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Presenter Notes
Presentation Notes
The Rural Community Assistance Partnership (RCAP) is a national network of non-profit partners working to provide technical assistance, training, resources, and support to rural communities across every state, the U.S. territories, and tribal lands. Through RCAP’s regional partners, more than 300 technical assistance providers (TAPs) build long-term, trusted relationships with thousands of communities across the country.


=
RCAC Programs

“» Affordable housing

*» Economic Development

“» Loan Fund - water and wastewater infrastructure financing
«» Classroom and online training

“* On-site and remote technical assistance

“* Income surveys and rate analysis
e RCAC
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Presenter Notes
Presentation Notes
Brief description of RCAC’s programs…
** Emphasize the availability of no-cost onsite TA on any issues that were covered in this workshop
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Presenter Notes
Presentation Notes
To get into a bit of the meat of why we're talking about rate studies in the first place. 

The Safe Drinking Water Act (SDWA) amendments passed by Congress in 1996 contained special provisions related to small water systems. Small water utilities were given special consideration and resources to make sure that they had the managerial, technical, and financial capacity to comply with drinking water standards

Following the passage of the Safe Drinking Water Act amendments, there has been a much greater emphasis on the financial sustainability of small utilities, along with numerous tools and resources to help utilities achieve greater financial stability. One factor driving this emphasis is fewer resources, namely grants and loans, for utilities to help them maintain their compliance with regulations or for other projects. Governments at all levels will be expecting utilities to be more financially stable and self-supporting. 

For those of you attending today:
Stepping into the role of a board member is admirable, it shows that you care about your community and that you want to support your drinking water utility. That role also comes with several responsibilities. 
One of them is the financial security of the utility on which you set on the governing body of. When board members accept their positions, they are also accepting the responsibility of making sound decisions to act in a way that will benefit their community and utility. 

This leads us to the business and finance side of the utility. In order to maintain the utility’s infrastructure and to provide quality services, the utility needs to recover the “true” cost of delivering drinking water and wastewater services. 


We are going to define that “True Cost” today. We're going to peel back the layers that go into setting rates that will keep your utility sustainable in the near future, and the long term for future generations to have the ability to benefit from your utility. 

Sustainability is achieved through developing effective management practices that build technical, managerial, and financial practices in your utility. This is achieved by implementing “full-cost pricing” and “asset management,” which we'll talk more about in the coming slides. 

Sustainable water services are critical to providing the American public with clean and safe water. The delivery of clean and safe water helps to ensure the environmental, economic, and social sustainability of the community that your utility serves.




What is the “True Cost” Water & Wastewater Service
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Presenter Notes
Presentation Notes
Determining a full complete list of your system’s expenses is vital to obtaining the target of understanding what it cost for your utility to deliver water or treat wastewater for  your customers. 
Tracking down all your system’s expenses could be time consuming and a bit complex, but important. You will need to investigate 4 year’s worth of historical financial documents, such as your balance sheet, income statement / P&L,  and your budget,  in order to get a good vision that will enable you to set a “close to target” projection. Detailed and accurate bookkeeping practices are essential in this process. 

Expenses vary and can be easily overlooked especially those that don’t occur regularly. 
A sure way of missing your target projection of future expenses is to underestimate and not adequately identifying all expenses. 




-
Determining Expenses: Operating Expenses

Operating Expenses:
Bad Debt

The cost of operating your utility on Insurance 367
. . Miscellaneous Expense 350
a daily basis Offce Coste B
Accounting & Legal 400
Training Costs 125
Auto ExXpenses 1,415
- Chemicapl.s 398
Examples' Materials & Suppli 712
aterials upplies
* Water treatment el Lokl 2%
Utilities 1,325
* Personnel wages 'Salaries & Benefits 3,997
E . . Total Operating Expenses 13,450
* Equipment maintenance Debt Senice
- Administration fees rotal Expenaen ¢ 75450
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Presenter Notes
Presentation Notes
 There are 2 categories that we look at when classifying our expenses; operating & non-operating. 
Operating expenses are the day-to-day costs of running your water or wastewater utility. Some examples are chemicals and equipment for water treatment, personnel wages, maintenance, and admin fees. 


e
Determining Expenses: Non-Operating Expenses

Expenses not directly related to
operating your utility on a daily
basis.

Examples:

Capital outlay

* Disposal of assets
* Debt interest

* Reserves

Example Corporation
Income Statement
Year ended December 31, 2020

Operating revenues
Operating expenses
Operating income

$ xxxx
XXX
XXX

Nonoperating revenues, expenses, gains, losses

_ X

Income before Income tax expense
Income tax expense
Net income

XXX

& RCAC
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Presenter Notes
Presentation Notes
Non-operating expense, like its name implies, expenses that occur outside of a system's day-to-day activities.

Some examples include: capital outlays, (Capital outlays are the expenses related to the refurbishment and replacement of existing infrastructure and the installation of new infrastructure), Disposal of assets, debt interest and reserves. 



e
Determining Expenses: Fixed & Variable Expenses

Fixed Expenses

Costs incurred by the utility
system before service provided.

* Debt payments
* Rent/lease
* Personnel wages

Variable Expenses

Costs incurred in providing
service to your customers.

Portions of Utilities
Portions of Maintenance

Portions of Engineering fees

& ReA
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Presenter Notes
Presentation Notes
There are two sub-categories for our expenses to fall under when we look at how our budget affects our utility rates. 

Fixed expenses are to be paid by the system independent of any service activity, meaning these expenses will incur whether or not we deliver service to our customers. These expenses do not change with production levels. 
Examples are debt payments, rent , lease, salaries…
These expenses should be covered by the utility’s base rate. We'll talk more about that in a bit. 
 
Variable expenses change in proportion to how much service is delivered. They increase or decrease depending on production of service provided. 
Examples are electric bills, a portion of maintenance, engineering fees…. 
These expenses should be covered by the utility’s usage rate. Again, we will define these terms more in a bit.  

. 












Determining Expenses: Reserves



Presenter Notes
Presentation Notes
Another thing to include in your calculation of the true cost of water is your reserves. There are several categories to consider:
First is
Debt Service Reserve  –This is required by lender, to help ensure timely payments can be made even if there is a financial emergency. Money to cover 1 years’ worth of installments toward repayment of the loan. You are given 10yrs to save up this amount.

Short lived assets – some lenders are requiring this reserve for equipment with a life span of 15yrs or less. 

Operating Reserves – this is to provide the utility with the ability to withstand cash-flow fluctuations. Funds that will cover 2 month’s worth of operating expenses, This is a recommendation from WA SAO FIT Tool and MRSC (Municipal research and services center of WA)

	
Emergency Reserves – These are Funds set aside for an emergency, unplanned major maintenance or equipment failure, or natural disasters.  Typically, the amount that is needed to replace your most crucial / expensive piece of equipment.

Capital Improvement Reserves – A capital improvement reserve is for system rehabilitation, asset mgmt.; long-term equipment replacement, system expansion, and equipment/components,.

Setting aside reserves can mean the difference between a system that is self-sustaining and one that may fall apart or become financially unstable during a small emergency

What reserves does Pilot Rock maintain?


=
Calculating the True Cost of Service

Operating Expenses

Non-Operating Expenses
Fixed & Variable Expenses

Debt Service

Reserves

TRUE Cost-of-Service £ RCAC
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Presenter Notes
Presentation Notes
To calculate the true cost of service, we need to add up our expenses (remember that those were made up of operating and non operating expenses and fixed and variable expenses), were going to add our debt service, and the reserves we need to set aside. 

This is the basis for setting your utility’s rate; 
to ensure the systems provide residents with  a sufficient supply of high-quality drinking water at a price that covers the cost of providing those services while also allowing the system to plan for providing this service for many years to come. 

These services come with costs. It takes revenue to provide these services, to maintain them, and keep them capable for the long term for years. As a utility that provides drinking water to your customers, your number one source of revenue should be from water sales. We'll discuss this more in depth in a moment. 


Budget: The Foundation of Rates



Presenter Notes
Presentation Notes
So after the last slide it might feel like there is a lot of information to consider when trying to calculate the cost of service. The best place to start is with your budget. 

A budget is a document used to track income (money coming in) and expenses (money going out) in a detailed enough way to make operational decisions.
According to MRSC, operating budgets are probably a system’s most important work product. 
It serves a number of functions: 
At a basic level, it is a legal document
Allocates resources, reflecting priorities and policies, and controls how much each department may spend
It is also an evaluation tool, comparing commitments made in the previous year’s budget with actual accomplishments.


This is your itinerary, your plan

a utility without a budget is like a car without fuel. 



=
Identify Debt Service

* Principal Payments on Notes Payable(s)
 Interest Payments on Notes Payable(s)
* Lines of Credit

* Bonds Payable



Presenter Notes
Presentation Notes
As you're putting your budget together, it is important to consider not only the daily expenses and revenues of the utility, but also debt service, if you have it. 

Principal Payments on Notes Payable:
This is the part of each loan payment that goes directly towards reducing the outstanding balance of the note payable, essentially paying back the original sum borrowed.
Interest Payments on Notes Payable:
This is the additional cost of borrowing the money, calculated as a percentage of the principal amount based on the interest rate specified in the loan agreement. 
Lines of Credit:
A flexible borrowing arrangement where a borrower can access funds up to a pre-approved credit limit as needed, typically with fluctuating balances and interest charges based on the amount drawn. 
Bonds Payable:
A type of long-term debt issued by a municipal government where investors buy "bonds" representing a portion of the city's debt, with regular interest payments and a principal repayment due at maturity. 





=
|dentify Reserves Needed

Funder Required Reserves
 Debt Service Reserves
 Short Lived Asset Reserves

Board Designated Reserves
« Operating Reserves
- Emergency Reserves
* Asset Management _
« CIP Reserves A /
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Presenter Notes
Presentation Notes
In addition to considering your debt service in the budget planning, you will also want to consider your reserve needs. We already discussed the different types of reserves a few slides ago, but we wanted to mention it here to show its importance in the budget planning process. 


Asset Management
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Equipment starts to wear the day it is turned on



Presenter Notes
Presentation Notes
Another important consideration in the budget-making process is asset management. 
Asset management is a process that water utilities use to manage their physical assets and infrastructure to ensure reliable service delivery at an optimal cost. One important component of asset management is determining reserve requirements and setting aside those funds. 

By establishing reserves, it  helps minimize the impact of emergencies.  When we have a pump that goes out or when the mainline breaks, we want to be able to focus on getting the  service turned back on and not how we’re going to pay for it.  By setting up reserves, it also helps in  lessening the need for borrowing in the future and assures the ongoing maintenance of your system.  





=
Asset Inventory : What do we own?

Assets:
. Buildings
. Tools
. Equipment
. Pipes
. Machinery

° Vehicles



Presenter Notes
Presentation Notes
What are Assets?-  In this regard we are referring to the physical components of our water system.  These components include pumps, tanks, wells, lift stations, pipes, valves, treatment facilities, and so forth

These components are generally long-lived, relatively expensive, and require maintenance
They also deteriorate over time – 

O&M costs increase with asset age often leading to excessive costs and the need to rehabilitate or replace the asset.

  
When completing an asset inventory, we think about all the components of the system from the source (such as the well) to the tap. 



Asset Inventory & Analysis

Est. Current Est. Future
Component Year Purchase Current | Est.Life Rplacement | Replacement| Fund with Fund with Fund with Existing |Annual Reserves
Acquired Cost Age Remaining Cost Cost Cash Grant Loan Reserves Required
Booster Station Pumps 2010 10,000 10 10 $13,439 $14,859( $ 14,859 $ 1482 | $ 1,338
Distribution Mains 2000 928,256 20 30 $1,676,534 $2,498,483| $§ 49848274 | $§ 1,500,000 | $ 500,000 | $ 494 | $ 16,600
Distribution Mains 2005 240,000 15 35 $373,912 $645981| $§ 95981.13 | § 200,000 | $ 350,000 | § - $ 2,742
Distribution Mains 2007 93,000 13 37 $136,574 $250,318| $ 50,317.68 $ 200,000 | $ 4941 | $ 1,226
Surface w ater inlet Structure 2000 25,500 20 30 $46,056 $68,635( $ 68,635 $ - $ 445 | $ 2,273
Subsurface water inlet Structure 1990 18,600 30 20 $45,147 $50,064( $ 50,064 $ (0)| $ 647 | $ 2,471
Pump House and Wet Well 1988 138,000 32 18 $355,361 $371,439| $§ 71,439.15 $ 300,000 | 1,186 | $ 3,903
Bridge pipeline 6" Ductile Iropn Pipe 1997 20,000 23 57 $39,472 $97,509( $§ 22,508.78 $ 75,000 | § - $ 395
Bridge 10" Ductile Iron Pipe 2005 152,682 15 65 $237,874 $744,392| $ 144,391.80 $ 600,000 | $ - $ 2,221
Subsurfac e Water Infittration Gallery 2002 312,650 18 2 $532,266 $533,658| $§ 33,658.06 $ 500,000 | $ 692 | $ 16,483
Zone @ Tanks 88,000 Gallon 1988 84,000 32 8 $216,307 $189,185| $ 189,185 $ - $ 1492 | § 23,462
Zone @ Tanks 150,000 Gallon 2000 150,000 20 20 $270,917 $331,206| $ 56,205.95 $ 275,000 | $ 642 | $ 2,778
Zone @ Tanks 1 Million Gallon 2002 340,000 18 22 $578,827 $750,733| $ 150,147 $ 600,587 | $ 1,285 | § 6,766
Water Meters 2015 20,000 5 10 $23,185 $26,917( $ 26,917 $ - $ 296 | $ 2,662
8' X 30' Pressure Fitter 2000 150,000 20 5 $270,917 $266,377| $ 16,376.70 $ 250,000 | $ 180 | $ 3,239
8' X 30' Pressure Fitter 2002 150,000 18 7 $255,365 $256,033| $ 51,207 $ 204,826 | § 2,668 | $ 6,934
(2) 50 HP Pumps 2002 30,000 18 7 $51,073 $51,207( $ 51,207 $ - $ 2,447 | $ 6,966
Total 2,852,688 5,109,786 7,132,136 $ 1,576,724 | $ 1,700,000 | $ 3,855413 [ $ 18,897 | $ 102,460
N
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Presenter Notes
Presentation Notes
This is an example of an asset inventory spreadsheet. You might notice that it contains some specifics about each of the components. Such as

When does it need to be replaced?
How much will it cost to replace it?
How will we pay for it?
How much have we saved already?
How much do we need to set aside each year?    

These tools are helpful with the financial planning of a utility because it can give you the long-term picture of when you will need to make larger purchases and when you can expect your components to fail.     



=
Create Expense Budget

Town of Anywhere, WA 2021 2022 2023 2024 Previous 4yr. | 2025
Average
Operating Expense

Salary/\Wage 5 60.685.50 | 5 7335948 | 3 80.046.30[ 5 91,99513 [§ 7652160 | $  102,000.00
Personnel Benefits $ 1929925 | § 1919432 | $ 1922591 5 2024909 [ § 1949214 | §  30,000.00
Operating Supplies $ 6,358.39 | § 7.061.94 | 5 8.596.79 1215775 [ 5 854372 | § 15.000.00
Equip Maint Supplies 5 5£.995.09 5 599509 % 1.500.00
Fuel Consumed $ 2,008.97 | § 1.803.30 | § 1262075 1,357.36 [ 1607.93| $ 2,150.00
Small Tools & Equipment 5 - 5 GO156| 3 600.00( § 2704965 97663 | § 6,000.00
Professional Senvices $ 405937 (% 1,760.50 | § 5,008.94| 5 796229 [§ 469778 $ 1.800.00
Interfund Loan $ 6,700.00 | 14.950.00( 5 2835000 [5 16,666 67| 5 -
USDA Loan 33-03 $ 118948 |5 123220 5 1.29142] 5 135348 (5 126665| 5 141854
USDA Loan 31-07 $ 1436134 | § 1497170 | $ 15,608.00| 5 1627134 [§ 1530310 $§ 1696287
Communications $ 311038 | § 329300 $ 2.812.87| 5 393921 (5 328887 | 3 5.000.00
Travel/Meals $ 619025 | § 952270 | $ 13.150 50 5 1573605 [ § 1114988 | $  15.000.00
Insurance $ 9.000.00 | § 15865899 | § 17.570.99] 5 1957729 (5 1550182 | §  26.500.00
Utilities $ 35,089.07 | § 3332463 | % 23,662.89] § 31,506 61§ 30.89580 | §  31,000.00
Repair & Maintenance 5 7.864.73 |5 237509 % 8.550.68] 5 8.550.00 [ 683513 | $ 9,000.00
Miscellaneous (Dues, Fees etc.) 5 73840 | % 73840 | 3 1,339.87| § B1520 (& 90797 | % 1.600.00
Advertising $ 89.25 | 5 80.75 5 338635 169.54 | 5 100.00
Resernes 5 2.000.00
Training 5 28200 | % 712.00| $ 99.87| g 109.00 [§ 30072 | 5 1,000.00
State Excise Tax 4 1239099 | § 1820723 | % 39,927 53| g 2799173 (5 2462937 | 27.000.00
$ 182,717.37 | § 216,792.88 | § 253,704.63 [ § 290,965.12 [ § 236,045 | $ 294,931



Presenter Notes
Presentation Notes
To create an expense budget we need to analyze historical statements to ensure we have ALL of our expenses added to the budget. Some expenses don’t incur regularly and can easily slip of the radar. 
Expenses are key to finding the “TRUE” Cost-of-Service is.

When we look at our expenses, there are two categories that we need to consider: 
Operating expenses – O&M expenses. 

These are the day-to-day costs of running the water and wastewater system. 
Then we look at non-operating expenses – these expenses are incurred when a cost doesn’t directly relate to the system’s day-to-day activity. 

 Once we have all of expenses line itemed, 
We average out them out, adding known increases or decreases. For example, if you know your accounting service agreement price will increase, or you plan to increase employee salaries. The expenses are averaged out and inflation is added 

As you can see in this expense budget, we also have our reserves included. 

What are our revenue requirements for 2025?


Fixed & Variable Costs

Expenses Budgeted Amount| % of Fixed Fixed Amount |Variable Amount
Engineering -Gerneral S 50,000.00 75% S 37,500.00 | S 12,500.00
Equipment Maintenance S 20,600.00 65% S 13,390.00 | S 7,210.00
Fuel S 6,180.00 90% S 5,562.00 | S 618.00
Insurance S 6,000.00 100% S 6,000.00 | $ -
Permits S 3,296.00 100% S 3,296.00 | S -
Pump & System Maintenance S 16,500.00 50% S 8,250.00 | S 8,250.00
Training/Travle Expenses S 1,030.00 100% S 1,030.00 | $ -
SRF Loan $ 30,000.00 100% $ 30,000.00 | $ -
Electricity S 27,050.00 50% S 13,525.00 | $ 13,525.00
Employee Wages S 125,263.00 100% S 125,263.00 | S .
Employee Overtime S 15,020.00 20% S 3,004.00 | S 12,016.00
5% RCAC
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Presenter Notes
Presentation Notes
Rate structures may include a base rate—a charge per billing period regardless of usage— and a flow rate—a charge based on the volume of water consumed. Many rate structures include both. The reason for having these two different rate elements is tied to your expenses. Your system has expenses called “fixed expenses” that will have to be covered even if you never produce a single drop of water, such as long-term debt, reserve funding, billing and collecting expenses, operator salaries, a portion of the clerk’s salary, etc.

You also have expenses called “variable expenses” that are directly related to producing water, such as chemicals and equipment, utilities, contracted repairs, etc. Customers who use more water should pay more towards these costs.

 In looking at this data, we can see how this information is important to examine. This breakdown shows us  how our expenses should be recovered through our revenue. Either through our base rate or usage rate

 
Remember fixed expenses are the cost that the system incurs before delivering service. And these should be recovered through our base rate. 

Variable expenses fluctuate depending on the amount of service delivered. These expenses should be recovered through our usage rate. 





=
Inflation

% U.S. BUREAU OF LABOR STATISTICS

3

CPI Inflation Calculator

3| 100.00|

in‘ September v | | 2023 V|
has the same buying power as

in‘ September k4 | | 2024 V|

Calculate
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Presenter Notes
Presentation Notes
When developing your budget considering inflation is a key factor to include. 
U.S. Bureau of Labor and Statistics has a great inflation calculator available to help assess the current CPI. .

We are currently recommending 3-4% but it is important to return to this calculator every year to get the most accurate numbers for calculating inflation. 


.

Years

Ive

Project Out F



Presenter Notes
Presentation Notes
Budgeting and financial forecasting should work in tandem with each other.

Projecting out five years allows you to carry out long-term planning and make sure the whole team has the same vision for the future.





e
5 Year Projection Expenses

Annual
Town of Anywhere, WA 21 222 223 204 | previous dyr. | Q)25 | veion | 226 | ;| am | 2m | w0
Average Factor
Operating Expense

Salary/Wage § 60,685.50 | 7335948 | § 80,046.30 5 9199543 (5 7652160( 5 102000000 400% [ 106080(5  10323[5 14765 119326(5 124,09
Personnel Benefits $ 19,299.25|§ 1919432 § 1922591 5 202490915 1949214| 5 30000000 400% [§ 31,200 ['§ 2485 13,746 [§ 35,09 [ $ 36,500
Operating Supplies $ 635839 |5 706194 § 8.596.79/ 1215775 (5 saa372] 5 15000000 400% [ 15,600 ['§ 16,224 5 16,873 [§ 17548 [ 18,260
Equip Maint Supplies 5 £,995.09 5 roos09] § 1500000 400% 3 15605 1622(5 1687 (5 1756 (5 1,825
Fuel Consumed § 2008975 1803.30] § 1262075 135736 [§ 160793 5 2150000 400% 3 223 (% 230518 2418 (% 251518 2616
Small Tools & Equipment $ - |$ ROT56| § 500.00[ 270496 [ o7663] § 600000 400% S 6240(5 6490 (5 6,749 (5 7019(5 7,300
Professional Senices $ 4059375 176050 | § 5,008.94] 5 796229(% 49778 8 180000 4.00% [$ 1872(5% 194775 20255 21065 2190
Interfund Loan § 670000 8 14300005 28350.00(5  16,66667| 5 -
USDA Loan 93-09 g 118948 (35 122208 1291425 136348 (5 126665 | 9 1418.54 § 0 1MBH4 5 1418584 § 141854 § 0 141854 § 0 141854
USDA Loan 9107 g 1436134 (5 LRI 15,608.00( § 16271134 (5 1530310] 5 1696287 § 1696287| § 1696287 § 1696287| § 1696287 §  16962.87
Communications $ 3110.38(5 3293.00] § 281287[5 393921 [§ 128087] 8 5000000 400% 5 £200(5 5408 (S 56245 5849 (5 6,083
TravelMeals § 6,190.25|§ 952270 | § 13.15050] 5 15736055 1114088 5 15000000 400% [$ 15,600 ['§ 16,2245 16,873 [§ 17548 [ 18,260
Insurance $ 9,000.00 |5 15,858.99 | § 1757099 5 195772905 1550182| 5 26500000 400% [5  2750[S  28662(S 29809 (5 31,001 [§ 3,241
Utiities $ 35,089.07 | § 1332463 9 2366289[ 5 3150661(5  3089580( 5 31000000 700% [ BA[S 35492 (5 96 (5 40655 43479
Repair & Maintenance $ 7864735 237509 8 8.55068] 5 8,550.00 5 68%13) 5 9000000 400% [§ 9,360 [§ 97343 10124 105295 10,950
Miscellaneous (Dues, Fees efc ) § 73840 (§ 73840 | 5 133967 5 §15.20 (5 7o7] § 1500000 400% s 15603 1622(5 1687 (5 1756 (5 1,825
Advertising $ 89.25 |3 80.75 § 13863 (3 16954 | § 100000 400% [§ 04[5 108§ 2[5 173 122
Resenves § 200000 $ 26125 37,656 | § 37,656 | § 37 656
Training $ 282005 1200] § 90.87] 5 109.00 (5 02| 5 100000 400% s 1,040 § 1,082[% 1125 [ 11708 127
State Excise Tax $ 1239099 |§ 18207233 39.927.93| 5 W75 24629378 27000000 400% [ 28,0805 29203 % 0371[5 31,586 [ § 32,850

§  WBMIAT(S 26792888 25370463 (8 290,965.12 [$ 2604578 29493 §  J4843[§  M9909(%  TITA[S 359§ 395812



Presenter Notes
Presentation Notes
 We have compared our 4 yrs of historical financial information, we took into consideration of any known increases or decreases from vendors, we’ve taken into account our board decisions of salaries, reserves, and so forth. We averaged out the expenses, added inflation calculated our current year budget and projected out 5 yrs. 

This allows us to look forward into the future, giving us insight on the revenue requirements that will be needed to keep our utility sustainable. This is the bigger picture, not just the here and now, this is the future of the utility. 

Which means we can see how we need to incrementally increase our rates over the next 5 yrs to cover the cost of treating and distributing water to our customers.  This is far more palatable for our customers than delaying the increase until it’s a larger amount. 




Calculate Revenue
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Presenter Notes
Presentation Notes
Why do you think we calculated our expenses before calculating our revenue? 




Revenue — Operating Revenue

Income generated from
providing service.

Example Corporation
Income Statement
Year ended December 31, 20xx

. Water base rates

Operating expenses XXX

Operating income XXX

Nonoperating revenues, expenses, gains, losses X

Income before income tax expense XXX

* Water usage rates Income tax expense :
Net income $ xx

See notes to the financial statements.

+ |Late fees
& RCAC
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Presenter Notes
Presentation Notes
Like operating expenses, operating revenue is incurred from direct relation to providing water service


It includes income from things like water base rates, water usage rates, and late fees. 


=
Revenue — Non- Operating Revenue

Income generated indirectly from
providing service. Example Corporation

Income Statement
Year ended December 31, 20xx

° | nte rest income Operat!ng revenues $ xxxx
Operating expenses XXX
Operating income XXX

lNonoperating revenues, expenses, gains, losses xl
* Cell tower rental income L i
Net income $ xx

See notes to the financial statements.

 Grants & loans
& RCAC
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Presenter Notes
Presentation Notes
Non- operating revenue is just how it sounds 
It is income generated that is generated from other ways than the service we provide. 
This could include interest, cell tower rental, grants and loans etc.


=
Create Budget Revenue

Line
No. Year 1 Year 2 Year 3 Year 4 Year 5

REVENUE
Operating Revenues
1 Service revenue—water sales* $813,000 $826,000 $839,000 $852,000 $864,000

2 Miscellaneous fees 2,000 2,000 2,000 2,000 2,000
3 Total operating revenues 815,000 828,000 841,000 854,000 866,000
N (A
& RCAC


Presenter Notes
Presentation Notes
The AWWA recommended  method of projecting revenue is based on the number of service connections and the amount of metered water consumed, including the expected growth rate in population for each year. 

An alternative that may be used to forecast revenue is to do what is shown in the table; review historical revenue data and apply an appropriate growth rate to this data to project revenue for future years. If the historical revenue method is used, it is important to adjust for variables that impacted past billings and revenues (e.g., weather, conservation, local economy, A Pandemic) �



AWWA Rates for Small Water Systems 




rojected Revenues & Expenses

Line
Na. YWear 1 Year Z Year 3 Year 4 Year 5
REVENUE
Dperating Revenues
1 Service revenue—water sales® $813,000 826,000 839,000 $852,000 S864,000
2 Miscellaneosus fees 2 000 2, 00 2000 2,000 2,000
3 Total operating revenues 815,000 B28,000 841,000 854,000 BGE, 000
Nonoperating revenues
4 Tapfconnection fees 10,000 10,000 10,000 10,000 10,000
5 Interest income 10,000 10,000 10,000 10,000 10,000
G Other revenue 5,000 5000 5,000 5,000 5,000
7T Total nonoperating revenues 25,000 25,000 25,000 25000 25,000
8 Total revenue 540,000 853,000 866,000 879,000 B91,000
EXPENDITURES
9 Total &M Expenses 459 000 4T3, 000 537,000 555,000 S5T0,000
10 Subtotal: Net operating income 351,000 S3E0,000 329,000 324,000 S21,000
Debt Service
11 Dbt service—existing 150,000 150,000 150,000 150,000 150,000
12 Dbt service—new [1] [1] O 000D 87,000 101, 00D
13 Total debt service 150,000 150,000 159,000 237,000 251,000
14 Rate financed capital costs 175,000 180,000 177,000 172,000 177,000
15 [NET INCOME (LOSS) FROM 58,000 50,000 (7,000 (85,000} (107,000}
OPERATIONS
16 |Plus: Beginning cash balance 200,000 256,000 206,000 299,000 214,000
17 Ending cash balance before 256,000 306, 000 299,000 214,000 107,000
reserves
RESERVES
O&M reserve 115,000 118,000 134,000 139,000 143,000
Capital reserve 456,000 456,000 456,000 456,000 456,000
Total reserves 571,000 574,008 SO0 D 595,000 599, 000
ENDING CASH BALANCE
E n d i ng Ba Ia n Ce AFTER RESERVES (5315,000) (5265 ,000) (£291,000) (3381,000) (85492 000)
CUMULATIVE REVENUE AND»
Af R RESERVE DEFICIENCY
te r ese rves (line 21 divided by line 9) —3e —3 25 —35% —4 5% =BT
DERBRT SERVICE COVERAGE
(line 10 divided by line 13) Z2.54 253 207 1.37 1.28

Ending Balance

Before Reserves

& RCAC

www.rcac.org
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Presenter Notes
Presentation Notes
When we carry our projected revenues over to our budget and put them in line with our projected expenses, clarity on revenue needs can become apparent. 


“The bottom line is that your total annual revenues must cover your total annual operating expenses, debt payments, taxes, fees, and budgeted payments into your operating reserve, emergency reserve, and short-lived and long-lived asset replacement reserves.  -


During this step you are able to see if rates need to be adjusted to cover the cost of doing business. With these numbers in mind, you can start to think about ways of distributing this cost among customers. 


...
Purpose of a 5 Year Budget

 Aplan
 Data driven decisions
» Creates community awareness

* Necessary revenue requirements will be clearly shown
e RCAC


Presenter Notes
Presentation Notes
The purpose of a budget is to plan, keep your eye on the prize, the end goal,  to organize, track, and improve your financial situation
Making data driven decisions 
Creating system and community awareness of how the system is financially planning for the future
Should an adjustment need to be made they will be clearly revealed in the budget



Budget Comparison

ZWater Company Budget Comparison Report For
the Period Ended 12731/ 203X

Current Month Year-to-Date ¥TD %% of Remaining
12731 7 200K 7001 -12/31 /XY | Annual Budget Budget Balance
Operating Revenue
Water Base Rates g 6,000.00 | & 3500000 |5  72,000.00 s50%| §  36,000.00
Water Usage Rates S 3,750.00 | 5 22,500.00 | 5 A45,000.00 S50%: S 22, 500,00
Total Operating Revenuesd S 9, 750,00 | S 58,500.00 | 5§  117,000.00 5 58,500.00
Operating Expenses
Bad Debt - 21 1,412.00 | 5 1,412.00 100%% -
Insurance S I67.00 | S 2,200.00 | 5 4 350,00 51%| S 2,150,000
Misc. Expenses S 35000 | 5 35000 | S 1,000.00 35%:| S 650.00
Oiffice Costs g 754.00 | § 4,000.00 | § 8,200.00 ag9s| § 4,200.00
Accounting & Legal =] A400.00 | 5 60000 | 5 5,000.00 129 S 4,400.00
Training Costs S 125.00 | S F00.00 | S 3, 000,00 23%| S 2,300,000
Auto Expenses S 1,415.00 | 5 6,341.00 5 4 600,00 138% S (1,741.00)
Chemicals S 398.00 | S 2,000.00 | S A4, 300,00 AT S 2,300,000
Materials & Supplies 2] F12.00 | 5 2,500.00 | 5 7,500.00 33% | S 5, 000,00
Repairs & Maintenance S 3,233.00 | 5 5,900.00 | 5 5, 700.00 95%| S 200.00
Drepreciation S 37400 | S 2,237.00 | 5 A ATFS5.00 S50% S 2,237.00
Utilities g 1,325.00 | & 1050000 | §  14,000.00 750| § 3,500.00
Salaries & Benefits S 3,997.00 | 5 23,982.00 | 5 A7 000,00 51%| S 23,018.00
Total Operating Expenses 5 13,450.00 | 5 62,322.00 | 5 110,537.00 56% | S A48, 21400
Crebt Service S 5,225.00 | 5 5,225.00 1002 -
Reserve Funding 5 1,000.00 0% 5 1,000.00
Total Expenses § 13,450.00 |5 67,547.00 | § 116,762.00 $§  49,214.00
MNon-Operating Income (Expense)
Interest Income =1 15.00 | 5§ 195.00 | 5 S00.00 39% | S 305.00
Hook-Up Fees S 125.00 | S 500.00 | S 35000 143%| S (150.00)
Rent - Cellphone Tower - - - -
Total Non-Operating Income =] 140.00 | 5 695.00 | 5 25000 5 155.00
Total Net Income 5 (3,420.00)| S {7.657.00)| S 1,938.00 5 9,896.00

%
'A'
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Presenter Notes
Presentation Notes
Now that you have adopted your annual budget, what’s next:


On this slide you can see a budget comparison. This table includes information like the current month's revenue and expenses, compared to year to date and the annual budget. A "budget comparison" refers to the process of analyzing the difference between a planned budget (predicted income and expenses) and the actual financial results, essentially comparing "what you budgeted for" to "what actually happened" to identify variances and understand how well your spending aligns with your plan.
 
Our budget needs to be reviewed and “checking your gas tank” if you will on a monthly basis, at the very least a quarterly basis. 
You need to make sure you have the adequate amount of funds to maintain your operating expenses AKA your fuel tank.
Should you ignore monitoring, your budget will run out of fuel. You need to treat your monthly budget review as you would check your gas gauge in the car, ensuring that you have enough fuel to get to where you are going. 




Examine Current Rate Structure

Did revenue exceed
expenses In each of
the last three years?

Emergency and
preventative
maintenance costs
covered?

All scheduled debt
payments made?

Compliance with state
drinking water
standards and

regulations?

Reserve accounts fully
funded?

Rate increased in the
last three years?



Presenter Notes
Presentation Notes
Per AWWA, here are some questions to ask when looking at your current rate structure and your finances. 
If you are able to answer yes to these questions, CONGRATULATIONS! Your financial health is stable at this time. Keeping in mind that you need to stay proactive ensuring that your fees cover operation expenses. 

	If you answered no to some or all of these questions, it is time to do some serious consideration in having a cost-of-service analysis performed for your system to see if you need to adjust your rates to sustain your utility and the service that you provide. We’ll share more on that at the end.



=
Rates Should

J Cover all the costs associated with delivering water
J Fair & equitable

1 Be used to support water utility only

J Transparent

] Easily understood

] Based on sound financial information

1 Easy to administer & RCA

.rcac.org


Presenter Notes
Presentation Notes
Cover the cost of producing, treating, storing, and distributing water to all customers. This includes debt service, funding reserves and all other associated costs to run and operate your utility in compliance with regulations. 

Each customer class pays their share of the costs to operate the utility. Specifically, customers should pay for the water that they use

Revenue generated from utility should only go back into operating that utility

Trust is the currency of transparency. Educating customers on rates and the reasoning behind rates is important.

Using a structure that is easy for all to understand I feel this goes along with transparency and education. 

Being detailed and diligent in keeping a solid budget, 

simple is better for all involved, especially those who have to administer the structure. Leaves less room for error. Is in line with transparency and easy to understand. 

It should be shared that rate structures have a short life span, typically 1 year. Meaning they need to reviewed annually 






B
Rate Components

t@ Who is charged

E‘» How often are they charged

’ How much are they charged



Presenter Notes
Presentation Notes
A "customer class rate structure" in a water utility refers to a system where different types of customers, like residential, commercial, and industrial, are charged varying rates for water usage based on their specific needs and consumption levels, often with tiered pricing within each class to incentivize water conservation; essentially, each customer class pays a different price per unit of water used depending on their usage volume and category

A "customer class rate structure" in a water utility refers to a system where different types of customers, like residential, commercial, and industrial, are charged varying rates for water usage based on their specific needs and consumption levels, often with tiered pricing within each class to incentivize water conservation; essentially, each customer class pays a different price per unit of water used depending on their usage volume and category. Monthly, quarterly, or semi-annually are some different billing options that a utility can decide on, based on their needs. �

We will talk a little bit more about designing the 'how much to charge' part, but put simply each utility can develop rates based on their financial needs. There are as many rates as utilities in the US, but they generally fall into one of four categories: flat rate, uniform rate, increasing and decreasing. Each has its benefits and drawbacks and could be chosen based on the types of customers that the utility serves and the financial needs of the utility. 




Base Rates and Usage Rates



Presenter Notes
Presentation Notes

Customers pay separately for utility access, this is your base rate
the premise behind a base rate and a flow rate is that customers must pay a base rate even if they do not use any water at all in a given month;


And a separate usage fee, flow rate for the amount (per gallon or cubic foot) of water they use. 
the flow rate covers the actual amount of water they use. 

Base Rate is calculated to cover fixed operating costs
 usage rate is calculated to cover the variable cost of production. 

 
The reason for having these two rates is that your system has costs (called fixed costs) that will have to be covered even if you never produce a single drop of water, such as long-term debt, reserve funding, billing and collecting expenses, operator salary, a portion of the clerk’s salary, etc. 

You also have costs (called variable costs) that are directly related to producing water, such as labor costs, chemicals and equipment, utilities, contracted repairs, etc. 

A good rule of thumb is to consider costs that you would have to pay even if your system never produced a single drop of water as fixed costs
and all costs directly associated with producing and delivering as variable costs. The fixed costs should be covered by the base rate and the variable costs covered by the flow rate.


=
Purpose of a drinking water base rate

To cover expenses incurred by the utility system before
delivering of service.

Examples:
* Loan Payments
« Salaries
* |Insurance
& RCAC


Presenter Notes
Presentation Notes
Fixed expenses are to be paid by the system independent of any service activity, meaning these expenses will incur whether or not we deliver service to our customers. These expenses do not change with production levels. 
Examples are debt payments, rent, leases, salaries…
These expenses should be covered by the utility’s base rate.

Per AWWA, best practice states that base rates do not include any water, but can be thought of as a membership in the system. 



=
Determining Base Rate

$ 7,246.33 200 $ 36.23
Divided by =
Average Monthly Average # of Fixed Costs Per
Fixed Costs Customers Customer
AT
& RCAC


Presenter Notes
Presentation Notes
The objective is to recover the utility’s fixed expenses (expenses incurred before distributing water to customers) through the base rate 

To do this fairly, take our calculated fixed expenses 7,246.33 from our budget and divided it by the average number of customers 200. This way you are distributing the cost equally among the community. This is their fair share of having water available to them whenever they want it. $36.23

Try to recover all of your fixed costs in your base rate, even if your base rate includes some usage. AWWA recommends that if you must include some usage in your base rate that it is capped at 400 per month. The amount of variable costs for that amount needs to be included in your base rate. 


...
The purpose of a usage rate

To cover variable expenses which are expenses incurred
from the delivery of service.

Examples:

* Portions of Overtime

* Portions of Electric Bill

* Portions of maintenance

* Portions of fuel


Presenter Notes
Presentation Notes
Variable expenses change in proportion to how much service is delivered. They increase or decrease depending on the production of service provided. 
Examples are electric bills, a portion of maintenance, and engineering fees…. 
These expenses should be covered by the utility’s usage rate. 

This ensures full cost pricing


=
Determining Usage Rate

$ 6,258 1,000 $ 6.30

Divided by

Average Total _
Variable Cost Per

Variable Costs Water Usage
(GALLONS) 1,000 Gallons
awp
& RCAC


Presenter Notes
Presentation Notes
The objective with the flow/ usage rate is to recover the costs that are related to distributing the amount of water each customer uses to their home. The variable costs. 

RCAP recommends for small systems to begin with a flow rate that is based on the calculated variable costs per 1,000 gallons or 133 cubic feet. This allows you to build a rate structure that divides costs fairly among all customer regardless of the amount of water used. 

To calculate, we carry over our variable expenses (the expenses related to delivery the water to customer’s homes) 6,258 dived the expenses by the average total water usage 1000 and that will give your system the flow/usage rate. $6.30 per 1,000 gal

Your variable cost per 1,000 gallons represents your system’s average cost of producing 1,000 gallons of water. 

you can determine the average amount your system will need to charge per�1,000 gallons of water to recover your variable expenses. First, determine your�monthly average variable costs. Next, divide the Average Total Water Use by 1,000 
divide the monthly variable costs by the Average�Total Water Use to determine the variable cost per 1,000 gallons ��Your variable cost per 1,000 gallons represents your system’s average cost of producing 1,000�gallons of water. ��


=
Equitability

If your proposed rate structure
spreads the cost of utility service
equitably, then the percentage of
revenue and percentage of
usage will be approximately
equal.

&% RCAC

www.rcac.org


Presenter Notes
Presentation Notes
Fair fare
One of the most difficult yet most important aspects of rate setting is making sure that different customer classes are paying for their fair share. 


=
Inflationary Impact of Delaying Rate Adjustment

Assume $1.00 Base rate with an annual 3% Compounded Increase

Accumulated
Year1 Year 2 Year 3 Year 4 Year S Year 6 Year 7 Dollars Collected

Imple me nting Rate Increase Immediately - 19% Increase From Year 1 to Year 7

Rate $ 1.00 [ $ 1.03 | $ 1.06 | $ 1.09 | § 1.13 | § 1.L16 [ $ 1.19 | § 7.66
Waiting 4 Years to Increase Rates - 26% From Year 1 to Year 7

Rate $ 1.00 [ $ 1.00 | $ 1.00 | $ 1.00 | $ 1.19 | $§ 1.22 | $ 126 | $ 7.66
Waiting 5 Years to Increase Rates - 35% From Year 1 to Year 7

Rate $ 1.00 [ $ 1.00 | $ 1.00 | $ 1.00 | $ 1.00 | $ 1.31 | $ 135§ 7.66
Waiting 6 Years to Increase Rates - 66% From Year 1 to Year 7

Rate $ 1.00 [ $ 1.00 | $ 1.00 | $ 1.00 | $ 1.00 | $ 1.00 [ $ 1.66 | $ 7.66

4 RCAC


Presenter Notes
Presentation Notes
In this example we are using our base rate at $1 with a 3% assumed for rate increases 

You’ll notice the end result is the same, however the path that is taken to get there varies. 
If you chose to the 3% rate increase each year, there is a gradual increase in billing. The increase is minimal. 
Should you choose to delay the rate increase the impact on billing is more significant and more apparent to your customer’s wallet. 



Water Rate Life Expectancy

Current rate structure should
be reviewed annually.



Presenter Notes
Presentation Notes
It is important to remember that a rate settings have a limited life expectancy: no rate schedule is proposed to last indefinitely. The facts and conditions of which the rates were set and based on change. 

The existing rate structure should be examined at least once a year as part of the budget-development process (the current year and projected 5 yrs.)  to determine if any adjustment need to be made. Making decisions based on revenues fully covering the cost to provide water service. 
Please keep in mind the inflation factor, even if you are covering those cost in the present, the inflation factor is always there. At minimal consider increasing rate in accordance with inflation. 

 If a significant change in income or expenses is experienced during the year, an analysis should be done to determine if an adjustment is necessary
before the regular budgeting process.

A cost-of-service analysis is an ongoing process, just as monitoring your budget. We need to actively make sure that our rates are covering our costs to deliver clean safe drinking water to our customers. 
Regarding our customers and respect for their finances, rate adjustments should be planned and implemented in a manner that provides minimal impact to their financial state. This means prioritizing small incremental increases in rates every year instead of infrequent, more extreme jumps. 


=
The Bottom Line

Annual revenues must cover your total:
v" Operating & Non- Operating expenses
Debt payments

Taxes

Fees

Funding reserve accounts

NN X X

&% RCAC
A www.rcac.org


Presenter Notes
Presentation Notes
Every funding agency (public or private) will expect a complete financial picture of your organization. Funding agencies will not grant or loan money on favorable terms to a utility that cannot tell its complete financial story.
 
If you intend to obtain financing to maintain and improve your system, start planning now! You will need to show what your true cost of service is, how you allocate the cost to your customers through rates and fees, how successful you are at collecting rates and fees, and where the money is actually spent. Commit to operating your system like a business enterprise.
 
The bottom line is that your total annual revenues must cover your total annual operating expenses, debt payments, taxes, fees, and budgeted payments into reserve accounts. Water systems should have dedicated reserve accounts for an operating cash reserve, emergency reserve, and short-lived and long-lived asset replacement reserves


.
Questions to Ask

« Does our revenue cover our expenses?

* Are we setting aside enough in reserves?

* Have we completed a rate study in the past five years?
* Are there expensive projects on the horizon?

&% RCAC
A www.rcac.org




Thank You!

Tricia Kent
928-853-1766
Tricia.kent@rcac.org

&% RCAC
A www.rcac.org
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