tenant Landlord Agreement for Collection of User
Fees

1%, Connection Fee Payment Plan Agreement

15, Connection Fee Refunds

The bottom-up approach to determine cost of service
for each fee is based on the utility’s level of effort for
performing the service. The fee is essentially built up
based on the cost of labor, equipment, and materials to
arrive at a fee for the respective service. PCRWRD uses
the bottom-up approach, and in terms of consistency
with cost of service principles, this approach typically
provides a more accurate and granular representation
of the level of effort associated with providing the ser-
vice compared to other calculation methodologies.

1.2 ~ EATERNAL ARALYSIS

RFC performed a comparative analysis of PCRWRD’s
customer service fee structures and approaches. We
compared PCRWRD's existing fees and methodologies
to those of other regional utilities for similar types of
service. If PCRWRD’s fee structures differed signif-
icantly from those used by other utilities, we noted
advantages of alternative methodologies and how PCR-
WRD may transition their fee structure, if appropriate.
As a result of the external analysis, RFC identified sev-
eral opportunities that merited further examination
and consideration by PCRWRD.

The external analysis included information from the

following utilities:

> El Paso Water Utilities (EPWU]), Utility Engineering
Division, TX
City of Henderson, Department of Utility Services, NV
City of Peoria, Economic Development Services, AZ
City of Phoenix, Water Services Department, AZ
City of San Diego, Development Services
Department, CA

City of Tempe, Public Works, AZ
City of Tucson, Tucson Water, AZ

14 - PROJECT RESULTS

The conclusions and recommendations of this study may
lead PCRWRD to recommend adjustments to the exist-
ing fee structures of development, inspection, and other
customer service fees. These recommendations will be
presented to the Regional Wastewater Reclamation
Advisory Committee (RWRAC) and several stakeholder
groups for their review and recommendations. PCR-
WRD will then propose revisions to the ordinance based
on these recommendations and other factors. RF(C’s
conclusions generally fall into two areas:

1. Existing Fees:
> Determination of a revised fee based on
updated cost of service; and
Development of a fee based on an alternative fee
structure. '
Z. New Fees:
: Development of a new fee for an uncharged
‘existing service.

It is important to note that PCRWRD will need to
carefully evaluate various legal, administrative, and
technical implications of the recommendations prior
to implementation. For example, PCRWRD is in pro-
cess of updating and/or replacing numerous systems
which may have a meaningful impact on the successful
implementation of certain recommendations. It may
also be determined that certain fees can be combined
or the point of assessment changed based on when ser-
vice is provided to customers. There was not sufficient
information available at the time of this study to fully
evaluate all of the issues regarding implementation.
PCRWRD will need to examine these and other issues
over time as more information becomes available.

Exhibit ES1 categorizes the resuits of the study for
each fee under consideration.
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Exhibit ESI:
Summary of Study Results

New or Revised Fea

tomer Service Process xisting Fee and Structure
g Recommendation
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2.1~ PROJECT OVERVIEW

Yima Co @‘;ﬁ:g Regional Wastewater Reclamation Department (PCRW
- wastewater service to approximately 265000 customers within the greater

VRD) pro-

met: ;gﬁé;‘iaﬁ area of Tucsen, AZ. Outside the standard services coverad by monthly
user fees, the utility recovers additional revenue through designated fees or charges
for miscellanecus ”éﬁgfi}?ﬁﬁ“ services for recurring, §§§3§L§8 ized utility services.

The purpose of assessing separate charges for special-
ized services is to enhance the level of equity in the
pricing structure. These services and the correspond-
ing fees and policies are primarily defined in the Pima
County Code (PCC) for Title 13 Division 1l Sections
13.12 - Preliminary Sewer Layout Requirements,
13.20 - Sanitary Sewer Construction, Connection and
Fees {excluding Connection Fees) and 13.24 - Sanitary
Sewer User Fees [collectively, the “Ordinance”).

Raftelis Financial Consultants, Inc. (RFC) was engaged
by the Pima County Regional Wastewater Reclamation
Department (PCRWRD) to evaluate fees and bench-
mark processes that reas_o_nabiy_refiect the current
costs for providing customer and development related
approvals, inspections, and miscellanecus services.
Technical Memorandum #1 - Special Facilities Agree-
ment and Technical Memorandum #2 - Connection
Fee Discounts, Credits and Rebates were generated

to present the evaluation of calculations for supplying
specialized wastewater service. Pima County Finance

~and Risk Management (PCF&RMD) provided audited

financial data and was an active partner in the review
and recommendations presented in this report.

2.2 ~ FEES REVIEWED
RFC was tasked with looking into 16 specific customer
services to determine fees that are synchronized with

. cost of service. Most of the fees selected for evaluation

are already existing fees while five have been added to
recover cost of services for staff/customer processes.
The customer service areas and specific processes un-
der evaluation included:

DEVELOPMENT PROCESS FEES

1. Utility Plan/Private Improvement Agreement Review
2. Connection to Existing Sewer Approval (new fee)

i Sewer Improvement Plan Acceptance
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4. Preliminary Sewer Layout Acceptance
Final Plat Acceptance

Sewerage Capacity Allocation (new fee)
Variances/Special Approval (new fee)

INSPECTION PROCESS FEES

%.  Public Sewer Construction Permit/Inspection
9. Small Construction Activity Permit/inspection
14, Determination of HCS Stub-out Location

71. Dye Test Fee

MISCELLANEOUS PROCESS FEES
iZ. Recovery of Lost Revenue in Connection and User
Fees (new fee) _

13, Secondary Meter Approval {new fee)

14. Tenant Landlord Agreement for Collection of User
Fees _

. Connection Fee Payment Plan Agreement

&, Connection Fee Refund

2.3 - INTERNAL ANALYSIS OVERVIEW

PCRWRD has a number of fees associated with services
provided by the utility for new or existing customers.
RFC was engaged by the County to review the current
fee assessment approach and cost for PCRWRD's exist-
ing specialized services and develop potential new fees
and assessment methodologies that are not currently
in existence.

2.3.1- COST OF SERVICE DETERMINATION

There are two primary approaches within the industry
for determining cost of service for customer service
related fees: the top-down approach or the bottom-up
approach. The top-down approach incorporates a look
first-at the utility’s total revenue requirements to be re-
covered by the fees. The utility then develops fees for
each service using the number of anticipated occurrenc-
es. The fees are essentially designed to recover a level of

Tevenue instead of a level of staff effort. This approach

COMPREHENSIVE CUSTOMER SERVICE FEE REVIEW //




_ Exhibit 1:

Customer Service Fee Template
Pima County Regional Wastewater Reclamation Department
—......Customer Service Fee Template ... . .

Customer Service Fee
. Fee Name '

Fee Description

Estimated Labor s SRS e |
L o ' ' _ _ Number of = Avg i_-ic_n.irly Nu'mb__e_'r_ of . Subtotal Bv
Task Description _PositionTitle - - . Each’ Rate [1) " "Hours O Title -
* $0.0000 $0.0000
$0.0000 . $0.0000 -
-$0,0000 © 60,0000 -
$0.0000 $0.0000
.. $0.0000 ~-$0.0000
Vehicles E TR S BT
s S _-':Num_:t_:ierof.-' . AvgHourly - Nd;ﬁbér'cf Subtotal By
.Task Description Each - " Rate (2) ~ Hours’ . Title
. $0.0000 © 400000
50.0000 $0.0000
$0.0000 $0.0000
Materials/Other Equipment
Description Subtotal

Task Description Materials/Equipment

Other

Other Cost ta be

. Description Subtotal
Task Description . Included
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ensures that the utility covers their total cost of service,
but is less accurate for cost of service per service.

The bottom-up approach determines cost of service for
each fee based on the utility's level of effort for perform-
ing the service. The fee is essentially built up based on
the cost of labor, equipment, and materials to arrive at
a fee for the respective service. The estimated level of
revenue recovered can then be determined by incorpo-
rating the number of anticipated occurrences. PCRWRD
uses the bottom-up approach, and in terms of cost of
service, this approach typically provides a more accu-
rate and granular representation of the cost of service
or level of effort associated with providing the service,

2.3.2 - CUSTOMER SERVICE FEE TEMPLATE

As noted above, one of the most common approaches
to determine customer charges for specialized ser-
vices, and the approach used by PCRWRD, is to build
up costs based on direct and indirect labor and other
costs associated with providing the services. In gener-
al, these types of charges are determined by applying
the direct hourly rates for the appropriate labor clas-
sification performing the service to the estimated
amount of time required to complete the service task.
For PCRWRD, direct hourly labor rates were provided
for Fiscal Year (FY} FY 2012/2013, which is the most
recent data available from audited results. However, in
order to reflect current costs, direct labor hourly rates
were increased by 3.0% for approved salary increas-
es in FY 2013/2014 and increased again by $0.50 per
hour for approved salary increases in FY 2014/2015.
Once FY 2014/2015 direct labor hourly rates were
determined, these rates were adjusted to account for
Employee Related Expenses (ERE) including benefits
(33.9%) and overhead (80.5%). The benefits and over-
head multipliers were provided by PCF&RMD staff to
reflect a fully loaded rate for all direct and indirect
costs incurred. Additionally, other costs, such as
vehicle and/or equipment, were included where ap-
propriate. In most cases, vehicle and equipment costs
were converted to an hourly rate based on PCRWRD’s
current expense rate per mile, budgeted miles per year,
and an estimated number of hours used per year.

RFC developed a template to facilitate the update
and calculation of the customer service fees, which
is shown in Exhibit 1. This approach was replicat-

ed for the majority of the fees included in this study.
However, the template, or calculation approach, was
modified where appropriate for fees, such as the fee
associated with Public Sewer Construction Permits,
which required additional or alternative analysis. The
individual fee calculations and methodologies are de-
scribed in more detail in the succeeding sections.

2.3.3 - SOURCE DATA
Determining fees according to cost of service prin-
ciples for the several different types of customer
services required a significant amount of data and
background information. Specifically, PCRWRD and
PCF&RMD provided:
> Salary data by personnel type;
Employee related expense {(ERE) rate;
Overhead labor rate;
Salary increases;
Customer service process;
Number and type of personnel per service;
Number of hours per personnel per service;
Vehicles, equipment, or any other items that result
in PCRWRD expense;
Historical number of services per year, such as plan
reviews or permits issued, where applicable;
Historical costs and revenue where relevant;
Existing fee methodologies; and
Preferred fee methodologies.

All data and information used in the fee methodol-
ogies and the resulting calculations were reviewed
by PCRWRD and PCF&RMD staff for accuracy and
reasonableness.

2.4 - EXTERNAL ANALYSIS OVERVIEW
As part of the scope listed above, RFC conducted an
external analysis by comparing 13 of PCRWRD's fees
against other local and regional utilities to explore al-
ternative fee methodologies used by other utilities for
similar services. This comparative analysis provided
PCRWRD with the opportunity to evaluate if their ex-
isting or preferred assessment methods were aligned
with other regional approaches.

2.4.1- CITIES AND UTILITIES

RFC worked with PCRWRD staff to determine appro-
priate utilities to survey. Unfortunately, due to various
constraints on utility staff time, not all propositioned

COMPREHENSIVE CUSTOMER SERVICE FEE REVIEW // o7



utilities were able to participate. The results of the
external analysis, which is documented individually by
fee in later sections, include responses from the follow-
ing utilities:
El Paso Water Utilities (EPWU), Utility Engineering
Division, TX
City of Henderson, Department of Utility Services, NV
City of Peoria, Economic Development Services, AZ
City of Phoenix, Water Services Department, AZ
City of San Diego, Development Services
Department, CA
»  City of Tempe, Public Works, AZ
City of Tucson, Tucson Water, AZ

2.4.2 - EXTERNAL ANALYSIS QUESTIONNAIRE
For the convenience of peer utilities, a questionnaire
was developed and provided to the points of contact.
This helped to facilitate the discussion, provided back-
ground on the 13 customer service areas surveyed,
and served as a guideline for the responses. This ques-
tionnaire is provided in Appendix A.

2.4.3 - CONCEPTUAL SUMMARY

OF EXTERNAL ANALYSIS

Benchmarking studies that are not incorporated with
national survey efforts come with their own set of
chalienges, namely level of participation from prop-
ositioned utilities. Utilities are doing more with less
staff than ever before, and there is a demand on staff
time that may not afford time for completion of a
survey request. It is also difficult to incentivize the
utilities as a demonstration of appreciation for survey
participation. In this case, several utilities declined
to participate for a number of reasons, and the final
benchmarking sample included seven utilities. This
is quite common, but it is important to note that this
sample size does not discredit the purpose or results of
the benchmarking analysis.

Benchmarking, such as the one conducted for this
study, provides important, supplemental information
for utilities undergoing cost of service analyses. The
benchmarking results should not be used to dictate
the level of fees implemented by a utility. Instead, the
results are meant to inform the utility as to what other
methods are used in the industry.

Understanding the methods used by the benchmark-

ing sample provided insight into other approaches for
fees such as, for example, how to handle tenant-land-
lord agreements. Largely, however, this benchmarking
analysis identified a fairly limited amount of alterna-
tive fee methodologies, which is consistent with our
experience conducting similar studies across the coun-
try. In many cases, miscellaneous fees for specialized
customer services are relatively simplistic in nature
to foster ease of implementation and customer under-
standing and acceptance.

The benchmarking results will be discussed in great-
er detail under the respective fees, but it is helpful for
the County to recognize that under most situations, the
County’s approach either aligns with the benchmark-
ing standards or at the very least does not conflict with
the benchmarking standards.

2.5 - IMPLEMENTATION

The following sections will identify each of the fees
reviewed and describe both the internal and external
analyses. A recommended fee and structure of assess-
ment is also provided. However, it is important to note
that PCRWRD will need to carefully evaluate various
legal, administrative, and technical implications of
the recommendations prior to implementation. For
example, PCRWRD is in process of updating and/or
replacing numerous systems which may have a mean-
ingful impact on the successful implementation of
certain recommendations. It may also be determined
that certain fees can be combined or the point of as-
sessment changed bhased on when service is provided
to customers. There was not sufficient information
available at the time of this study to fully evaluate all
of the issues regarding implementation. PCRWRD will
need to examine these and other issues over time as
more information becomes available.
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3 CExhibitz:. o
Cost of Service - Private Improvement Agreement
Pima Co'u'r'hty Regional Wastewater Reclamation Department
.. Customer Service Fee Template . .

Customer Service Fee
" -Fee Name &

Estimated Labor - |
_ R S " Number- Hourly - Number of Subtotal By
“Task Description PositionTitle -~ ofEach ~Rate{l}) . ' Hours Title
~ '$76.9205 " $230.76
'$57.1624

{1} Average hourly rate is calculated based on the number of existing positions and their respective salaries. Includes adjustment for

salary increases, fringe benefits, and overhead.

{2) Rounded up te the nearest dollar.

Exhibit 3:
External Analysis - Private Im provement Agreement
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Similarly, PCRWRD also submits its infrastructure
improvement plans to other utilities for review, and is
not currently charged by other utilities for this service.
As such, and based on discussion with PCRWRD staff,

it was determined that it was appropriate to continue

providing utility plan review services to other utilities
at no charge.

PCRWRD also provides a utility conflict review of
roadway improvement plan for private developers re-
quired to construct roadway improvements for their
private developments. Costs associated with reviewing
these PIAs are based on estimated time spent by rele-
vant PCRWRD staff to support this process. Based on
input from PCRWRD staff, a typical review requires 1

hour by a Civil Engineering Assistant for administra-

tive intake and letter processing and 3 hours by a Civil
Engineer for plan review. Since these services are pro-
vided to a private developer, it may be appropriate to
charge a fee for these services. '

Exhibit 2 presents the calculated cost of service for a
Private Improvement Agreement.

3.1.5 - EXTERNAL ANALYSIS

Exhibit 3 presents the results of the external analysis
regarding a plan review fee for a PIA. The results of
the external analysis show no trend or preferred ap-
proach among the responses. The wastewater utilities
in Phoenix and Tempe approach this service as they
do for other review services. Phoenix, in particular,
has more of a one-size fits all methedology based on a
uniform charge per sheet of review, which is used for
most of their review services. The City of San Diego re-
serves the right to negotiate a fee for this service on a
case by case basis. However, given these examples, the
chart also shows that half of the utilities do not charge
for this service.

3.1.6 - RECOMMENDATION

It is recommended that PCRWRD continue to not
charge a specific fee for this service while gathering
data to further evaluate the level of effort to develop-
ment and manage a process compared to the potential
revenue. Currently, there are approximately 16 sub-
mittals per year.

3.2 - CORNECTION TO EXISTING
SEWER APPROVAL

3.21- FEE DEFINIT!ON

" Fee to recover PCRWRD’s cost of admm:stratlon and

review of site plans and meter size validation requrred
for connection to the existing sewer system.

3.2.2 - ORDINANCE
13.20.040.A

- 3.2.3 - EXISTING FEE STRUCTURE

No existing fee.

3. 2 4 - iNTERNAL ANALYSIS

PCRWRD is respon51ble for an Administrative and Sub-
stantive Review that includes the intake, review and
approval /denial of site plans submitted for Connection
to Existing Approval. The cost associated with this
process includes direct labor hours for intake, review,
research, and input with varying levels of effort de-
pending on the complexity of the site plan, Since there
is a direct labor cost associated with this process,
and through discussions with PCRWRD staff, it was
determined that the amount of labor hours should be
differentiated between representative examples of a
simple, moderately complex, and complex site plan re-
views for Connection to Existing Approval. Specifically,
PCRWRD staff indicated that a simple site plan review
requires 0.5 hours for a Civil Engineering Assistant
for intake, review, and input. A moderately complex
site plan review requires 1 hour for a Civil Engineer-
ing Assistant for intake, review, and input; and 1 hour
for a Civil Engineer to provide input and oversight. A
complex site plan review requires 4 hours for a Civil
Engineering Assistant for intake, review, research, and
input; 3 hours for a Civil Engineer to provide input and
oversight; and 2 hours of a Civil Engineering Manager
to provide supplemental input and oversight.

Exhibits 4 through 6 present the calculated cost of
service for a simple, moderately complex, and com-
plex review for Connection to Existing Approval,
respectively.
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Exhibit 4:
Cost of Service - Connection to Existing (Simple)

Pima Cbanty'Regiohdl Wastewater Reclamation Department |

Customer Service Fee Template

Customer Service Fee |
Fee Name . Fee Description

Estimated Labor
Avg
Position Hourly Number of Subtotal
Task Description Title Number of Each Rate (1) Hours By Title

§57.1624 . 05  $28.58

{1) Average hourly rate is calculated based on the number of existing positions and their respective safaries, Inciudes adjustment for

salary increases, fringe benefits, and overhead.

{2) Rounded up to the nearest doIEar._
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Exhibit 5
Cost of Service - Connection to Existing (Moderately Complex)

Pima County Rééibhal"Wastewatér Reclamation Department

.Customer Service Fee Template

Customer Service Fee

Fee

Fee Name .
Description

Estimated Labor

Number of Avg Hourly Numberof  Subtotal
Position Title - Each . .Rate (1) - 'Hours - By Title

Task Description

$57.1624

$76.9205

(1} Average hourly rate is calculzted based on the number of existing positions and their respective salaries. Includes adjustment for salary increases,
fringe benefits, and overhead.

{2} Rounded up to the nearest dollar
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Exhibit 6:
Cost of Service - Connection to Existing (Complex)

Customer Service Fee

Fee

Fee Name .
Description

Pima Cbunty Regional Wastewater Reclamation Department

Customer Service Fee Template

Estimated Labor
Position Number of Avg Hourly Numberof  Subtotal By
Task Description Title Each Rate (1) Hours Title
. IVIL ENG ‘
$57.1624 §228 65
$76.9205 $230.76
S92.6977 $185.40

{1) Average hourly rate is calculated based on the number of existing positions and their respective salaries. Includes adjustment for salary
increases, fringe benefits, and overhead.

inasmuch as it is not possible to initially assess the
level of complexity required to review elements of a
potential connection to the existing sewer system, but
yet to provide a reasonable representation of the costs
incurred in suppert of this process, it was determined
that a weighted average based on estimated number
of simple, moderately complex, and complex projects
would provide an appropriate calculation of typical
costs incurred. As such, PCRWRD staff provided ad-
ditional input identifying the frequency of a simple
(50%), moderately complex (30%), and complex (20%)
review for connection to the existing sewer systemina
typical year.

Exhibit 7 presents the calculated weighted average
cost of service for Connection to Existing Approval.

3.2.5 - EXTERNAL ANALYSIS

Exhibit 8 presents the results of the external analysis
for approval of a customer's connection to the exist-
ing infrastructure of the sewer system. According to
the results, the predominant fee structure is a flat fee,
and thus, PCRWRD’s approach of establishing a flat fee
for this service is consistent with similar approaches
at other utilities. Still, others choose to develop a fee
based on percent of construction costs as in Hender-
son, NV or by a per sheet charge of submittal for this
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Exhibit 7:
Weighted Average Cost Recovery - Connection to Existing

Cost of Service

Conﬁection to Existing

Fee Calculation

E Frequency

_ Exhiblts _ o
External Analys:s Connect:on to Exrstmg

C.hal_'ge for_ S__e:_r_vi'c_:e?_’ a

service as in Tempe, AZ.

3.26- RECOMMENDAT!ON

Because of the variable complexzty of thls new fee

process, and the low development activity over the

past few years, more data on staff level of effort’is’
“needed to better establish the customer service cost. .
Implementing an initial “base” fee at this time allows
for both the start of cost recovery for staff labor and

the time to accumulate more comprehensive data
on the costs to provide this service. This fee will be
reviewed again in a few years when more data and

better tracking tools: will be available through the

‘implementation of the C'o'unty's Land and Permit Man-

agement system. - In addition, implementing the new
software process and tracking system is anticipated
to generate efficiencies in the staff level of effort.

M'ethodoiogv
{if Yes)

_ .'It is: recommended that PCRWRD charge a flat fee
- for this serv1ce The recommended “base” fee for
this. process is. lower than the full cost recovery fee

denved for this evaluatlon ‘The “base” fee was de-

_.termmed by assummg that 80% of the. approvals
“are either simple or moderateiy complex in nature.
~ Of this amount most approvafs for residential cus-
':tomers are SJmple and approvals for commercial

customers are blended between simple and moder-

ately complex ‘Thus, it is reasonable to establish a flat

- Administrative and Substantive Review charge of $30
for resmlential connections based on the cost build-

up. of a szmpie approval Approvals for a commercial
connection should be based on a weighted average of
simple and moderately compfex approvals, which are
results in an Administrative and Substantive Review

- charge of $60 (see Exhibit 9).
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