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Dan Bannier
(509) 860-5846
dbannier@rcac.or

RCAC is funded by:
Washington State Department of Health
Office of Drinking Water
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Financial Duties and
Responsibilities

“Board Members have a fiduciary
duty to assure that system
revenues cover the “true” cost of
water delivered.”
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Basics

B Every board member should understand
how to budget, how to read financial
statements, what funding sources are
available, and how to adjust rates.

B The more members who know what is
going on financially in the utility, the better
able they are to check each other and to
plan for the future.
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Basics

B Remember: Whether your system is a not-
for-profit, municipality, district, manufactured
home park, etc., it is supposed to run like a
business.

B This means that the full costs of providing
service should be shared by the customers.
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Rate Policy Goals

m Utility rate policy is almost never written
anywhere but most people have a “feel” for
what they want. Common policy goals are:

e Support low-income customers.

o Establish rates to ensure larger water users pay
a “fair share” of costs.

e Ensure customers don’t waste water because of

low cost.
7 *RCAC.org

Rate Policy Goals
¢ Reducing water use because of physical
limitations in the system (LOS)

o Extend the date for system improvement (defer
project costs - Asset Management)

e Water conservation

e Economic development
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Rate Policy

B Be able to identify your rate policies!

H Be able to explain how you arrived at your
rate structure

H |f you can generally answer these questions,
you have the legal high ground (assuming not
prohibited)

B Customers do not need to like the answer!

B Above all else....
[BE NICE! o ...

All Public Water Systems rely on:

B Adequate user rates based on sound financial
principles.

B Budgetary and rate setting best practices for
utilities.
[OBasic financing and rate setting methodology
COHow to create support for rate adjustments in the
community.
[CIHow utility rates are the key to a utilities financial
sustainability.
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You’re responsible for:

B Planning the system’s financial
future

m Developing and approving the
system’s annual expense budget

B Making sure the system’s revenue
covers all its expenses

B Making sure financial records are
kept and reviewed monthly

11* RCAC.org

THE CORE MESSAGE

BEstablish the budget target FIRST!

BThen set the rate and rate structure

12* RCAC.org
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Budget development has two basic parts

H |dentify expenses
CAdministrative
[ClOperations
[IReserves
[CONew construction

H |dentify revenues
[Cash carryover
[COperating
[INon-Operating
OLoans / Grants

13* RCAC.org

Operating Ratio

BRevenues + Actual Expenses
OShould be at least 1.0

B May need to show planning for 1.3 in
order to borrow money

B Operating Ratio
OTotal Operating Income/*O&M

H(*less depr., interest & debt service - Ratio’s
should be greater than 1.0)
14*RCAC4019

Public Relations

B You should be able to provide an answer
to budget questions!

Customers don’t necessarily need to like it!
© . x

©
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Public Relations — What is:

ECapital Depreciation
OEquipment Replacement Fund
ECapital Improvement Program (CIP)
CINew Construction / Projects
EDebt Service
OLoan Repayment Fund
BOperations & Maintenance
OOperator, dues, billing, etc.
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Budget Balancing

B You must put money that is not used to
reduce rates into a fund of some kind

B Reserve funds must be clearly identified so
others will NOT spend the money on
something else!!

17* RCAC.org

System Financial Reserves Have Many
Purposes:

B Planned Equipment Repair & Replacement
(R&R)...Depreciation
M Emergency Repairs

B Planned System Expansion and Infrstructure
improvements (Capital Improvement)

W Reserves for Revenue Fluctuations
[OOperating Reserves ensure revenues!

18* RCAC.org
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Operating Reserve

B The “best” reserve for small water
systems

B Compensates for cash flow variations

M Includes reserve for unplanned
expenses other than emergencies
Olincrease in electrical / operational costs
[JOperating costs due to Leaks
OExtra callouts etc.

&
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Emergency Reserve

B Unplanned maintenance

B Mainline break on New Year’s eve
CEarly pump failure
Ovandalism (VA/ERP)

B Often lumped into operating reserve;
better on its own line item in budget

ZU* RCAC.org

Debt Service Reserves -
5

m If you borrowed money to build your
system, chances are you are obligated
to place money in a Debt Service
Reserve until an agreed upon dollar
amount is reached.

[OThis is in addition to your loan repayment.
OTo be used ONLY in an emergency!

&
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Budget Worksheet Should Have Several
Columns:

M Last Year's Actual Expenses

m Current Year’s Forecast Expenses

m Next Six Years’ Estimated Expenses
6 years often required for state loans
[12-3 years is minimum for small systems

OReplacement costs out to 15-20 years
should be considered!
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Things to Help Balance the Budget -
Without Raising Rates:

M Collect overdue Accounts

W Get serious about leak
detection!

m Make sure water meters work

B Update fees, deposits and
service charges

B Improve customer billing (WUE)

23 * RCAC.org

Monthly Financial Report

BAs a minimum should
include:

[ORevenues, expense’s, transfers
to reserves and operating gain
(loss).

COShould show the annual budget
amount, the current month’s
expenditures, and year-to-date
expenditures. (Bottom Line)

2

4 * RCAC.org




IACC 2013 - S6 Rate Setting

MONTHLY BUDGET REPORT
1 Month

Report Month: | Fiscal Year-to-date
Budget | Actual [Variance | Budget | Actal |Variance Summary
REVENUES
1[Rate Revenue B.zljl $2.850] \s,m 4
2|Withdrawal from Reserves 0
3 0 |
4 50
5[New Connection 1200 §1.200 §1.200 1200
EI 0 0
7[TOTAL Revenues 311321 .
M A budget is a tool

to help guide the

decision makers

in managing their
system.

It is only as good as it has been prepared,
understood and used.
26 ‘RCAC.org
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ELAT FEE RATE
* Advantages:
s Simplebiline=NONRELERS
 Disadvantages:
\eWaeis Lgifelle, Sltpisr Wy

» No'compensationiiorunusualfconditions:
drought/'leaks

» No wWater consenationimuatve

FLAT FEE RATE s‘Determinertetallannual costs

What's the financial risk with
a flat rate; strtcture?

*Divide 9y 2 diVId NN 0]
_ ) CORNECHIGNS = Monthly SEVice
Higher than nermal use Incurs charge for each connection

a budget deficit!
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e = Netered

Vienthly service charge + use
s UNIFORVIBIEOCKSRATIE
HINEGREASING BEOE K RAIFE

* Price; offwater InCreases
* DECREASING BIEOCKSRANIE

* Price of water deCIEASES

St - Metered

S UNIEORVIIBIEOECKIRANIE
s dentiifthevanablerexpenses
*DeterminENhE Calicnsiseldilillalle)

— Likelyite be atileast 10-25% |ess than
produced

» Set commodity/raie

s|dentify/ revenue target

* [FIgUre oul hew: terbest
distibuterallfcosts o
customers

* Differing costs te CUStemer:
class

»:—t.ruqtugg ) Metered

SUNIFORVIBIECCKIRATE
—Advantages:
+ Easy teradminister
= \Vlay encoliiageNatER CONSENVation
« Viaybe fairz Use moere=pay more
—Disadvantages:
« May discourage econoemicidevelopment
s Vay: be UnfalfiFSER eI OWIGTEH

“Billing Rules™ must be codified
and must be evenly applied
within a custemer; class

s CommodizDemand Method:
4 primary. cost compoenents
—COMMOUIKCOSIS
—Demandicosts
—CUSIOMERCESES
—FIre protection Costs
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SNCESISICUITEdNEgardIess ofithe
ameunreivalepreduced

—May: provide for current and
future needs.

* [Fixed costs may include:
—DEPSENICE
—Operations and Vamtenance

—AdministrauenN(Genenal
» 50%-70% of budgetas true (

noo el Accounting)
costs” typical i very: small _
systems! —Reserve Funds (Future Repairs /

Construction

§ y ’ i 5 5 . ) et \ o5 &
Budgets a Rate:;,%re Defensible! : Meving Pe];c,,eages
NEFAEE S Gk >t 0% . FAREL 2 = T ] >

Lineltem Amoeunts " Eixed 9 Rer.Customer (300

Welgas el Belrlaifits ii,000 60/ $21,0000  $5.83 REVENUSIFARCEIE]

HjaXes 52,400 40 $960. $0.27.

Office Supplies $1,325 (<o) $7.95 0 CONMODITY RATE

Maintenance& repairs:  $4,000 10) $B00. $0,22 A

Utilities: 10 B

AUto EXpEnse 50 EOWIEIXED Y,

Chemicals 10

Other Supplies 25

Professional fees 10

Insurancey/ Bonds

Debt Senvice:

Reserves

Miscellaneous A

$54,357 61501, HIGHEIXEDN%

(VatisbleCosts & BBy enLiE, TARGET

: Eecqyered through “Commodity AppRortioning charges for water
ale . ) Use based upen the
s Costioihwaterpreduced = amount “average’ monthly: residential

ef Walerrseld cusioee
—Usually' per 1000 gallens or 100 oS i

cubic feet (748 gallens)
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& 111EiR8yenyE, TARGET

There are twe types” of ERUs

s ActtialAdere e ireom
USACENECOES

* Projected from engineernng
standards

BillIngiRUIENIASEICHANTE PET,
custemerR(INCIUEESIS000
gallensEiree Waten =
commodity rate

} 2 1 0.2
J INGREASINETHE0)6 C RINN=
—Has “Tiered” system
SEESCHINIOCKANCEASESH
prce
‘SO00000, how do)yeu setithe
tiers?

U Mettjogology

sDeterminelastyearns average
esidenuaiNmenthlyAusenn gallons

» Compare thisiusage torlarge water.
USETS
» Determine billing rules:

» Divide fixed costs by ERUS

- Réte St _u"c.tur;ré“- Metered

s INCREASINGIBIEFOCK RATE

—AdVantagesk

S I\/Iay promote WlERCONEERNAION
—mayprotectlimited Bwaterssupplies
— may reducersomeloading o WAVIPR

s FAiESS=ImeyAaccllaieliallocate
COStsy can' subsidize greups

— Disadvantagess
* Viay diSCOURaGEIECHNDMIC
development:

I Comnjodity Rates

s DeteiminEHEEasen for the: tiers!
—Disthibution off cOStS
—Decreaselinwater use

» Determinewhereyourcany sellfthe
tiers

*Number and type' customers
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Borr moglity Rates

» Usage groups R
0-12000 Gals} 5950 (WIaReil

2000/-'5000 Gals; $1.50 per 1000

5000 — 110,000/ Galsi StV 5 I pPER 000 8,334 gpd
10,000 — 20,000/ Gals $2.00/per 1000

OVer 20,000/ Gals D225 NEIRI000

= Tiered' Gommjodity Rates ~What’sa <low watér user?

WhHEreldiMHENERUNigure come » Grammy and Granddad (G&G),

fem? small’heme 8000 gals/ mo
oW WalerRusers Higherwater users (36,000 gals year)

Loewer: /AVerage USEers Veryhigh

* G&G; Jun — Aug, 12,000/0als /

Large number mo (36,000 gals year)
Low users Averagel/ HIghrusers

% xucthrre} VEEE : "_l"ie'f"'{'_d."rf'qtr.e{sy}rtfcture _

S INCREASINGIBIEOCK RATE

May include Seasenallrate

RESIDENTIAL
Oct-Apr 0-700ft$0,86 70014007t $1L112 1400fi+: $1.57
May-Sep: 0-700fi $1 40N VOD-1400f=52:20 1400/ 5280

COMMERCIAL
0-1400ft3: $1.10" 1400ft3+:$8L50
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= Conservation Pricing - Conservation Pricing.

ACGINERARSEASEHAINIET,
—Break out Use data e season

| | —Subtract use from annualluse
= ~ —Set ratel consenvation structure
Jun 15 SEpPL 15 —Subtract Consen/ation revVEnUes

from annual budget
—Set rate structure for remaining $$




