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APPENDIX A - FINANCIAL MODEL

Water and Sewer Cost of Service Model consisting of the following schedules:

SCHEDULE 1A - OPERATING EXECUTIVE SNAPSHOT
SCHEDULE 1B - CAPITAL EXECUTIVE SNAPSHOT
SCHEDULE 2 - O&M EXPENSES

SCHEDULE 3 - EXISTING DEBT SERVICE

SCHEDULE 4 - CAPITAL IMPROVEMENT PROJECTS
SCHEDULE 5A - USER - CASH FUNDED CIP

SCHEDULE 5B - USER - BOND FUNDED CIP

SCHEDULE 5C - GROWTH - CASH FUNDED CIP

SCHEDULE 5D - GROWTH - BOND FUNDED CIP
SCHEDULE 6 - PROJECTED USER DEBT

SCHEDULE 7 - RETURN ON EQUITY

SCHEDULE 8 - OPERATING AND MAINTENANCE RESERVE
SCHEDULE 9A - REPAIR, RENEWAL AND REPLACEMENT RESERVE (3R RESERVE)
SCHEDULE 9B - SYSTEM INVESTMENT

SCHEDULE 10A - CONSUMPTION-CUSTOMERS

SCHEDULE 10B - CONSUMPTION-CUSTOMERS HISTORY AND PROJECTIONS
SCHEDULE 10C - CONSUMPTION-CUSTOMERS CHARTS
SCHEDULE 11 - INVESTMENTS:

SCHEDULE 12 - MISCELLANEOUS REVENUES

SCHEDULE 13A - REVENUE REQUIREMENT - CASH
SCHEDULE 13B - REVENUE REQUIREMENT - UTILITY
SCHEDULE 14 - RATE ANALYSIS

SCHEDULE 15 - RATE PROJECTIONS

SCHEDULE 16 - SAMPLE BILLS

SCHEDULE 17 - OPERATING CASH FLOW PROJECTIONS
SCHEDULE 18 - WATER BENEFIT ASSESSMENT FEES
SCHEDULE 19 - SEWER BENEFIT ASSESSMENT FEES
SCHEDULE 20 - CAPITAL CASH FLOW

SCHEDULE 21 - CASH BALANCE

APPENDIX B

Cash Basis Inside-City Water and Sewer Rate Study



A. EXECUTIVE SUMMARY

This document was prepared to summarize the work performed by the Municipal & Financial
Services Group (MFSG) during the water and sewer cost of service study authorized by the City of
Westminster. The study is predicated on the use of a utility basis to support the pricing of utility
services on a system-wide basis, treating all customers (whether inside-city or outside-city) on the
same common basis as either residential or non-residential classes. With a clear segregation of costs
and revenues identified to growth-related capital costs from the costs of operating the water and
sewer systems and paying for non-growth capital costs. The cost of service analysis uses a planning
period of 10 years (Fiscal Years 2009 - 2018). This portion of the report summarizes the
conclusions and recommendations developed during the course of the study.

1. Findings

e Residential customers of the City’s water system use on average 26,000 gallons of
water each quarter. This is approximately 8,000 gallons more each quarter then the
national average usage per quarter, which is based on an average of 6,000 gallons per
month or 18,000 gallons quarterly.

e Current water rates do not produce sufficient revenue to cover utility basis revenue
requirements for the Water Fund for Fiscal Year 2009 or the years following. Based on
projected water sales, the current rates will produce revenues roughly 50% less than the
utility basis required revenue in Fiscal Year 2009 with small shortfalls annually over
the planning period.

o Current sewer rates do not produce sufficient revenue to cover utility basis revenue
requirements for the Sewer Fund for Fiscal Year 2009 or the years following. Based on
projected water sales, the current rates will produce revenues roughly 51% less than the
utility basis required revenue in Fiscal Year 2009 with subsequent shortfalls over the
planning period.

o The current declining block water rate structure does not achieve the objective of
encouraging the wise use of water. .

e The City does charge new customers a water and sewer benefit assessment for buying
into the water and sewer systems.

2. Conclusion

o The City needs to increase water and sewer.rates over the next five years to keep
revenues in line with expenses.

3. Recommendations

e We recommend that the City adopt a water rate structure that includes a fixed fee based
on meter size for all customers as well as an inclining block rate for residential
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consumption and a unit cost rate for non-residential consumption (Alternative D). The
structure and calculated utility-basis rates for the remainder of FY09 are shown below.

WATER FY09
Quarterly Fixed Charge per EDU $20.96
Residential
(per 1,000 gallons)
- 18,000 $2.41
Over 18,000 $6.03
e

o We recommend that the City adopt a sewer rate structure that includes a fixed fee based
on meter size and a unit rate for all usage, both residential and non-residential
consumption (Alternative B). The structure and calculated utility-basis rates for the
remainder of FY09 are shown below.

Quarterly Fixed Charge per EDU

Usage Charge
(per 1,000 gallons) $3.96

e In addition to the rates for Fiscal Year 2009, we recommend that the City adopt the rate
increases outlined below for water and sewer for the four following years.

Fund = | FY2010 | FY2011 | FY2012 | FY2013
Water Rate Increases 5.00% 0.36% 1.63% 1.38%
Sewer Rate Increases 15.00% 0.00% 0.00% 0.00%

« It is recommended that the City develop and implement a general surcharge drought
pricing structure for use during defined droughts and drought conditions.
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B. BASIS FOR THE STUDY

1. Scope of Work

The scope of services set forth in the contract between the City of Westminster and the Municipal
and Financial Services Group specifies several related tasks:

1. Determine the cost of service, identify revenue requirements and subsequently design a
rate structure for water and sewer that is consistent with the City’s goals and objectives.

a. Design a water and sewer rate structure that will encourage the community to use
natural resources wisely.

b. Design a rate structure using the Utility Basis Methodology, complying with industry
practice (AWWA Manual M1) and providing the City of Westminster adequate
revenue for the financial, legal and operational risks that it takes to provide outside-
City service.

2. Identify and document policy issues affecting the establishment of rates and fees for
water and sewer service.

3. Develop a financial model by which the City can project cash flows and future water and
sewer rates over a 10-year period using varying revenue, expense, capital project cost
assumptions and customer growth rates.

2. Background

The City of Westminster operates its water and sewer utilities as an enterprise fund, meaning that the
systems are designed to be self supporting via fees and charges collected from the users of the
systems. It has been a number of years since the City conducted a cost of service study for the water
and sewer systems. The City has historically increased water and sewer rates “across the board”
based on annual cash needs. The last rate study performed by the City was completed over 30 years
ago in the 1970°s.

3. Assumptions Used in the Study

The following assumptions were used to guide the cost of service analysis and were developed with
the assistance of the City staff:

e The water and sewer systems must each be self-supporting. It is assumed that the cost of
operating and maintaining the water system must be supported by the water fees and charges
collected from water customers. The same must be true of the sewer operations.

e Growth pays for Growth. That is, new customers should make a capital contribution—to
reimburse the utility for the capital cost incurred in developing capacity to serve the new
customers.
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In addition to the guiding assumptions for the study, it is necessary to make several assumptions
regarding future economic conditions and growth within the City’s service area, to project future
revenue requirements and offsetting revenues from water and sewer rates. Assumptions (which can
be varied as needed from year to year) made regarding various items are shown below:

Element FY 09 Percentage
Inflation Rate — Water and Sewer O&M Expenses 3.00%
Customer Growth Rate — Water 1.30%
Consumption Growth Rate — Water 1.30%
Customer Growth Rate — Sewer 1.35%
Consumption Growth Rate — Sewer 1.35%
Interest Rate on Borrowing 5.00%

These assumptions were used after discussions with the City, utilizing our experience and the City’s
knowledge of its customer base and historical costs. The assumptions were applied to all customers,
both inside-city and outside-city. The growth in customers and consumption is based upon projected
housing unit growth estimates provided by City staff. A sensitivity analysis was conducted to
determine the impacts of varying each assumption. The most significant drivers are the percentages
used for inflation and the customer and consumption growth rates.

The study was conducted using Fiscal Year 2008 (July 1, 2007 to June 30, 2008) as the test year
upon which forecasted figures were developed. The cost of service analysis considers what water
and sewer rates need to be for the entire planning period (FY 2009 — 2018). For purposes of the
report, all assets were treated as common to both inside-city and outside-city customers. Similarly,
all expenses were treated as common, with the exclusion of growth-related revenue and capital
expenses, which were excluded from rate calculations, but used to calculate benefit assessments.
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C. USAGE, DEMAND AND SYSTEM CHARACTERISTICS

1. Customer Counts

For Fiscal Year 2007, the City’s water and sewer system customer base included approximately
6,006 inside city and 3,583 outside city water and sewer customers. Inside accounts consist of 5,179
residential customers and 803 non-residential customers while outside accounts consist of 3,311
residential customers and 272 non-residential customers.

In order to project the growth in customers, the current number of water customers was increased by
an annual growth rate of 1.30% in FY 09 gradually decreasing to 1.15% in FY 18 (based on
projected growth determined by City staff) while growth in sewer customers ranged from 1.35% in
FY 09 to 1.20% in FY 18. Customer count analysis, projections and supporting charts are shown in
Appendix A to this report as Schedules 10A, 10B and 10C.

2. Consumption Data

The City delivered approximately 872.31 million gallons of water to its inside city customers and
440.96 million gallons (34% % of total water used) to its outside city customers during FY 2007.
FY 2007 sewer amounts are approximately 875.56 million gallons (68% of sewage billed) for inside
customers and 411.51 million gallons (32% of sewage billed) for outside customers.

Approximately 45% of total water consumption is consumed by inside city residential customers,
with 25% being consumed by outside city residential customers, 22% by inside city non-residential
customers and the remaining 8% by outside non-residential customers.

According to the City’s FY 2007 customer and consumption data, the inside city residential
customers use an average of 27,000 gallons per quarter. This is approximately 9,000 gallons more
than the national average of 18,000 gallons per quarter for a residential dwelling. Similarly, the
outside city residential customers use an average of 24,000 gallons per quarter; 6,000 gallons more
than the national average.

Water shortages and water conservation have been high on the list of priorities for the City of
Westminster and surrounding areas for some time. In June 2008, a water conservation resolution
was signed by the City of Westminster and other Mayors and Officials of Carroll County.

In order to project future water demand and sewer production, historical demand and production
numbers were reviewed. Consumption growth rates used in the analysis are the same as those used
to project customer growth.

The detailed review of the consumption patterns are shown in Appendix A to this report as Schedule
10A.

MFSG 5 City of Westminster



D. OPERATING AND MAINTENANCE EXPENSES

The day-to-day operating and maintenance expenses for the City’s water system are broken down
into five categories: Source of Supply, Water Treatment & Pumping, Transmission & Distribution,
Customer Accounts, and Administrative & General. The expenses for the sewer system are broken .
into four categories: Sewerage Treatment, Collection and Conveyance, Customer Accounts, and
Administrative & General. Each category contains budgetary items for salary and operating
expenses.

Budget 2006-2007, Actual 5/31/2007 and Budget 2007-2008 expenses were used as the basis for
estimating future operating and maintenance expenses. For the years after 2009 through 2018, water
and sewer O&M expenses were inflated by 3% per year. Changes from 2008 expenses to 2009
expenses included the addition of two Senior Equipment Operators (split between the water and
sewer Transmission & Distribution/collection categories) and GASB 43 Retiree Health Benefits
(with one third allocated to the- Administrative & General category of both the water and sewer
departments — the remainder is expensed through the General Fund).

1. Water System Expenses

The Fiscal Year 2009 O&M expenses for the water system have been forecasted as $3.62 million.
The amount allocated for Source of Supply is $0.52 million, for Water Treatment & Pumping is
$0.77 million, for Transmission & Distribution is $0.57 million, with the remaining $1.75 million
allocated for Administrative & General and Customer Account expenses. The majority of water
system operating expenses were assumed to increase annually by 3% resulting in expenses of
approximately $4.72 million by Fiscal Year 2018.

2. Sewer System Expenses

The budgetary Fiscal Year 2009 O&M expenses for the sewer system total $3.55 million.
Approximately $1.55 million of total O&M expenses is attributed to Sewer Treatment, while $0.50
million is attributed to Collection, and $1.48 million to Administrative & General and Customer
Accounts. The sewer system operating expenses were assumed to increase annually by 3% resulting
in expenses of approximately $4.63 million by Fiscal Year 2018.

Operating and maintenance costs for the water and sewer systems are presented on Schedule 2 in
Appendix A of this report.
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E. REVENUE REQUIREMENTS FROM USER RATES

The gross revenue requirement on a utility basis includes the following categories of expenses:
operating and maintenance costs (as explained above), allowance for working capital, depreciation,
return on equity and return on debt. The total of these costs, less the amount of miscellaneous
income, is the amount that needs to be recovered from user fees.

1. Depreciation

Rather than including the principal portion of water and sewer expenditures on debt service, the
utility basis uses depreciation of system assets as a means of recovering capital costs. The City
budgets an annual amount for depreciation of system assets based upon the useful life of each
system asset or set of assets. The depreciation projected for FY 09 for the water system is about
$0.53 million approximately $0.93 million for the sewer system. The projected annual depreciation
for both systems is shown on Schedule 7 in Appendix A of this report. »

2. Return on Equity

The utility basis allows for a return on equity which is based upon the historical investments made in
the system by the City. The return on equity is calculated beginning with the value of the gross
system assets, less principal on existing intended debt, less contributed assets/grants (net of
depreciation), less cumulative depreciation of the assets, plus a working capital reserve resulting in
the net equity. A rate of return is applied to the net equity resulting in an annual return on equity.
For purposes of this study, a 10% rate of return was used to calculate the return on equity. A cursory
review of rates of returns for regulated water utilities in Maryland reveals rates of return anywhere
between 7% and 16%. The Fiscal Year 2009 return on equity for the water system was calculated to
be approximately $1.67 million and approximately $2.02 million for the sewer system. The
projected annual return on equity for both systems is shown on Schedule 7 in Appendix A of this
report.

3. Return on Debt

The return on debt included in the utility basis is the cost of debt financing incurred by the City and
is simply the annual interest payments on existing and projected non-growth related debt service.
The Fiscal Year 2009 return on debt for the water system is about $0.13 million and roughly $0.03
million for the sewer system.

4. Revenue Requirement

The following tables show the utility basis revenue requirements, miscellaneous (non user charges)
revenue and the net revenue requirement from user rates for water and sewer operations.
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FY 09 FY 10 FY 11 FY 12 FY 13

Total Operating Expenses 3,620,391 3,729,003 3,840,873 3,956,099 4,074,782
Depreciation 528,165 544,010 560,331 577,141 594,455
Return on Equity 1,673,607 1,460,929 1,506,477 1,529,172 1,565,926
Interest on Debt 125,431 242,330 21,872 243,306 233,015
Total Revenue Requirement 5,047,594 5,076,272 6,129,553 6,306,218 6,468,177
Less Miscellaneous Revenue 158,454 172,038 172,393 178,610 181,246
Net Revenue Requirement 5,789,139 5,804,233 5,957,160 6,127,608 6,286,931
Prgjsted Bessmue:wih 2,898,495 2,935,568 2,973,115 3,011,142 3,049,656
Current Water Rates

Net Surplus (Shortfall) (2,890,645) | (2,868,666) | (2,984,045) | (3,116,465) (3,237,275)

The table above shows the anticipated utility basis net revenue requirement for water in the fiscal
years spanning 2009-2013. The table also demonstrates the significant shortfall that the fund will
experience in FY 2009 and the following four years under the current rates and rate structure.
Future chapters in this report will discuss the rate increases required for the fund to breakeven during

this period.

FY 09 FY 10 FY 11 FY 12 FY 13

Total Operating Expenses 3,550,407 3,656,919 3,766,627 3,879,626 3,996,014
Depreciation 934,747 962,789 991,673 1,021,423 1,052,066
Return on Equity 2,014,187 1,825,669 1,869,053 3,132,794 4,372,991
Interest on Debt 26,166 67,191 59,341 . 66,535 64,288
Total Revenue Requirement 6,525,506 6,512,568 6,686,694 8,100,377 9,485,358
Less Miscellaneous Revenue 181,020 206,940 233,461 262,872 285,118
Net Revenue Requirement 6,344,487 6,305,628 6,453,232 7,837,505 9,200,240
Frojected Revenue with 3,142,096 3,182,285 3,222,988 3,264,211 3,305,962
Current Water Rates

Net Surplus (Shortfall) (3,202,391) (3,123,343) (3,230,245) (4,573,294) (5,894,278)

The table above shows the anticipated utility basis net revenue requirement for sewer in the fiscal
years spanning 2009-2013. The table also demonstrates the significant shortfall that the fund will
experience in FY 2009 and the following four years under the current rates and rate structure.
Future chapters in this report will discuss the rate increases required for the fund to breakeven during
this period.

It should be noted that in the analysis we did depart from a “pure” utility basis revenue requirement
in two instances: :

e by excluding growth-related capital costs from the revenue requirement for user rates, the
growth-related costs are recovered from common benefit charges paid by new customers
both inside-City and outside-City, resulting in lower bills for all customers; and

e as there is little fluctuation in year-to-year expenses (other than normal inflation), we used
specific costs for year of the planning period, rather than developing a typical “test year.”
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The effect of these actions is a fair and equitable outcome for all customers, both inside City and
outside City.
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F. RATE ALTERNATIVES

The current rate design methodology and cost allocations were evaluated to determine if they
reasonably reflect how costs are currently incurred by the City and to determine if the current rates
adequately cover the total estimated costs of providing water and sewer service.

1. Current Rate Design

The City’s current water rate design is composed of a quarterly minimum charge which includes
6,000 gallons of usage (which varies by use type) with a declining block rate volume charge for six
customer use types: Dwelling, Apartment or Living Unit, Schools and College (students and staff),
Hospitals, Care Homes and Nursing Homes, Hotels and Motels, and Retail and Business. Rates also
vary for inside city and outside city customers and by usage subcategories (e.g., by number of rooms
for hotels or motels, etc.). The current sewer rate design also consists of a quarterly minimum
charge which includes 6,000 gallons of usage (which varies by use type), with a unit rate volume
charge for six customer use types. Sewer rates vary for inside city, outside city and outside city —
Carroll County customers. The current rates are detailed in the following tables.

Within the City Outside the City
Next 39,000 Over 45,000 Next 39,000 Over 45,000
Gallons or Less Gallons Per Gallons or Less Gallons Per
Quarterly Per Quarter Quarter or Over Quarterly Per Quarter Quarter or Over
Quarterly Minimum Rate Above the the Minimum | Minimum Rate Above the the Minimum
Minimum Per Minimum Minimum Gallonage Plus | Per Minimum Minimum Gallonage Plus.
Gallonage Per | Gallonage (Per  Gallonage (rate  the Next 39,000 | Gallonage (Per  Gallonage (rate the Next 39,000
: Unit Basis (6,000 $22.32 Unit per 1,000 gallons (rate per | $27.96 Unit per 1,000 gallons (rate per
Type of Use gallons) Basis) gallons) 1,000 gallons) Basis) gallons) 1,000 gallons)
Dwelling, Apartment or Living Unit 6,000 | $ 2232 § 276 $ 20018 27.96 $ 320 $ 2.24
Industrial
1 to 10 persons 6,000 | § 2232 § 276 § 200§ 2796 § 320 $ 2.24
11 to 50 persons 30,000 | $ 111.60 § 276 $ 20018% 139.80 $ 320 § 2.24
51 to 100 persons 60,000 | $ 22320 $ 276 § 20018 279.60 $ 320 § 2.24
Over 100 persons 90,000 | $ 334.80 § 276 $ 2.001$ 419.40 $ 320 § 2.24
Schools and College (students and staff)
1 to 100 persons 18,000 | $ 66.96 $ 276 $ 2.00|5$ 83.88 § 320 § 2.24
101 to 250 persons 30,000 | $ 111.60 $ 276 § 2.00|$ 139.80 § 320 § 2.24
251 to 400 persons 60,000 | $ 22320 § 276 $ 2008 279.60 § 320 § 2.24
401 to 1,000 persons 120,000 | $ 44640 $ 276 § 2008 559.20 $ 320 § 2.24
Over 1,000 persons 180,000 | $ 669.60 § 276 $ 200§ 838.80 $ 320 $ 2.24
Hospitals, Care Homes and Nursing Homes
1 to 20 beds 42,000 | $ 156.24 § 276 $ 2.00($ 19572 § 320 § 2.24
21 to 60 beds 120,000 | $ 44640 $ 276 $ 200 (S 559.20 $ 320 § 2.24
Over 60 beds 198,000 | $ 736.56 § 276 § 2.00 (8 922.68 $ 320 § 224
Hotels and Motels
1 to 10 rooms 18,000 | $ 66.96 $ 276 § 2.00($ 83.88 § 320 § 2.24
11 to 50 rooms 90,000 | $ 33480 $ 276 $ 20018 419.40 $ 320 § 2.24
Over 50 beds 132,000 | § 491.04 §$ 276 $ 2.00|S 61512 § 320 § 224
Retail and Business
1 to 10 persons 6,000 | $ 2232 § 276 $ 200($ 2796 § 320 § 2.24
11 to 30 persons 18,000 | '$ 66.96 $ 276 § 2.00($ 8388 § 320 § . 2.24
Over 30 persons 30,000 | § 111.60 _§ 276§ 2008 139.80 $ 320§ 2.24
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Within the City Qutside City Outside City - Carroll County
Quarterly Quarterly Quarterly
Quarterly Minimum Rate Charge Per 1,000| Minimum Rate Charge Per 1,000 Minimum Rate Charge Per 1,000
Minimum Per Minimum  Gallons Water | Per Minimum Gallons Water | Per Minimum Gallons Water
Gallonage Per | Gallonage (Per Consumed Over | Gallonage (Per Consumed Over | Gallonage (Per Consumed Over
Unit Basis (6,000 $25.44 Unit the Minimum $34.14 Unit the Minimum $28.02 Unit the Minimum
Type of Use gallons) Basis) Gallonage Basis) Gallonage Basis) Gallonage
Dwelling, Apartment or Living Unit 6,000 | $ 2544 3 233 1% 3414 § 4.66 | $ 28.02 $ 2.64
Industrial
1 to 10 persons 6,000 | $ 2544 § 233 (8 34.14 § 4668 28.02 § 2.64
11 to 50 persons 30,000 | § 127.20 § 233 1§ 170.70 $ 4.66|$ 140.10 § 2.64
51 to 100 persons 60,000 | $ 25440 $ 23318 34140 $ 4668 280.20 $ 2.64
Over 100 persons 90,000 | $ 381.60 $ 23318 512.10 § 4.66|$ 420.30 § 2.64
Schools and College (students and staff) $ -
1 to 100 persons 18,000 | $ 7632 § 233 18§ 10242 $ 4.66 | $ 84.06 $ 2.64
101 to 250 persons 30,000 | $ 127.20 § 23318 170.70 $ 4.66 | § 140.10 $ 2.64
251 to 400 persons 60,000 | $ 25440 $ 233 |8 34140 $ 4.66 | $ 28020 $ 2.64
401 to 1,000 persons 120,000 | $ 508.80 $ 233 (8 682.80 $ 4.66 | $ 560.40 $ 2.64
Over 1,000 persons 180,000 | § 763.20 $ 233 (S 1,02420 § 4.66 |8 840.60 $ 2.64
Hospitals, Care Homes and Nursing Homes $ - $ - $ -
1 to 20 beds 42,000 | $ 178.08 § 23318 23898 § 4.66|$ 196.14 § 2.64
21 to 60 beds 120,000 | $ 508.80 § 23318 682.80 $ 4.66 | § 56040 $ 2.64
Over 60 beds 198,000 | $ 839.52 § 233 (8 1,126.62 $ 4.66|$ 924.66 $ 2.64
Hotels and Motels $ - $ - $ -
1 to 10 rooms 18,000 | $ 7632 § 233 |8 102.42 § 4.66 | $ 84.06 $ 2.64
11 to 50 rooms 90,000 | $ 381.60 $§ 2338 512.10 $ 4.66 | $ 42030 $ 2.64
Over 50 beds 132,000 | § 559.68 $ 2338 751.08 $ 4.66 | $ 61644 § 2.64
Retail and Business $ - $ - $ -
1 to 10 persons 6,000 | $ 2544 § 233 |8 3414 § 4.66 | $ 28.02 $ 2.64
11 to 30 persons 18,000 | $ 7632 § 2338 10242 § 4.66 | $ 84.06 $ 2.64
Over 30 persons 30,000 | § 127.20 § 23318 170.70 § 4.66]8 140.10 $ 2.64

This alternative also discourages the wise use of water in two ways. By charging customers a
minimum quarterly fee that includes a minimum usage, customers have no incentive to use less than
the minimum quarterly consumption. Additionally, a declining block structure gives the user a
benefit for using large amounts of water.

2. Water Rate Structure Alternatives

Having evaluated the current rate design, the financial model was used to develop alternative rate
structures. The alternative rate designs were developed using methodologies which allocate costs
fairly among various user classifications while meeting the City’s goals and objectives which
include equitable distribution of expenses among customers, environmental protection and
encouraging wise use of water. The rate alternative calculations are shown on Schedule 14 in
Appendix A of this report.

Four primary water rate structures were considered, each of which would produce the same amount
of revenue for Fiscal Year 2009:

e Alternative A — Current Rate Structure (shown in the previous section), with updated cost data

e Alternative B&C — Ready-to-Serve Fixed Charge per meter size with an Inclining Block Rate
Structure (“‘conservation” rate) at varying levels of consumption

11 City of Westminster
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o Alternative D — Ready-to-Serve Charge and Inclining Block Consumption Charge with Flat
Rate Non-Residential '

Alternative A (Current Rate Structure with "Across the Board" Rate Increases) — The first
alternative utilizes the same rate design the City currently has in place: a minimum quarterly charge
based on customer class and characteristics and included a minimum amount of consumption and a
declining block rate structure. This alternative implements an “across the board” change in water

and sewer rates.

Under the current rates and rate structure described above the water and sewer annual utility basis
expenses will exceed the annual collected revenues. The following table shows the necessary annual
rate increases, under the current rate structure, in order for forecasted annual revenues to meet the

projected annual expenses for the next five years.

FY09 FY10 FY11 FY12 FY13
% Increase % Increase % Increase % Increase % Increase
Water 100.0% 0.0% 1.1% 1.4% 1.3%

Alternative B(&C) (Inclining Block Rate Structure) — The second group of alternatives employ a
fixed fee based on meter size and an inclining block rate structure for water consumption for all
customer classes. The following table shows the Fiscal Year 2009 water rates required for the water

fund to “breakeven’ under Alternative B.

The ready-to-serve charge is tied to meter size, with larger meters paying a high charge due to the
demand they can place on the system. The meter size equivalents are taken from the American
Water Works Association (AWWA) Manual M22 meter equivalents table. The AWWA meter

equivalents are shown below.

Fixed Water
Charge per
Meter Size AWWA Quarterly Bill
(inches) Equivalent FY09
5/8 1.00 $22.01
-3/4 1.50 $22.01
1 2.50 $55.03
1172 5.00 $110.05
2 8.00 $176.08
3 16.00 $352.16
4 25.00 $550.25
6 50.00 $1,100.50
8 80.00 $1,760.80
10 120.00 $2,641.20
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The inclining block rates structure consists of two levels: Level 1 (0 - 18,000 gallons per quarter),
Level 2 (Over 18,000 gallons per quarter). In this structure, customers are charged an incrementally
higher rate for water used per quarter. The table below shows the amount of usage in each block
using this structure for all customers.

Quarterly Water Usage % of All Customers % of All Usage
(gallons)
- 18,000 12% 40%
Over 18,000 59% 60%

Alternative B(&C) uses this inclining block rate structures all year round for all customers at the
same unit rates per 1,000 gallons at each level.

Quarterly Water Usage FY09
(gallons) Rate per 1,000
gallons
- 18,000 $2.69
Over 18,000 $5.37

Alternative D (Ready Ready-to-Serve Charge and Inclining Block Consumption Charge with Flat
Rate Non-Residential) — Alternative D is the same structure as Alternative B; however, all non-
residential customers are not included within the inclining block structure. Non-residential
customers are charged a separate flat-rate consumption charge.

The inclining block rates structure consists of two levels: Level 1 (0 - 18,000 gallons per quarter),
Level 2 (Over 18,000 gallons per quarter). In this structure, customers are charged an incrementally
higher rate for water used per quarter. The table below shows the amount of usage in each block
using this structure for all customers.

Quarterly Water Usage % of Residential % of Residential
(gallons) Customers Only Usage Only
- 18,000 41% 53%
Over 18,000 59% 47%

The following tables show the Fiscal Year 2009 water rates required for the water fund to
“breakeven” under Alternative D.
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Fixed Charge per
Meter Size AWWA Quarterly Bill
(inches) Equivalent FY09
5/8 1.00 $22.01
3/4 1.50 $22.01
1 2.50 $55.03
11/2 5.00 $110.05
2 8.00 $176.08
3 16.00 $352.16
4 25.00 $550.25
6 50.00 $1,100.50
8 80.00 $1,760.80
10 120.00 $2,641.20
Quarterly Water Usage FY09
(gallons) Rate per 1,000
gallons
Residential
- 18,000 $2.53
Over 18,000 $6.33
Non-Residential Unit Rate $3.42

3. Sewer Rate Structure Alternatives

Having evaluated the current rate design, the financial model was used to develop alternative rate
structures. The alternative rate designs were developed using methodologies which allocate costs
fairly among various user classifications while meeting the City’s goals and objectives which
include equitable distribution of expenses among customers, environmental protection and
encouraging wise use of water. The rate alternative calculations are shown on Schedule 14 in

Appendix A of this report.

Four primary water rate structures were considered, each of which would produce the same amount
of revenue for Fiscal Year 2009:

o Alternative A — Current Rate Structure (shown in a previous section)

FY09 FY10 FY11 FY12 FY13
% Increase % Increase % Increase % Increase % Increase
Sewer 102.0% 0.0% 0.0% 20.0% 16.0%
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e Alternative B — Ready-to-Serve Fixed Charge and Unit Rate Usage

The following tables show the Fiscal Year 2009 sewer rates required for the sewer fund to
“breakeven” under Alternative B.

Fixed Charge per
Meter Size AWWA Quarterly Bill
(inches) Equivalent FY09
5/8 1.00 $25.33
3/4 1.50 $25.33
1 2.50 $63.33
11/2 5.00  $126.65
2 8.00 $202.64
3 16.00 $405.28
4 25.00 $633.25
6 50.00 $1,266.50
8 80.00 $2,026.40
10 120.00 $3,039.60
Quarterly Water Usage FY09
(gallons) Rate per 1,000
gallons
Unit Rate for all customers $4.56

After discussions with the City and having evaluated the current rate design, it has been determined
that the Water Rate Structure Alternative D and Sewer Rate Structure Alternative B best match the
objectives and goals of the City. Water Structure Alternative D encourages the wise use of water for
all customers. By charging a ready-to-serve fixed fee per meter size and eliminating the minimum
usage included in the fixed fee, customers will see the cost of each 1,000 gallons of water and sewer
they use on their quarterly bill. They will also be able to see “savings” based upon conservation

efforts over time.

Residential customers will pay for their water through a two-step inclining block rate structure,
which charges a higher rate for water used within the second step. This second step includes
consumption that is over and above the national average household us of 6,000 gallons a month, and
can be categorized as discretionary water use. Those users that reach this level are placing an
additional demand on the system and they cause the system to incur additional costs. Therefore all
residential consumption above the national average is charged a premium price.

Non-residential customers are also encouraged to use water wisely by eliminating the declining
block rate structure and charging a unit rate. Non-residential and Industrial customers have a natural
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incentive to conserve water — the profit margin. Eliminating a declining block rate structure and
implementing a unit rate for this class of customer sends the message that water is a natural resource

that requires protection and is not something to be wasted.

4. Projected Rates

The next step was to determine what water and sewer rate increases are required to ensure that the
water and sewer funds are self-supporting. The proposed increases to water and sewer rates in FY
2009 along with additional modest increases in the following years are required for the water and
sewer systems to recover the required revenue values shown in Section E of this report. The
increases and rates are shown in the tables below. This table also demonstrates a two-year rate
increase phase-in. The Breakeven rates for FY09, shown in the previous section, are not fully
implemented until FY10. The proposed rates for FY09 and following four years are shown below.

WATER FY09 FY10 FY11 FY12 FY13
Qnarierly Fived Clarge $20.96 $22.01 $22.09 $22.45 $22.76
per EDU
Residential
(per 1,000 gallons)
- 18,000 $2.41 $2.53 $2.54 $2.58 $2.62
Over 18,000 $6.03 $6.33 $6.35 $6.46 $6.55
Non-Residential
Unit Rate
(per 1,000 gallons) $3.26 $3.42 $3.43 $3.49 $3.54
% Increase - 5.00% 0.36% 1.63% 1.38%
SEWER FY09 FY10 FY11 FY12 FY13
(uartetly Fixed Charge $22.03 $25.33 $25.33 $25.33 $25.33
per EDU
Unit Rate
(per 1,000 galions) $3.96 $4.56 $4.56 $4.56 $4.56
% Increase - 15.00% 0.00% 0.00% 0.00%

5. Sample Bills

The following tables present sample bills for various customers for Fiscal Year 2009 and FY 2010
under the current and projected water and sewer rates.
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WATER

Consumption Meter Size Current Current Proposed Proposed
Residential Inside Outside FY09 FY10
18,000 3/4 §55 $66 $64 $68
30,000 3/4 $80 $95 $119 $125
45,000 3/4 $130 $153 $227 $238
Non-residential
25,000 3/4 $75 $89 $102 $108
100,000 2 $281 $334 $494 $518
500,000 3 $1,257 $1,477 $1,965 $2,062
SEWER
Consumption Meter Size Current Current Proposed Proposed
Residential Inside Qutside FY09 FY10
18,000 3/4 $53 $90 $93 $107
30,000 3/4 $74 $132 $129 $148
45,000 3/4 $116 $216 $200 $231
Non-residential
25,000 3/4 $70 $123 $121 $139
100,000 2 $290 $609 $572 $659
500,000 3 $1,417 $3,053 $2,332 $2,685
COMBINED
Consumption Meter Size Current Current Proposed Proposed
Residential Inside QOutside FY09 FY10
18,000 3/4 $109 $156 $158 $175
30,000 3/4 $155 $227 $248 $273
45,000 3/4 $246 $369 $427 $469
Non-residential
25,000 3/4 $144 $211 $223 $247
100,000 2 $572 $943 $1,066 $1,177
500,000 3 $2,674 $4,530 $4,298 $4,747
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G. COMPARISONS

It may be useful for the City of Westminster to compare sample bills of various local utilities with a
bill calculated using proposed utility basis rates for the City of Westminster water and sewer system
treated as a whole (i.e. no differentiation between inside-City and outside-City customers). The
following chart represents a comparison of an annual bill for a customer who uses 27,000 gallons
per quarter for various water and sewer municipalities in the same geographical area as the City of
Westminster (the most current rates were used in the comparison; the bills may not reflect unknown

water and sewer rate increases within the comparison utilities). The chart presents the proposed FY
| Sewer mWater
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$200 — _
$150 +— .
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$50 '
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Quarterly Water and Sewer Bills
(27,000 gallons per Quarter)

2009 and FY 2010 rates for water and sewer.
¢ &

NS <
& s & 35 & & 3 &

While the chart above may be helpful in observing what local utilities charge for water and sewer
service, it may also be rather misleading and should not be used as a sole determinant when
calculating future rates; there are many factors that have a role in determining rates such as the
relative age and size of the general system, number of customers served, amount of investment in
infrastructure, etc. The most important factor in determining rates is the cost of service — how much
does it cost (per unit of service) to provide water and sewer service?
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H. WATER AND SEWER BENEFIT ASSESSMENT

The City currently charges water and sewer benefit assessment fees to customers who join the water
and sewer systems. The assessment fees are intended to recover the capital cost of capacity
constructed to serve new customers.

Residential assessment fees are based on dwelling units. Each single-family residence, unit in a
mutlti-family dwelling, apartment unit or living unit is counted as one dwelling unit. The minimum
assessment for all residential dwelling units is $4,370 and $4,580 for water.and sewer respectively.
Each dwelling unit in a multi-family residence over and above the first unit will be charged an
additional assessment for each unit, corresponding to the table below.

Dwelling Unit Additional Water Additional Sewer
Assessment Assessment
1 - bedroom or efficiency $2,331 $2,382
2 - bedroom $3,205 $2,391
3 - bedroom $3,787 $3,847
4 - bedroom $4,807 $4,580

Industrial and commercial customers, schools, hospitals, and all other non-residential customers all
pay a minimum assessment fee with additional charges for buildings and businesses exceeding
certain minimum defined criteria. The following table summarizes the water and sewer benefit
assessment for non-residential customers.

Customer Type Water Assessment Sewer Assessment

Industrial Manufacturing

Minimum

$4,370 includes 5,000 sq. ft.

$4,580 includes 5,000 sq. ft.

Additional

$0.75 - $0.64 per sq. ft.

$0.77 - $0.62 per sq. ft.

Industrial Warehouse

$3,205 includes 2,000 sq. ft.

$2,391 includes 2,000 sq. ft.

Additional

$0.83 - 0.38 per sq. ft.

$0.85 — $0.38 per sq. ft.

Institutional

$10,051 (1-100 persons)

$9,160 (1-100 persons) -
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N $23,743 to unlimited $23,084 to unlimited
Additional | depending on number of staff | depending on number of staff
_and stndents and ctundents
Hospitals $7,574 includes 20 beds $7,328 includes 20 beds
Additional $18,936 includes 60 beds, $18,321 includes 60 beds,
each bed over 60, $256 each bed over 60, $275
Hotels $4,370 includes 1 - 10 rooms | $4,580 includes 1 — 10 rooms
Additional $11,653 includes 50 rooms, $11,542 includes 50 rooms,
! each room over 50, $364 each room over 50, $385
Commercial $4,370 includes $5,000 sq. ft. $4,580 includes $5,000 sq. ft.
Additional $0.75 - $0.52 per sq. ft. $0.77 - $0.47 per sq. ft.

The City’s Water Treatment Plant treats water from two surface sources and has a capacity of 2.75
MGD. Currently, the City’s Water Treatment Plant produces approximately 2 MGD of potable
water daily. A series of wells supplement the water produced at the City’s Water Treatment Plant to
insure the needs of users are met. The Carfaro Well came online in 2000 and the Roop’s Mill Well
came online on an emergency basis during the summer of 2002. Approximately 77% of units are
residential water customers (8,974) using an average of 289 gallons per day per equivalent dwelling
unit, totaling 950MG annually. The remaining 23% of water customers (2,753) include a mix of
commercial, industrial and institutional businesses that combined use approximately 400MG
annually.

The City’s Wastewater Treatment Plant is located on the Little Pipe Creek near the intersection of
Old New Windsor Road and Maryland Route 31. The plant provides secondary treatment through an
activated sludge process and advanced treatment with the addition of phosphorous removal.
Treatment capacity of the plant is 5 MGD. The City currently provides sewer service to
approximately 8,695 residential customers and 2,548 non-residential equivalent dwelling units.
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1. Growth Related Capital Improvement Plan

A summary of the City’s Water Capital Improvement Projects for FY 08 — FY 18 is shown below.

Project Total Dollars % Growth
Cranberry Water Treatment Plant Upgrade $11,047,190 75%
MD 140 Parallel Water Main $800,000 100%
Gesell Property Well $50,000 100%
Little Pipe Creek Intake $25,000 100%
Interzone Water Main $800,000 100%
Watershed Easement Purchase $550,000 100%
Ridge Road Water Main $205,000 50%
Park Avenue Water Main $100,000 34%
Main Street Water Main Upgrade $320,000 50%
New Water Storage Facility $640,000 100%
James Street Water Main $35,000 100%
John Street Water Main $50,000 34%
Ralph and Church Water Main $55,000 100%
West George Street Water Main $90,000 100%
Hollow Rock/City View Water Main $180,000 50%
Winter Street Water Main $195,000 34%
Avondale Well Pump $6,000 100%
Pump Testing Gesell and or Hydes $20,000 100%
New Water Supply Development $1,725,000 100%
Roop's Mill Well #11 $375,000 100%
Wakefield Valley Wells $6,000 100%

The Cranberry Water Treatment Plant will add an addition 4MGD to the capacity of the water
treatment plant. The combination of projects including New Water Supply Development, Roop’s
Mill Well #11, Gesell Property Well and Wakefield Valley Wells will provide an additional

2.4MGD of raw water for supply.

A summary of the City’s Sewer Capital Improvement Projects for FY 08 — FY 18 is shown below.

Project Total Dollars % Growth
Plant Upgrade/Expansion $36,000,000 - 25%
Pump Station #12 Upgrade $500,000 50%
Pump Station #15 Rehabilitation $1,780,000 100%

The wastewater treatment plant expansion will be adding 2MGD of capacity to the wastewater
system, as well as adding improvements to the chlorination/dechlorination system.
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2. General Assessment Fee Methodology

Assessment fees are calculated based upon what it actually costs a utility to build capacity. The fees
are not based upon annual cash needs but rather on the actual cost of capacity. Therefore the annual
cash flow needs related to capital projects may not precisely match the annual revenues from
assessment fees. In addition, assessment fees should be reviewed internally annually. While there
are a variety of methods for calculating assessment fees to serve a customer in a water and sewer
system, most methods of calculating these fees fall into three broad categories:

® Buy-in capacity method is tied to the historical cost of the system. The Buy-in
capacity method is appropriate for mature utilities that have excess capacity in the
water and/or sewer system.

e Average cost of capacity calculations are often used in a utility which is approaching
its capacity, reflecting the situation that new customers are being served by the latest
additions to the utility’s infrastructure. It is a combination of the Buy-in capacity
method and the next increment of capacity method.

e Next increment of capacity is used to calculate the costs of serving new customers in
a-utility that has little or no capacity and is being heavily stressed by growth. This
approach estimates what it will cost to add capacity to serve new customers.

In addition to the broad categories, combinations of the methods are often utilized based upon the
status of capacity within the water and sewer system respectively.

3. Water Benefit Assessment Fees

The City’s water system is currently at capacity and there no available capacity for new customers.
The next increment of capacity method is the appropriate calculation for the City of Westminster
Water System and is calculated based upon the cost of the new capacity divided by the capacity it
will add to the system.

The resulting total cost of capacity for the next increment of capacity in the water system is
approximately $32.5 million: imposes $18.6M for treatment capacity, $5.6M for supply capacity and
$8.2M for system expansion capacity. The assessment fees are calculated by dividing the total cost
of capacity by the number of units the capacity will serve. The resulting water assessment fee is
$2,600 per equivalent dwelling unit.

All three methods were used to calculate the water benefit assessment fee. The calculations of the
water assessment fee, under all three methods described in the previous section, are detailed in
Appendix A on Schedule 18.
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4. Sewer Benefit Assessment Fees

The City’s current wastewater treatment plant is operating at just over half of its design capacity,
leaving approximately 2MGD available for new customers. Although there is treatment capacity
available at the wastewater plant, the sewer system will require additional infrastructure to be made
available for new customers, including pump stations and sewer transmission mains.

Therefore, the average cost of capacity method is the appropriate calculation for the City of
Westminster Sewer System and is calculated based upon an average of the historical cost of the
sewer system and the cost of new capacity divided by the total combined capacity of the wastewater
system. The resulting total cost of capacity for the average capacity in the sewer system is
approximately $64.0M. The resulting sewer benefit assessment fee is $3,200 per equivalent
dwelling unit.

All three methods were used to calculate the sewer benefit assessment fee. The calculations of the
sewer benefit assessment fee, under both the buy-in and average cost method described in the
previous section, are detailed in Appendix A on Schedule 19.

5. Recommendations

Based upon review of the actual cost of providing water capacity to its customers we recommend
that the City keep the current minimum water and sewer benefit assessment fees of $4,370 and
$4,580, respectively; however, we would suggest rounding the fees to $4,400 per EDU and $4,600
per EDU respectively

We recommend that the City base its water and sewer benefit assessments on equivalent dwelling
units (EDUs), assuming that a typical single family home is one dwelling unit. The American Water
Works Association uses meter size to determine EDUs. The size of a meter, and its corresponding
equivalent dwelling unit, represents the possible demand that the customer may place on the water
and sewer systems.

We recommend that the City adopt this methodology for collecting water and sewer benefit
assessment fees in place of the existing system that is based upon the number of bedrooms, persons,
hospital beds, hotel rooms and industrial/commercial square footage. The following table lists the
proposed water and sewer assessment fees for each meter size, as well as lists the AWWA
Equivalent Dwelling Unit number for each meter size.
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AN YA LDUS Water Assessment
Meter Size for ea?h meter Fee Sewer Assessment Fee
size.

5/8” 1.00 $4,370 $4,580
/8 1.00 $4,370 $4,580
17 2.50 $10,925 " $11,450

1%~ 5.00 $21,850 $22,900
2” 8.00 $34,960 $36,640
3 16.00 $69,920 $73,280
4” 25.00 $109,250 $114,500
6” 50.00 $218,500 $229,000
8” 80.00 $349,600 $366,400

The minimum benefit assessment fee for both water and sewer is shown above for a 5/8” meter. For
this analysis, a % meter was given a 1.0 EDU, in place of the AWWA recommended 1.10 value.
This change was made due to the fact that many of the single family residential water and sewer

customer in the City have a %” water meter.

6. Capital Cash Flow

A capital cash flow for the water and sewer benefit assessment funds was created to demonstrate the
results of the forecasted capital expenses and revenues, and projected water and sewer customer
growth rate over the 10-year planning period considered in the water and sewer cost of service study
to which this memo is a part of. Capital expenses and revenues are summarized in previous sections
of this chapter and the customer growth rate is assumed to be 150 EDUs annually. The capital cash
flow is attached on Schedule 20 of Appendix A.
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I. DROUGHT RATES

The City of Westminster and the surrounding areas have been experiencing drought conditions over
the past several years and have already come together to encourage water conservation and the wise
use of water for all the customers, both inside and outside, of the City’s water system. In addition to
the ongoing public education and relation activities, the City wants to be financially prepared for
future drought periods.

During drought situations, a water utility typically has two overriding objectives. The first is to
quickly reduce the volume of water used by its customers and second in maintain adequate revenues
to meet system requirements.

Reducing water use can be accomplished by a combination of activities, some which are listed
below.

1. Appealing to customers to voluntary reduce water demands
2. Limiting or discontinuing water supplied to interruptible customers of the system

3. Placing mandatory restrictions on discretionary water uses (usually outdoor uses such as
irrigation and car washing)

4. Increasing rates or adding surcharges as incentives to reduce water demands

To the extent that the City is successful in reducing the water used, it becomes increasingly difficult
to collected adequate revenues to cover normal operating expenses. Many utilities will draw on cash
reserves that may be available through an operating and maintenance reserve fund or other available
rate stabilization funds. Alternatively, utilities may also implement a drought pricing structure.

There are several methods used to calculate drought pricing; the most simple is to implement a
general rate surcharge. All volume rates could be increased by a specific percentage or multiplier to
generate an adequate amount of revenue as well as act as an additional incentive for customers to
reduce water use. This method is likely to be the most easily accepted by the public due to the basic
principle that all customers are being treated equally during the drought period. A general surcharge
is also easy to implement for bill calculations.

It is recommended that the City develop and implement a surcharge drought pricing structure for use
in formally defined droughts and drought conditions. The City must define these conditions and
make them available and known to all customers. It is also recommended that drought rates be
linked to existing policies and triggers related to voluntary and mandatory water restrictions. Public
education and communication is a key element in the drought pricing implementation.
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1. Findings

J. CONCLUSIONS AND RECOMMENDATIONS

Residential customers of the City’s water system use on average 26,000 gallons of
water each quarter. This is approximately 8,000 gallons more each quarter then the
national average usage per quarter, which is based on an average of 6,000 gallons per
month or 18,000 gallons quarterly.

Treating all customers the same, and treating all assets as common, current water rates
do not produce sufficient revenue to cover utility basis revenue requirements for the
Water Fund for Fiscal Year 2009 or the years following. Based on projected water
sales, the current rates will produce revenues roughly 50% less than the utility basis
required revenue in Fiscal Year 2009 with small shortfalls annually over the planning
period.

Treating all customers the same, and treating all assets as common, current sewer rates
do not produce sufficient revenue to cover utility basis revenue requirements for the
Sewer Fund for Fiscal Year 2009 or the years following. Based on projected sewer
sales, the current rates will produce cash revenues roughly 51% less than the utility
basis required revenue in Fiscal Year 2009 with subsequent shortfalls over the planning
period.

The current water rate structure does not achieve the objective of encouraging the wise
use of water. '

The City does charge new customers a water and sewer benefit assessment for buying
into the water and sewer systems.

2. Conclusions

The City needs to increase water and sewer rates over the next five years to keep
revenues in line with expenses.

3. Recommendations

We recommend that the City adopt a utility basis outside-city water rate structure that
includes a fixed fee based on meter size and an inclining block rate for residential
consumption and a unit cost for non-residential consumption (Alternative D). The
recommended structure and rates for the remainder of FY09 are shown below.

MFSG

26 City of Westminster



WATER FY09
Quarterly Fixed Charge per EDU $20.96
Residential
(per 1,000 gallons)
- 18,000 $2.41
Over 18,000 $6.03
I?I?:r F,g%l(c)l eglalxﬁg:ls) $3.26

o We recommend that the City adopt a utility-basis outside-city sewer rate structure that
includes a fixed fee based on meter size and a unit rate for all usage, both residential
and non-residential consumption (Alternative B). The recommended structure and
rates for the remainder of FY09 are shown below.

SEWER T
Quarterly Fixed Charge per EDU $22.03
Usage Charge

(per 1,000 gallons) $3.96

o In addition to the rates for Fiscal Year 2009, we recommend that the City adopt the rate
increases outlined below for water and sewer over the four years.

Fund FY 2010 FY 2011 FY 2012 FY 2013
Water Rate Increases 5.00% 0.36% 1.63% 1.38%
Sewer Rate Increases 15.00% 0.00% 0.00% 0.00%

e We recommend that the City use a net residual cash basis (including the additions of
a dividend to the City’s General Fund, to be charged to inside-City customers only)
for setting inside-city water and sewer rates:

Total Revenue Requirement (Inside-City and Outside-City) Cash Basis*
Less: Estimated Revenues from Outside —City Customers Utility Basis

Residual Cash Revenue Requirement Inside City Customers*
More: Dividend to General Fund (Charged to Inside-City only customers)

Net Revenue Requirement Inside City Customers™

* Cash Basis Revenue Requirement and Inside City Water and Sewer Rates will be discussed in
the supplement to this report found in Appendix B
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City of Westminster Water and Sewer Rate Study

SCHEDULE 16 - SAMPLE BILLS

Alternative A - Current Rate Structure .
Water

Inside City

Quarterly Minimum Charge (per 6,000 gallon increments includ §$

Next 39,000 gallons (per 1,000 gallons)
Over Minimum plus Next 39,000 gallons (per 1,000 gallons)

Outside City

$
$

Quarterly Minimum Charge (per 6,000 gallon increments includ $

Next. 39,000 gallons (per 1,000 gallons)
Over Minimum plus Next 39,000 gallons (per 1,000 gallons)

Sewer

Inside City

$
$

Quarterly Minimum Charge (per 6,000 gallon increments includ $

Over Minimum (per 1,000 gallons)

Outside City

$

Quarterly Minimum Charge (per 6,000 gallon increments includ $

Over Minimum (per 1,000 gallons)

Outside City - Carroll County

$

Quarterly Minimum Charge (per 6,000 gallon increments includ $

Over Minimum (per 1,000 gallons)

3

Current

22.32
2.76
2.00

27.96
3.20
2.24

Current

25.44
2.33

34.14
4.66

28.02
2.64

&

(%]

FY 09

28.08
3.47
2.52

35.17
4.03
2.82

FY 09

28.69
2.63

38.49
5:25

31.59
2.98

=]

@

FY 10

41.31
5.11
3.70

51.75
3.92
4.15

FY 10

36.86
3.38

49.46
6.75

40.59
3.82




City of Westminster Water and Sewer Rate Study

SCHEDULE 16 - SAMPLE BILLS

Alternative D - Fixed Charge with Residential Inclining Block Rates and Commercial Unit Rate (Utility Basis)

Water Current FY 09 FY 10
Inside City
Quarterly Fixed Charge for 3/4" Meter $22.32 $14.67 $15.44
Current FY 09 FY 10
5/8 $14.67 $15.44
3/4 $14.67 $15.44
1 $36.68 $38.60
11/2 $73.35 $77.20
2 $117.36 $123.52
3 $234.72 $247.04
4 $366.75 $386.00
8 $1,173.60 $1,235.20

Residential Water Volume Charge
Level 1: 0 - 18,000 gallons quarterly $2.76 $1.35 $1.42
Level 2: Over 18,000 gallons quarterly $2.00 $3.38 $3.55

Commercial Water Volume Charge

All gallons quarterly $2.00 $1.82 $1.92
Outside City

Quarterly Fixed Charge for 3/4" Meter $27.96 $20.96 $22.01
Current FY 09 FY 10
5/8 $20.96 $22.01
3/4 $20.96 $22.01
1 $52.40 $55.03

1172 $104.80 $110.05

2 $167.68 $176.08

3 $335.36 $352.16

4 $524.00 $550.25

8 $1,676.80 $1,760.80

Water Volume Charge
Level 1: 0 - 18,000 gallons quarterly $3.20 $2.41 $2.53
Level 2: Over 18,000 gallons quarterly $2.24 $6.03 $6.33

Commercial Water Volume Charge
All gallons quarterly $2.24 $3.26 $3.42




City of Westminster Water and Sewer Rate Study

SCHEDULE 16 - SAMPLE BILLS

Sewer Current FY 09 FY 10
Inside City
Quarterly Fixed Charge for a 3/4" Meter $25.44 $13.54 $15.57
Current FY 09 FY 10
5/8 $13.54 $15.57
3/4 $13.54 $15.57
1 $33.85 $38.93
1172 $67.70 $77.85
2 $108.32 $124.56
3 $216.64 $249.12
4 $338.50 $389.25
8 $1,083.20 $1,245.60

Sewer Volume Charge

All gallons quarterly $2.33 $2.10 $2.41
Outside City
Quarterly Fixed Charge for a 3/4" Meter $34.14 $22.03 $25.33
Current FY 09 FY 10
5/8 $22.03 $25.33
3/4 $22.03 $25.33
1 $55.08 $63.33
1172 $110.15 $126.65
2 $176.24 $202.64
3 $352.48 $405.28
4 $550.75 $633.25
8 $1,762.40 $2,026.40

Sewer Volume Charge
All gallons quarterly $4.66 $3.96 $4.56
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SCHEDULE 16 - SAMPLE BILLS
Alternative D - Fixed Charge with Residential Inclining Block Rates and Commercial Unit Rate (Utility Basis)

City of Westminster Water and Sewer Rate Study

WATER % Increase
Consuption Meter Size Current - FY10 Current FY 09 FY 10
Residential Inside
18,000 3/4 -26% $ 55.44 $38.97 $41.00
27,000 3/4 -9% $ 80.28 $69.39 $72.95
45,000 3/4 5% $ 129.96 $130.23 $136.85
Residential Outside
18,000 3/4 2% $ 66.36 $64.34 $67.55
27,000 3/4 31% $ 95.16 $118.61 $124.52
45,000 3/4 56% $ 152.76 $227.15 $238.46
Commercial Inside
25,000 3/4 -16% $ 74.76 $60.17 $62.67
100,000 2 10% $ 281.24 $299.36 $309.36
500,000 3 -5% $ 1,256.68 $1,144.72 $1,194.72
Commercial OQutside '
25,000 3/4 21% $ 88.76 $102.46 $107.51
100,000 2 55% $ 334.04 $493.68 $518.08
500,000 3 40% $ 1,476.88 $1,965.36 $2,062.16
SEWER % Increase
Consuption Meter Size Current - FY10 Current FY 09 FY 10
Inside
18,000 3/4 10% $ 53.40 $51.34 $58.95
27,000 3/4 8% $ 74.37 $70.24 $80.64
45,000 3/4 7% $ 116.31 $108.04 $124.02
25,000 3/4 9% b 69.71 $66.04 $75.82
100,000 2 26% $ 290.30 $318.32 $365.56
500,000 3 3% $ 1,417.12 $1,266.64 $1,454.12
Outside
18,000 3/4 19% S 90.06 $93.31 $107.41
27,000 3/4 12% $ 132.00 $128.95 $148.45
45,000 3/4 7% 3 215.88 $200.23 $230.53
25,000 3/4 14% $ 122.68 $121.03 $139.33
100,000 2 8% $ 608.74 $572.24 $658.64
500,000 3 -12% $ 3,053.12 $2,332.48 $2,685.28
COMBINED % Increase
Consuption Meter Size Current - FY10 Current FY 09 FY 10
Residential Inside
18,000 3/4 -8% $ 108.84 $90.31 $99.95
27,000 3/4 -1% $ 154.65 $139.63 $153.59
45,000 3/4 6% $ 246.27 $238.27 $260.87
Residential OQutside
18,000 3/4 12% $ 156.42 $157.65 $174.96
27,000 3/4 20% $ 227.16 $247.56 $272.97
45,000 3/4 27% $ 368.64 $427.38 $468.99
Commercial Inside
25,000 3/4 -4% $144.47 $126.21 $138.49
100,000 2 18% $571.54 $617.68 $674.92
500,000 3 -1% $2,673.80 $2,411.36 $2,648.84
Commercial Outside
25,000 3/4 17% $ 211.44 $223.49 $246.84
100,000 2 25% $ 942.78 $1,065.92 $1,176.72
500,000 3 5% $ 4,530.00 $4,297.84 $4,747.44
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A. INTRODUCTION

The following report summarizes the residual cash basis required revenue and corresponding inside-
city water and sewer rates.

B. OPERATING AND MAINETANCE COSTS

As summarized in the main body of the City’s Cost of Service Report, the Fiscal Year 2009 O&M
expenses for the water system have been forecasted as $3.62 million. The amount allocated for
Source of Supply is $0.52 million, for Water Treatment & Pumping is $0.77 million, for
Transmission & Distribution is $0.57 million, with the remaining $1.75 million allocated for
Administrative & General and Customer Account expenses. The majority of water system operating
expenses were assumed to increase annually by 3% resulting in expenses of approximately $4.72
million by Fiscal Year 2018.

The budgetary Fiscal Year 2009 O&M expenses for the sewer system total $3.55 million.
Approximately $1.55 million of total O&M expenses is attributed to Sewer Treatment, while $0.50
million is attributed to collection, and $1.48 million to Administrative & General and Customer
Account. The sewer system operating expenses were assumed to increase annually by 3% resulting
in expenses of approximately $4.63 million by Fiscal Year 2018.

Operating and maintenance costs for the water and sewer systems are presented in Schedule 2 in
Appendix A to the report.

C. CAPITAL COSTS

The annualized capital costs related to providing water and sewer service are generally derived by
analyzing the capital costs of projects detailed in the City’s capital improvement plans and then
identifying which of those projects will be funded via the issuance of debt (typically bonds or similar
financial instruments) and those which will be funded from cash on hand or cash derived from
operations. The capital costs are also divided between those that are related to growth and those
related to repair and rehabilitation of the system. Segregating capital projects between growth and
non-growth is necessary to ensure the capital costs are recovered through the appropriate group of
customers (i.e., growth pays for growth).

1. Existing Debt

The City water and sewer fund currently has approximately $16.74 million in outstanding principal
on debt. The existing debt consists of four separate bond issues including a 2007 loan for the
Cranberry water treatment plant upgrade with outstanding principal of $11.05 million retiring in FY

MFSG I City of Westminster



28, a Carfaro well water loan with outstanding principal of $0.89 million retiring in FY 21, a 1990
series B sewer bond with outstanding principal of $0.38 million retiring in FY 11 and a loan with
$4.42 million outstanding principal retiring in FY 28 for Medford Quarry emergency water
connection. The principal and interest payment required in FY09 for the water and sewer system is
approximately $0.21 million and $0.15 million, respectively.

2. Planned Capital Improvements

The City’s water system has planned capital projects of approximately $10.62 million for the period
from Fiscal Year 2009 through Fiscal Year 2018. The majority of the capital projects are for
improvements / replacements to the City’s water mains. New water supply developments, totaling
$1.73 million for FY 09 through FY 14, are the most expensive capital improvements identified in

the capital program.

The sewer system has a significantly higher amount of planned total capital costs, with
approximately $46.17 million for the period from Fiscal Year 2009 to Fiscal Year 2018. The largest
sewer capital cost is for a plant upgrade/expansion, spanning from FY 09 through FY 13, of $36.00
million, with 75 percent of the project being funded by the Bay Restoration Fund.

It should be noted that a key consideration for the review of the water and sewer systems for the City
was the level of reinvestment in the water and sewer infrastructure planned for the City system. The
projects mentioned above are representative of the current programmed level of funding.

3. System Reinvestment

The City has invested a significant amount of capital over the past 100 years to construct the water
distribution and sewer collection systems. As the water and sewer systems age it is important that
the City be actively managing these assets to ensure that the useful lives of the systems are
maximized. Based on information from the City and industry estimates, water mains in the City
system have a useful life of approximately 75 years, and sewer mains have a useful life of
approximately 100 years. To assist the City in managing its capital assets, MFSG completed a
detailed review of the water and sewer system assets. The goal of the review is to provide the City
with an estimate of the annual investment required in each system to appropriately maintain the
system and strive towards maximizing assets’ useful lives. As part of the capital improvements
program review, the ages and costs of various portions of the water and sewer systems were
stratified by decade. The age groupings of distribution and collection systems together with useful
life information and unit replacement costs were used to estimate the required reinvestment in the

respective systems.

The City’s water distribution system consists of approximately 645,300 linear feet of pipe. The
majority of the water system was installed rather recently (in terms of exhausting useful life), during
the 1960’s and the 1970’s. The City has water mains that were installed before 1960, but records as
to the exact year these mains were installed are limited. Applying a useful life of 75 years to the
water distribution system reveals that as of FY 2009, the City will have approximately 14,000 linear
feet of pipe that has reached its useful life. Using average costs for replacement by linear foot of the
various pipes within the City, the cost of replacing these pipes is approximately $0.47 million in
today’s dollars.

MFSG 2 City of Westminster



The City sewer collection system currently consists of approximately 626,400 linear feet of pipe.
The majority of the collection system was installed in the 1970’s and 1980°s. Applying a useful life
of 75 years to the sewer collection system reveals that as of FY 2009 the City will have
approximately 25,100 linear feet of pipe that has reached its useful life. Using average costs for
replacement by linear foot of the various pipes within the City, the cost of replacing this pipe is
approximately $0.94 million in today’s dollars. The following table provides a summary of the
analysis of the distribution and collection systems.

Table 1. System Reinvestment

Water Distribution System | Sewer Collection System
Installed Pipe (Linear Feet) 645,300 626,400
Pipe Exceeding Useful Life
(Linear Feet) 14,000 25,100
Replacement Cost of Pipe
Exceeding Useful Life $469,000 $942,000

It is important to note that the useful life of water and sewer distribution and collection systems is
highly dependent on a number of factors including pipe material, soil conditions and climate.
Obviously the distribution and collection system that have exceeded their useful lives are still
operational but as time passes the likelihood of failure increases.

For purposes of the system analysis it was assumed that the City would replace/renew the water and
sewer pipe that has exceeded its useful life over the next 20 years. This period was selected in an
attempt to minimize the rate impact but not extend the period so long as to greatly increase system
failures. Additionally, it is assumed that as pipe that has not yet reached its useful life reaches its
useful life, the City will begin working on these portions of the systems. Applying these
assumptions provides an annual reinvestment rate for the water and sewer systems. The following
graph demonstrates the current planned capital investments as mentioned above and the required
investment based on the detailed system information.
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The figure demonstrates that over the next ten years the City should be investing approximately
$0.05 million to-$0.07 million a year to replace water distribution pipe that has reached its useful
life. The figure also shows that the City should be investing approximately $0.10 million to $0.30
million a year to replace/renew sewer collection system pipe that has reached its useful life.
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To provide a longer-term view of the required investments in the water and sewer systems the
following graph was developed which shows the required investment over the next 50 years.

City of Westminster
Water Distribution and Sewer Collection Systems Investment
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Fiscal Year = Water Contribution

= Sewer Contribution

The system reinvestment analysis can be found on Schedules 9A in the Appendix to the report.

4. Anticipated Debt Service

Historically, the City has utilized bond funding to finance the majority of water and sewer capital
improvement projects in the capital improvements program. It is assumed that the City will continue
to issue debt to fund the majority of capital improvement projects, including the recommended
replacement and renewal of the water and sewer systems as discussed above. However to limit
some interest expenses a small portion of the capital improvement program for water will be funded
directly through user rates. Projects that average $25,000 or less per year over the planning period
from FY 09 to FY 18 are cash funded in the model through user rates while any projects with an
amount over that are bond funded. For projects spanning Fiscal Year 2009 to Fiscal Year 2018, it is
assumed that the City will debt fund approximately $2.30 million worth of water capital projects.
Over the same period, it is assumed that the City will debt fund approximately $1.45 million worth
of sewer capital projects. Based on the planned timing for the water capital projects, it is anticipated
that the City will need to issue debt in Fiscal Years 2010, 2012 and 2014. The annual debt payments
for the water system as a result of debt issuance range from $0.10 million in FY 2010 to $0.19
million in FY 2014 and years beyond that. The annual debt payments for the sewer system range
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from $0.08 million in FY 2009 to $0.12 million in FY 2014 and years beyond that. Detailed
Anticipated Debt Service calculations can be found on Schedule 6 of Appendix A.
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D. RESERVES

Best management practices dictate that cash reserves be accumulated to provide for contingencies
and unplanned major expenses. We recommend the establishment of two types of reserves for the
City’s water and sewer system: an Operating and Maintenance (“O&M”) Reserve and a Repair,
Renewal, and Rehabilitation (“3R”) Reserve. Each is discussed below.

1. Operating and Maintenance (“O&M?”) Reserve

An operating reserve is important to provide funds for unplanned minor repairs or fluctuations in the
budget. This type of reserve is also valuable during unusually wet or dry years, which could result
in reduced revenues due to lower than anticipated consumption levels. As these reserves are
accumulated, they can be used in future years to offset, decrease or defer rate increases. Operating
reserves are typically established as a percentage of a system’s O&M budget. We recommend that
the City formally establish and maintain a 90-day operating reserve target balance (one fourth of
current annual O&M expenses). An annual contribution to the reserve will need to be recovered
through user fees each year to match the target reserve balance of 90 days annual operating expenses
and replenishment. This annual contribution is the difference between the target balance (one fourth
current annual O&M expenses) and the current balance (less any withdrawals from the reserve).
The recommended O&M reserve for FY 2009 based on 90-days of operating expenses is $1.13
million for water and sewer combined. It is estimated that the available cash fund balance at the
beginning of FY 2009 will be $0.79 million. Therefore in FY 2009 the City will be required to
make an O&M reserve contribution of $0.34 million to fully fund the reserve. The City will need to
make further contributions in subsequent years to ensure that a 90-day balance is maintained.

2. Repair, Replacement and Rehabilitation (“3R”) Reserve

The previous section of this report described the detailed system asset review completed as part of
the cost of service study. This analysis provided a required system reinvestment amount for the
water and sewer systems based on the useful life of each asset class. It is not uncommon for a utility
to set aside funds for repair and replacement in addition to or in place of the actual capital projects
completed to repair and replace the system. This is typically accomplished by establishing Repair,
Replacement and Rehabilitation (“3R”) reserves to provide funds to pay for unexpected major
repairs and planned replacement or rehabilitation of equipment or other major fixed assets.

These reserves can be used to pay for capital costs in order to avoid or minimize the amount that

‘would otherwise be recovered through user fees (and possibly result in a significant rate increase).

Typically, the annual “3R” reserve contribution is calculated using a percentage based upon the
useful life of each asset class applied to the original cost of each asset class. The “3R” contribution
is offset by the actual amount of investment in each asset identified in the capital improvement
program. Therefore a “3R” reserve makes up the difference between what is actually being invested
in the systems and what should be invested based on the useful life of the assets. For Fiscal Year
2010, the expected “3R” reserve contribution for the water system is approximately $0.2 million; a
contribution is not required in FY 2009 due to the planned investment in the capital improvements
program. In Fiscal Year 2009, the “3R” contribution for the sewer system is approximately $0.1
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million. The computation of the two types of reserves can be found on Schedules 7A and 7B in
Appendix A of this report.
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E. CASH BASIS REVENUE REQUIREMENTS

The gross cash basis revenue requirements (that is, the total cash needed for the water and sewer
systems) can be classified into three major categories: operating and maintenance costs, capital costs
(existing and planned debt service) and reserves. The total of these costs, less the amount of
miscellaneous income, is the amount that needs to be recovered from user fees. The following table
shows the revenue requirements, miscellaneous (non user charges) revenue and the net revenue
requirement from user rates for water and sewer.

The following tables show the net residual cash basis (including the additions of a dividend to the
City’s General Fund, to be charged to inside-City customers only) for setting inside-city water and

sewer rates.

Water Net Residual Cash Basis Revenue Requirements

: FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

Operating Expenses $3.62 $3.73 $3.84 $3.96 $4.07

Operating Reserve Contribution $0.00 $0.10 $0.10 $0.10 $0.10

Existing Debt Service $0.18 $0.56 $0.55 $0.55 $0.55

Cash Funded Capital Projects $0.00 $0.00 $0.02 $0.00 $0.01

Projected Debt Service $0.00 $0.10 $0.10 $0.15 30.15

3R Reserve $0.00 $0.00 $0.00 $0.00 $0.00

Total Revenue Requirement $3.80 $4.49 $4.61 $4.76 $4.88

Less Miscellaneous Revenue $0.16 $0.17 $0.17 $0.18 $0.18
Less Revenue Collected via Outside-
City Customers under Utility Basis

Rates* $1.56 $1.94 $1.97 $2.03 $2.08

More Dividend to the General Fund $0.00 $0.00 $0.14 $0.30 $0.35

Net Revenue Requirement from Rates $2.09 $2.38 $2.61 $2.85 $2.97
Projected Revenue with Current Inside —

City Water Rates $1.56 $1.89 $2.35 $2.62 $2.92

Net Surplus (Shortfall) (80.52) (30.49) (30.25) (80.23) (30.05)

% Increase 33% 26% 11% 9% 2%

The table above shows the anticipated residual cash basis net revenue requirement for water in the
fiscal years spanning 2009-2013. The table demonstrates the shortfall that the fund will experience
in FY 2009 and the following four years under the current rates and rate structure. Future chapters
in this report will discuss the rate increases required for the fund to breakeven during this period.
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Sewer Cash Basis Revenue Requirements
FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

Operating Expenses $3.55 $3.66 $3.77 $3.88 $4.00

Operating Reserve Contribution $0.00 $0.10 $0.10 $0.10 $0.10
Existing Debt Service $0.15 $0.15 $0.15 $0.00 $0.00

Cash Funded Capital Projects $0.03 $0.03 $0.03 $0.03 $0.00
Projected Debt Service $0.00 $0.08 $0.08 $0.11 $0.11

3R Reserve $0.00 $0.29 $0.30 $0.30 $0.31

Total Revenue Requirement $3.72 $4.30 $4.41 $4.42 $4.52
Less Miscellaneous Revenue $0.18 $0.21 $0.23 $0.26 . $0.29

Less Revenue Collected via Outside-
City Customers under Utility Basis

Rates* $1.63 $2.19 $2.22 $2.25 $2.28

More Dividend to the General Fund $0.00 $0.50 $0.50 $0.50 $0.50

Net Revenue Requirement from Rates $1.91 $2.40 $2.46 $2.41 $2.46
Projected Revenue with Current Inside-

City Sewer Rates $1.76 $1.95 $2.49 $2.52 $2.55

Net Surplus (Shortfall) (30.15) ($0.45) $0.03 $0.11 $0.09

% Increase 8% 23% -1% -4% -4%

The table above shows the anticipated utility basis net revenue requirement for sewer in the fiscal
years spanning 2009-2013. The table also demonstrates the shortfall that the fund will experience in
FY 2009 and the following four years under the current rates and rate structure. Future chapters in
this report will discuss the rate increases required for the fund to breakeven during this period.
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F. INSIDE-CITY RATES

Water Alternative D (Ready Ready-to-Serve Charge and Inclining Block Consumption Charge
with Flat Rate Non-Residential) — Alternative D is the same structure as Alternative B; however,
non-residential and tax-exempt customers are not included within the inclining block structure.
Non-residential and exempt customers are charged a separate flat-rate consumption charge.

The following tables show the inside-city water rates necessary to for the water fund to “breakeven”

in FY09 on a net residual cash basis.

Fixed Charge per
Meter Size AWWA Quarterly Bill
(inches) Equivalent Breakeven FY09
5/8 1.00 $15.44
3/4 1.00 $15.44
1 2.50 $38.60
1172 5.00 $77.20
2 8.00 $123.52
3 16.00 $247.04
4 25.00 $386.00
8 80.00 $1,235.20
Quarterly Water Usage Breakeven FY09
(gallons) Rate per 1,000
gallons
Residential
- 18,000 $1.42
Over 18,000 $3.55
Non-Residential Unit Rate $1.92
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Sewer Alternative B — Ready-to-Serve Fixed Charge and Unit Rate Usage

Fixed Charge per

Meter Size AWWA Quarterly Bill
(inches) Equivalent FY09
5/8 1.00 $15.56
3/4 1.50 $15.56
1 2.50 $38.93
11/2 5.00 $77.85
2 8.00 $124.56
3 16.00 $249.12
4 25.00 $389.25
8 80.00 $1,245.60
Quarterly Water Usage Breakeven FY(09
(gallons) Rate per 1,000
gallons
Unit Rate for all customers $2.41

Projected Rates

The next step was to determine what water and sewer rate increases are required to ensure
that the water and sewer funds are self-supporting. The proposed increases to water and
sewer rates in FY 2009 along with additional modest increases in the following years are
required for the water and sewer systems to recover the required revenue values shown in a
table in a previous section of this report. The increases and rates are shown in the tables
below. This table also demonstrates a two-year rate increase phase-in. The Breakeven rates
for FY09, shown in the previous section, are not fully implemented until FY10. The
proposed rates for FY09 and following four years are shown below.
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WATER FY09 FY10 FY11 FY12 FY13
Se‘;agg[ljy Fized Gharge $14.67 $15.44 $16.98 $18.68 $18.96
Residential

(per 1,000 gallons)

) 18,000 $1.35 $1.42 $1.56 $1.72 $1.75
Over 18,000 $3.38 $3.55 $3.91 $4.30 $4.36

Non-Residential

[(J;; 1113380 gallons) $1.82 $1.92 $2.11 $2.32 $2.36
% Increase 5.20% 10.00% 10.00% 1.50%
SEWER FY09 FY10 FY11 FY12 FY13
Se‘iagg%y Fixed Charge $13.54 $15.57 $15.57 $15.57 $15.57
gﬁf IRS‘B% sllons) $2.10 $2.41 $2.41 $2.41 $2.41
% Inerease 15.00% 0.00% 0.00% 0.00%
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2. Sample Bills

WATER
Consumption Meter Size | Current Current | Proposed Inside | Proposed Inside
Residential Inside Outside FY09 FY10
' 18,000 3/4 $55 $66 $40 $41
27,000 3/4 $80 $95 $69 §73
45,000 3/4 $130 $153 $130 $137
Non-residential
25,000 3/4 $75 $89 $60 $63
100,000 2 $281 $334 $299 $309
500,000 3 $1,257 $1,477 $1,145 $1,195
SEWER
Consumption Meter Size | Current Current | Proposed Inside | Proposed Inside
Residential Inside Outside FY09 FY10
18,000 3/4 $53 $90 $51 $59
27,000 3/4 $74 $132 $70 $81
45,000 3/4 $116 $216 $108 $124
Non-residential
25,000 3/4 $70 $123 $66 $76
100,000 2 $290 $609 $318 $366
500,000 3 $1,417 ~ $3,053 $1,267 $1,454
COMBINED
Consumption Meter Size | Current Current | Proposed Inside | Proposed Inside
Residential Inside Outside FY09 FY10
18,000 3/4 $109 $156 $90 $100
27,000 3/4 $155 $227 $140 $154
45,000 3/4 $246 $369 $238 $261
Non-residential
25,000 3/4 $144 $211 $126 $138
100,000 2 $572 $943 $618 $675
500,000 3 $2,674 $4,530 $2,411 $2,649
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1. Findings

G. CONCLUSIONS AND RECOMMENDATIONS

Residential customers of the City’s water system use on average 26,000 gallons of
water each quarter. This is approximately 8,000 gallons more each quarter then the
national average usage per quarter, which is based on an average of 6,000 gallons per
month or 18,000 gallons quarterly.

Based on projected water sales, the current rates for inside-city customers will produce
revenues roughly 33% less than the residual cash requirements Fiscal Year 2009 with
small shortfalls annually over the planning period.

Based on projected water sales, the current rates for inside-city customers will produce
revenues roughly 8% less than the residual cash requirements Fiscal Year 2009.

2. Conclusions

The City needs to increase water and sewer rates over the next five years to keep
revenues in line with expenses.

The City needs to plan on investing significantly in its water and sewer systems over
the next 10 to 20 years. The systems are aging and require investment in order to avoid
major failures and an inability of the City to provide reliable water and sewer service to
its customers.

3. Recommendations

We recommend that the City use a net residual cash basis (including the additions of a
dividend to the City’s General Fund, to be charged to. inside-City customers only) for
setting inside-city water and sewer rates.

We recommend that the City adopt a water rate structure that includes a fixed fee based
on meter size and an inclining block rate for residential consumption and a unit cost for
non-residential consumption (Alternative D). The recommended structure and rates for
the remainder of FY09 are shown below.
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(per 1,000 gallons)

WATER FY09
Quarterly Fixed Charge per EDU $14.67
Residential
(per 1,000 gallons)
- 18,000 $1.35
Over 18,000 $3.38
Non-Residential $1.82

e We recommend that the City adopt a residual cash-basis inside-city sewer rate structure
that includes a fixed fee based on meter size and a unit rate for all usage, both
residential and non-residential consumption (Alternative B).
structure and rates for the remainder of FY09 are shown below.

The recommended

(per 1,000 gallons)

SEWER FY09
Quarterly Fixed Charge per EDU $13.54
Usage Charge $2.10

 In addition to the rates for Fiscal Year 2009, we recommend that the City adopt the rate
increases for inside-city rates outlined below for water and sewer over the four years.

Fund FY 2010 FY 2011 FY 2012 | FY2013

Water Rate Increases 5.20% 10.00% 10.00% 1.50%

Sewer Rate Increases 15.00% 0.00% 0.00% 0.00%
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