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LEASE CONCESSION DRAFT RFP SENT TO CITY COUNCIL
The draft RFP for the proposed lease for the City of Allentown water and sewer plants was delivered to City Council today.
City Council will introduce a resolution tonight to issue the draft RFP.  

The draft RFP with exhibits is in excess of 150 pages.

Mayor Ed Pawlowski presented the highlights during a news conference this afternoon in City Council Chambers.
An important part of the procurement process will be to negotiate many of the points below with the prospective bidders before the final terms are established.  All of these terms and conditions are subject to change based on the competitive procurement process.

The term of the lease is 50 years.

 

It includes a lump sum payment by the Concessionaire plus an annual royalty of $4.5M. 

 

The City retains the water sources, but all real assets are leased, and most personal property is sold.

 

At the end of the Term, the Concessionaire must return a complete system in good condition.

 

Through 2015, there will be no rate increases. 

 

Each year after 2015, the rates will be adjusted (positively or negatively) by the consumer price index (CPI) plus a percentage. 

   

For 2016-2032, the percentage above CPI is 2.5% and for 2033 and later, the percentage above CPI is 1.5%.

Rates may also be increased to cover major capital improvements to be spread out over the life of the improvements and to cover increases in operating costs based on new regulatory requirements.

   

The Concessionaire must operate pursuant to strict and detailed operating standards.  If it fails to do so, the city may assess penalties.

The operating standards cover service to customers, water quality, public safety, environmental and related issues.

  

All union employees must be offered jobs and given salary and benefits as under the Collective Bargaining Agreement.

 

The Concessionaire is responsible for maintaining the system and making all required capital expenditures. 

 

The city can step in and take action to address any public health, safety or emergency situations if the Concessionaire is not addressing them.

 

The Concessionaire must notify the City of any emergencies, environmental incidents and environmental violations and must provide financial statements to the city.

 

The city may inspect the facilities, do testing and audit information provided to the city.

 

The Concessionaire must provide comprehensive insurance coverage on the system and its operations.

 

Other Lease provisions include customary reps, warranties, covenants on maintaining insurance and indemnification.

If damage occurs to the system, the concessionaire must repair it promptly.

 

Pawlowski said, “A number of opponents to the plan, while not providing any viable alternative, spread the fear that our residents will face exorbitant rate hikes.  The RFP freezes rates through 2015.  Adjusting the rates according to the Consumer Price Index plus a percentage is fair.”
Approximately, Allentown’s water rates have climbed an average of 5.61 percent annually since 1989.  In 11 of the last 23 years they went up at least 4%.  In six years they went up 10% or more.  

Pawlowski said, “Rates are going to increase.  If we don’t do this, water rates will continue to rise, and so will property taxes, and they will rise dramatically.  Make no mistake that if the city does not choose this path, our financial situation will worsen deeply.”
Just a few days ago Moody’s lowered the city’s bond rating and continued a negative outlook.

According to Moody’s, “The rating reflects the city's financial deterioration due to four consecutive operating deficits which have largely been driven by aggressive budgeting of city revenues and reserve appropriations to balance the budget.” 

At some point next year, the city will likely exhaust its reserves.

Moody’s said, “The negative outlook reflects continued challenges to the city's financial position given narrow operating flexibility resulting from a history of structurally imbalanced operations. 

“Our Minimal Municipal Obligation for our pension fund is going to rise to 25 percent or more of our operating budget in a few short years,” Pawlowski said.

“That MMO is the minimum payment on the credit card.  It does nothing to reduce our unfunded liability. Unless we ease our pension crisis, our rising MMO will require a massive property tax increase while still not doing anything to bolster our reserves.”  
Pawlowski added, “Our financial situation as described by Moody’s is the very reason I am proposing the extraordinary measure of leveraging the assets of our water and sewer system by means of a concession lease agreement.  The agreement will go a long way toward solving the pension crisis, stabilizing the tax rate, rebuilding our reserves and restoring our rating with the bond agencies.”
According to Pawlowski, the city needs to issue this draft RFP so representatives can begin talking to interested bidders to find out exactly how much the system is worth and if indeed it is the best method of restoring the city’s financial health.

The city and its representatives will meet face to face with each of the prospective bidders to facilitate discussion of the long-term partnership of the city and the prospective bidder.

The city will release a draft RFP to the qualified bidding teams to facilitate further discussion/negotiation of the lease/concession agreement and ultimately drive an economic value of the lease/concession of the Water and Sewer systems through a competitive process.
The draft RFP and draft Operating Standards Manual will be available on the city website at www.allentownpa.gov. 
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