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231 East Main Street 

Westfield, Indiana  46074 
317-867-5888 

www.owkcpa.com 
November 6, 2015 

Mr. Andrew Williams, Director 
Clay Township Regional Waste District 
10701 North College Avenue, Suite A 
Carmel, Indiana  46280 
 

Re:      Proposed Surcharges for Exceeding Contract Peak Demands 
 
Pursuant to your request, we have participated in a series of meetings with representatives of the City 
of Carmel in order to gain additional information and understanding of the proposed Excess Volume 
Surcharge Rates that Carmel proposes to unilaterally apply.  Carmel’s representatives made it clear 
that these series of meetings were not intended for negotiation purposes.  Carmel believes that they 
have the absolute right to require the District to pay for a full year of hypothetical debt service on a 
hypothetical replacement cost valuation of Carmel’s existing wastewater treatment plant (WWTP) for 
each and every individual occurrence of flows that exceed any of the existing contract flow parameters:  
1. Max 3 Hour Interval, 2. Max Day, 3. Max Week or 4. Max Month.  The District would not gain any 
future capacity rights regardless of how many potential occurrences within a given year, month, week 
or 3 hour interval.  Carmel characterizes these penalty charges as “rent”.  The issue for mediation will 
be whether or not Carmel’s proposed unilateral amendment meets the “fair, just & non-discriminatory 
standard” for establishing utility rates in Indiana.   
 
The contract flow parameters were established back when the USEPA, thru IDEM, only funded 2 to 1 
wet weather flow capacity vs. base flow capacity.  Current USEPA / IDEM standards now 3 (or 4) to 1 
wet weather flow capacity vs. base flow capacity ratios.  CTRWD’s WWTP can handle 5 to 1 wet 
weather flows.  Carmel has indicated that their wet weather flow capacity is now 2.7 to 1.  However, 
Carmel does not give any consideration to the District for their existing wet weather flow capacity. 
 
The wholesale treatment agreement has always provided for the District to send excess flows, to the 
extent that Carmel has the capacity to handle such excess flows; and, so long as the District pays the 
surcharge rates that had been mutually agreed upon pursuant to the original wholesale agreement and 
all previous contract amendments.  Carmel has the capacity and the District has paid the excess volume 
charges.  Therefore, the District believes that they have complied with the terms of their wholesale 
treatment agreement.  The District has not violated their agreement with Carmel.  It is my 
understanding that there have not been any excess daily or weekly excess flow occurrences during the 
past 30 months (2 ½ years).   
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Carmel’s proposed contract amendment is no longer intended to be a surcharge.  It is a punitive penalty 
charge akin to an IDEM Enforcement Fine, an extreme situation for an uncooperative perpetual 
offender that has caused significant harm to the environment and places considerable risk to the public 
health and safety of a community.  The District doesn’t believe that the rare instances that have 
occurred in the past warrant such drastic measures and punitive fines. Certainly not at this time when 
the District has made tremendous progress in flow management and their ability to control flow levels 
between the 2 WWTP’s:  Carmel’s WWTP on Hazel Dell Rd and CTRWD’s WWTP just west of 
Michigan Rd. 
 
The proposed wholesale rate calculations proposed by Carmel could result in onerous penalties for the 
District should an ‘act of god weather event’ occur.  Such an event would certainly impact Carmel and 
every other WWTP in Central Indiana.  A recalculation of past surcharges (for excess flows that are 
currently allowable under the current contract rate) vs. the proposed punitive fines results in rate 
increases that could create tremendous hardship to the District.  See Exhibit 1 below: 

Exhibit 1. 

Peak Flows per Contract ‐ flows above the peak receive a surcharge: Surcharge Rate:

6.16 MGD in any 3‐hour period $49 per MGD over peak

4.64 MGD in any day $389 per MGD over peak

3.85 MGD in any week $2,733 per MGD over peak

3.55 MGD in any month $11,845 per MGD over peak

MGD MGD

Surcharge Actual Contract MGD Current Proposed

Date Flow Peak Excess Surcharge Surcharge Surcharge

2011 February 28 5.137 4.640 0.497   daily peak of 4.64 MGD $193 $94,430

March 5 6.820 6.160 0.660   3‐hour peak of 6.16 MGD $32 $12,375

April 20 unknown   3‐hour peak of 6.16 MGD 

April 25 unknown   3‐hour peak of 6.16 MGD 

June 20 7.400 6.160 1.240   3‐hour peak of 6.16 MGD  $61 $23,250

June 20 5.050 4.640 0.410   daily peak of 4.64 MGD $159 $77,900

2012 None Current Proposed
Surcharge Surcharge

2013 January 13 7.070 6.160 0.910   3‐hour peak of 6.16 MGD 

January 13 5.540 4.640 0.900   daily peak of 4.64 MGD $350 $171,000

April 17 4.920 4.640 0.280   daily peak of 4.64 MGD $109 $53,200

April 19 A 5.893 4.640 1.253   daily peak of 4.64 MGD $487 $238,070

Week ending April 20 B 3.909 3.850 0.059   weekly peak of 3.85 MGD $161 $111,510

2014 February 21 6.810 6.160 0.650   3‐hour peak of 6.16 MGD  $253 $123,500

April 3 6.890 6.160 0.730   3‐hour peak of 6.16 MGD  $284 $138,700

June 19 C 7.100 6.160 0.940   3‐hour peak of 6.16 MGD  $46 $17,625

2015 N/A N/A N/A N/A N/A Current Proposed

Summary of Surcharges: 14   total surcharges TOTALS $2,136 $1,061,560

1,765   days of treatment:  January 1, 2011 to October 31, 2015 AVG INC. 100.0% 49687.2%

0.79%   surcharge percentage

Carmel Utilities ‐ CTRWD Surcharges

Sewer Volume Surcharge History:  01/01/2011 ‐ 10/31/2015

 
 

Carmel’s proposed volume-based excessive flow rate increase averages nearly 500 times current 
surcharge levels.      Rate Shock is a legitimate concern, even if we were to overlook the fair, just and 
non-discriminatory standards. 
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Exhibit 1. Continued 
 

Carmel

Proposed

Increase

A Daily Surcharge Current: $389 x 1.253 MGD =  $487

Proposed: 1.253 MGD x 1,000,000 x $0.19/gallon =  $238,070 $237,583
Was $0.389 / 1,000  Now $190.00 / 1,000 48743.2%

B Weekly Surcharge Current: $2,733 x 0.059 MGD =  $161

Proposed: 0.059 MGD x 1,000,000 x 7 days/week x $0.27/gallon =  $111,510 $111,349

Was $2.733 / 1,000  Now $270.00 / 1,000 69054.8%

C Hourly Surcharge Current: $49 x 0.940 MGD =  $46

Proposed: 0.940 MGD x 1,000,000 / 24 hrs x 3 hrs x $0.15/gallon =  $17,625 $17,579

Was $0.049 / 1,000  Now $150.00 / 1,000 38165.3%

 
 

In spite of the aforementioned observations and irrespective of the following additional facts and 
considerations, Carmel appears to have a tremendous sense of need in imposing what may be one of 
the, if not the, highest volume surcharge rates (punitive fines) in the Country.  From the District’s 
perspective: 

1. The District has made substantial efforts in addressing I/I remediation in recent years  
2. The District is implementing an aggressive capital program to further control wet weather flow 
3. The District has demonstrated its capabilities to control its flows to the City of Carmel by 

diverting flows from Basin 2 to the District’s WWTP 
4. The District has not exceeded its contract max day and max week flow peaks since April, 2013 
5. The District has not exceeded its 3 hr contract max since June 19, 2014 
6. The past excess flow occurrences have not caused any harm to Carmel 
7. Carmel currently has the capacity to handle these rare occurrences; and, the District has not 

caused Carmel to incur any violations as a result of these isolated instances in the past  
8. The District is within a year or so of completing a major interceptor project that will enable 

them to shift even more wet weather flows from Carmel to the District’s WWTP 
9. The District has commited to minimum daily flows to ensure a more stable revenue stream for 

Carmel on an hourly, daily, weekly & monthly basis 
Carmel’s representatives want to ignore the amount of capital contributions that have been made 
through past wholesale treatment charges, as well as the “black box” wholesale rate increase to which 
the District recently agreed.  From the District’s perspective, this recent “black box” agreement 
intuitively includes participation in Carmel’s debt service requirements which constituted a major 
portion of their most recent retail rate increase.  Originally, Carmel asserted that the same level of rate 
increase should be imposed on the wholesale customers, using their retail rate increase as the basis for 
the proposed wholesale rate increase.  The majority of that rate increase was attributable to debt service 
on capital projects (both WWTP and Collection System projects).  Approximately 17% of past 
wholesale rate calculations were attributed to the WWTP equipment replacement cost allowance.  
Looking back over the past 10 years, those capital contributions amount to more than $1.8M, the 
majority of which come from the District.  This replacement cost allowance is added to the wholesale 
rates after allocating all of the WWTP expenditures that flow through Carmel’s operating budget.  
Therefore, there have been significant capital contributions from the wholesale treatment charges 
which the City’s representatives refuse to consider. 



 
Mr. Andrew Williams 
Clay Township Regional Waste District 
Page Four 
November 6, 2015 
 
 
With this most recent “black box” agreement, it is my belief that the District will be paying for 
substantially more capital contributions through its wholesale treatment charges, in addition to the 
growing amount of City overhead (common costs) that are being allocated to and funded by Carmel 
Utility rates.  Of course these issues are deemed to be “off limits” in our discussions with Carmel’s 
representatives.  I firmly believes that the District is contributing towards debt service on past WWTP 
projects, particularly with the recent “black box” settlement.  The recent settlement will result in a rate 
increase greater than the 45% retail rate increase within a year or two of the contract phase-in term.  
Consequently, it is reasonable for the District to expect to receive at least some nominal consideration 
for its potential use of the additional wet weather capacity that now exists at the Carmel Plant.  The 
schedule below illustrates how the proposed surcharge rates could impact CTRWD and its own 
customer base.   

Exhibit 2. 
2005-2014

Wholesale Rev
Total Wholesale Revenues 10 Yr 10,750,228$         
Revenue Attributable to E&R 17% 1,827,539$           

 Capital 
Contributions 

 
 
In addition to flow volumes that could trigger a potential surcharge, we also have concerns regarding 
the dollar amount of the proposed peak volume surcharges.   I discussed the assumptions underlying 
the City’s purported “cost justification” for the extra-ordinary increases in the proposed volume 
surcharge rates with Carmel’s consulting engineer, Brian Houghton.  Current surcharges fall within a 
range of $0.049 per 1,000 gallons to $2.733 per 1,000 gallons.  The Proposed surcharges increase to a 
range of $150.00 per 1,000 gallons to $389.00 per 1,000 gallons.  As can be seen above in Exhibit 1, 
when applied to surcharge situations that the District had experienced in the past, these increases are 
exceptionally large, particularly in light of the fact that Carmel has the capacity and capability to 
handle the flows during these rare peaking events.  These isolated incidents have not caused Carmel to 
violate their NPDES permit.   
 
The surcharge calculations in Exhibit 1 (above) indicate that the proposed increases, if applied to past 
surcharge events, could result in rate increases of more than 38,000% to nearly 70,000%.  Clearly, 
these proposed rate increases are irregular and quite unusual by any measure; and, they are not 
supported by actual costs. They are based upon hypothetical costs of replacing the entire WWTP in 
present day dollars.  The surcharge calculations also ignore the fact that the City and CTRWD received 
a significant amount of federal and state grants pursuant to their regional treatment agreement with the 
USEPA.  The regional treatment agreements between Carmel, Clay Twp. and Westfield were pursuant 
to the PL 92-500 Construction Grant Program that was established in order to implement the Clean 
Water Act.  Ignoring those grants, as well as the wholesale customer capital contributions that were 
made, grossly overstates Carmel’s actual costs.  Because the District is pursuing further remedies to its 
collection system, agreeing to purchase additional base capacity from Carmel or paying exorbitant 
surcharges for a potentially rare occurrence is not in the best interest of the District.                      
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The District believes that it has, is and will continue to participate in capital costs despite Carmel‘s 
claim of “black boxing” the revenue requirements in our recent wholesale rate agreement.  There 
should be some consideration for wet weather peaking capacity.  That consideration could be in the 
form of revised wet weather peaking limitations or in the form of a reasonable increase in the 
surcharge calculations.  The surcharge alternative offered by the District (increasing surcharge to 
include a $10,000 fixed charge per incidence) represents a substantial increase for Carmel and 
provides a significant incentive for the District to continue its wet weather flow mitigation plans.  The 
wet weather surcharges proposed by Carmel would create an extremely burdensome financial risk to 
the District that is unreasonable in my opinion.   
 
I would suggest that the District’s offer to increase the surcharge to a $10,000 fixed fee per occurrence 
is a reasonable alternative during the 3 yr term of the District’s recent wholesale rate agreement.  
During this 3 year window, the District can complete its capital improvements that will further 
mitigate wet weather flows.  Carmel has excess capacity available.  In addition, the District could 
commit to minimum monthly flow volumes that would bolster Carmel’s wholesale revenues and 
provide greater stability in Carmel’s wholesale revenue stream.  Such an agreement will likely yield 
more revenue to Carmel than the potential surcharge revenues, based upon the past couple of years 
anyway.  Such an alternative would also mitigate the tremendous risk for the District if it were to agree 
to Carmel’s proposed surcharge increases.   
 
Please contact me with questions, comments and / or suggestions as to how the District would like to 
proceed.    
                                                                                                                                 
 

      O. W. Krohn & Associates, LLP 



Cash  Forecast 11/30/2015

Actual Actual Actual/Budget Budget
2013 2014 2015 2016 2017 2018 2019 2020

Operating 1,902,000 2,706,000 4,143,000 (961,000) (536,000) 483,000 2,155,000 4,192,000
Operating Reserve 2,192,000 2,192,000 2,192,000 2,192,000 2,192,000 2,192,000 2,192,000 2,192,000

Net 4,094,000 4,898,000 6,335,000 1,231,000 1,656,000 2,675,000 4,347,000 6,384,000

Reserve for Replacement 3,115,000 2,848,000 1,898,000 160,000 10,000 160,000 185,000 35,000
Operating Funds 7,209,000 7,746,000 8,233,000 1,391,000 1,666,000 2,835,000 4,532,000 6,419,000

Plant Expansion 2,120,000 1,302,000 2,302,000 3,252,000 3,602,000 2,552,000 3,552,000 4,052,000
Interceptor 755,000 1,862,000 2,087,000 337,000 (3,163,000) (3,113,000) (4,463,000) (6,313,000)

Subtotal 2,875,000 3,164,000 4,389,000 3,589,000 439,000 (561,000) (911,000) (2,261,000)

TOTAL 10,084,000 10,910,000 12,622,000 4,980,000 2,105,000 2,274,000 3,621,000 4,158,000

Notes: Used 2016 Operating & Capital Budgets.

Operating fund includes a 5% rate increase each year.
Operating Reserve and Reserve for Replacement funded by transfers from Operating Fund.
Reserve for Replacement will receive transfers of $300,000 per year from the Operating Fund.

Plant Expansion funded by EDU fees.  Forecasting $1,000,000 in receipts per year.
Final plant expansion for full buildout will occur from 2020 to 2023 ‐ $15,500,000.

Interceptor funded by Interceptor fees.  Forecasting $1,000,000 per year in receipts with 13 year buildout completed in 2028.
Interceptor capital spending will be $13,400,000 from 2016 to full buildout in 2020.



Chart 1 11/30/15  ‐ with 2016 Budget
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Chart 2 11/30/15  ‐ with 2016 Budget

Plant Expansion funded by EDU fees.  Forecasting $1,000,000 in receipts per year.

Final plant expansion for full buildout will occur from 2020 to 2023 ‐ $15,500,000.
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Chart 3 11/30/15  ‐ with 2016 Budget

Interceptor funded by Interceptor fees.  Forecasting $1,000,000 per year in receipts 

   with 13 year buildout completed in 2028.

Interceptor capital spending will be $13,400,000 from 2016 to full buildout in 2020.
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