CITY OF WILLCOX
REQUEST FOR COUNCIL ACTION

Agenda Item:
Tab Number:
Date: 3-25-2013and4-012013

Date Submitted: Action: Subject: Water Fund
2-14-13 Resolution Rates & Budget for FY
Date Requested: Ordinance 14
3-25-13 & 4-1-13 Formal

_X__ Other
TO: MAYOR AND COUNCIL

FROM: City Manager

DISCUSSION: The Rates for the utilities are required to be reviewed by the Council
annually as per City Code.

The four (4) Enterprise Funds (Gas, Sewer, Solid Waste, and Water) are designed to be
supported by the rates charged to the users of the service (much like a private business

operation).

In order to measure whether the City Operation of the Enterprise Fund is offering an
equitable service for the price paid, the Enterprise Funds make the same payments to the
General Fund as a private Organization would be required to make if a franchise were

granted.

The goal in setting of the rates is to assure the uscrs will have safe and dependable
service at a reasonable cost. This means that the rates should include sufficient monies to
allow the necessary operational and capital expenses be paid for in a timely manner.
There should be sufficient cash reserves to address normal fluctuations in the income and
expense stream; address unexpected emergencies; allow some capital accumulation;
provide for major capital expense through long term debt issuance (to match the expense
with the rates charged); and provide for stable rates (rather than widely fluctuating rates
from year to year). While each Enterprise Fund is to be self-supporting, the cumulative
impact of changes in all four Funds will be considered since the rate payers see one bill
not four separate bills and the goal is to have small incremental changes rather than
widely fluctuation changes.

In order to accomplish these goals a reasonable cash reserve equal to three months of
annual operating expenses is established by City Ordinance.



The indirect costs, and costs incurred in other Funds (usually the General Fund), are
charged back to each Enterprise Fund.

A Capital Fund is set up for each Enterprise Fund (except Solid Waste) to separate
Capital expenses from daily Operating expenses: this also allows for accumulating capital
and paying for large capital items over two or more fiscal years. This also allows for the
accounting for long term capital assets and recording them properly on the fiscal records
of the Enterprise Fund.

Long range projections are made on each of the Enterprise Funds to allow the long term
impacts on the rate structure and implement proper planning for significant changes in
the fiscal condition of the Enterprise Fund.

There are attached four (4) pages. The first attached page shows a comparison of monthly
income to monthly expenses. The chart indicates that the income and expenses track
fairly closely. The City Code requires three (3) months of Operating Reserve in the Water
Enterprise Fund. The Water fund currently has an adequate Reserve. One reason for this
is to assure sufficient cask is in the bank to pay the bills as they arrive. Since the Income
and expense track fairly closely this is not a major concern. Another reason is to deal
with disasters. The Water system could be hurt in a major earthquake or earth fissure:
both of these occur in our area. These are usually minor in nature and not a major area of
concern. The Water Fund could face a major Capital Expense, there are no mandated
major expenses projected in the Water fund. However if the Council decided to have the
Water mains extended (i.e. from Joe Hines Rd south to Airport and then across the
Interstate to tie into the existing water system), this would require major source of
money. That money could come from Reserves. There is not a need at this time to
increase rates to address the reserves.

The second attached sheet titled “Analysis of Income Water Fund™ provides an
explanation of how the Rate structure is established and adjusted in the Water Fund. The
top box provides narrative on the Rate structure and the adjustments.

The second box provides an analysis of the estimated “Fixed Fees” by the various meter
sizes, the current monthly rate by meter size the number of customers by meter size (this
number varies daily, but usually averages out the same), the estimated monthly income,
and the estimated annual income.

The third box provides information on the Water Enterprise Fund “Tier “system. Under
this system any customer will receive the first 2000 gallons of water at no charge, the
next 4000 gallons are charged at $1.63 per thousand gallons, the next 4000 gallons are
charged at $1.82 per thousand gallons, the 5000 gallons are charged at $2.03 gallons per
thousand, and all usage above 15,000 gallons is charged at $2.16 per thousand gallon,
The volume of water used by individual customers various a great deal by time of year (a
considerable amount of water is used for cooling and irrigation, this results in a seasonal
fluctuation in use i.e. income), and is very difficult to project; the method used in this
case is to review the “Service Fees (amounts for the combination Fixed and Variable Fee)
expected in FY 13 and subtract the estimated Fixed Fee portion.



The fourth box discusses the current deficit income into the Water Fund. This results
from the “Service Fees” not being sufficient to cover the “Total Operating Costs”. In this
case this is a Planned Deficit. The reason the City is experiencing a Planned Deficit is
that the Reserves are in excess of what is reasonable required for prudent Financial
operation. The Planned Deficit is a way to return money to the rate payers of the Water
Enterprise Fund. While currently this is reasonable, this must be closely monitored to
assure that the deficit levels out over time.

The third attached sheet is the “Water Fund Projections™. The upper portion of the Sheet
shows one year of operation (FY12), one half year of actual operation and one half year
of projected operations (FY 13), and thirteen years of projected data on operations.

The center portion shows the “Water Fund Capital” with the same data as listed above.
The lower portion provides narrative on the data above.

These projections are to assist in the financial planning for the Water Enterprise Fund.
One of the City’s goals for the Enterprise Funds is to avoid “Rate Shock” (this is a
sudden and large change in the rate structure which is disruptive to individuals and
business wallets and operations). By using the projections it is easier to see the future
impacts of current decisions.

The fourth attached shect relates to the “Bulk Water” fees. This is a small special purpose
area within the Water Fund. The Bulk water purchases are usually made by contractor
during development of area, often for dust control or compaction, sometimes bulk water
is purchased for use by individuals on their farms and ranches, and occasionally an
individual may purchase bulk water for their Recreational vehicle. Currently the City
sells bulk water in two (2) forms; the majority through the standpipe at Keillor Park, this
is a labor intense operation and is inconvenient for both the purchaser and the City crews.
The second manner is through the securing of a “hydrant meter” which is attached to a
City fire hydrant and a deposit is paid with the meter being read periodically: this is more
convenient for the contractor and if this is done in a remote location does not pose a
problem; when the hydrant meter is set in a developed part of town there is a potential
problem with interfering with firefighting operations. To address these concerns and
broaden the customer base (to RVs) the Staff approached the Council about establishing a
“Bulk Water Station”; which the Council approved. The station is now functional and
there needs to be established “rates for the Station. The Council discussed this during the
regular meeting on January 22, 2013. At that time the Council provided some input to the
Staff concerning differentiation of the rates on the Bulk Water Station and the Hydrant
meter. Based upon that input the suggested rates of ten dollars ($10.00) per thousand
Gallons at the Bulk Water Station; and rates of fifty dollars ($50.00) set up fee for
hydrant meter and ten dollars ($10.00) per thousand gallons (Option 3 on the attachment
rounded up from $9.89).

The “Service Fees” were adequate in FY12 to cover the “Total Operating Costs” this is
and should be the normal state of affairs. However the Water Enterprise Fund had
accumulated a large Operating Reserve. When setting the rates for FY13 the Council put
in place a planned reduction in the Operating reserves; this resulted in a reduction of



income in FY13. There are still large Operating reserves. Although there is no immediate
danger the long term result could be that the Operating Reserves fall to an unacceptable
level (FY25). This must continue to be closely monitored.

There are other factors which are positive for the maintenance of the Operating reserve:
there are other income sources which reduce the amount of Services Fees which must be
collected (although these should not be relied upon as a dependable source of income);
the Staff typically underspends the estimated expenses (the Budget must be established at
a level to accommodate unforeseeable circumstances since State Law does not provide a
method to increase the City budget once adopted); the revenue projections have
traditionally been conservative (low) which results in higher ending balance than
projected.

There are factors which could adversely affect the Operating reserves; most probably the
decision to undertake a major capital project.

The projections assume that there is NO rate increase for residential and business
established meters for FY 14, The projections past FY 14 assume a 3% increase each year
(3% is a figure chosen to represent an inflationary factor it may be higher or lower in
actuality). The incrcase recommended for the Bulk Water and hydrant meters is
incorporated in the projections but is not considered to be significant.

RECOMMENDATION: Staff recommends that the water rates remain the same for

residential and business established meters and that the recommended fees for the Bulk
Water and Hydrant meters be adopted for FY14.

FISCAL IMPACT: Estimated total income to the Water Enterprise Fund is $$672,294
and Expense is $767,228 in FY 14,

Prepared by: Pat McCourt

N .\/@?
Approved by: .

City Manager
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Bulk Water Sales Analysis

Current Sy

ystem Well 13

Current Cost Per Thousand

Current Cost Per Thousand

Minimum call out for water {minutes) 30 Minimum call out for water (minutes) 30
[Cost per hour per employee $17.25 Cost per hour per employee $17.25
Cost per call out 8.625 Cost per call out 8.625
Gallons of Water Sold {Thousands) 500 Gallons of Water Soid (Thousands) - 1000,
Pump Replacement $12,000.00 Pump Replacement $12,000.00
Pump life (Years) 10 Pump life (Years) 10
Cost Per Year $1,200.00 Cost Per Year $1,200.00
Cost per Thousand $2.40 Cost per Thousand $1.20
Electric Cost per Month $15.00 Electric Cost per Month $15.00
Cost per Thousand $0.36 Cost per Thousand $0.18
Billing cost $4.93 $4.93
Total Cost Per Thousand $16.32 Total Cost Per Thousand $14.94
CurrentIyﬁCharging {Per Thousand) $4.00 Currently Charging (Per Thousan?i')_ $4.00




|
Proposed Self Operated System

|4th attached sheet |
Option #1 Option #2
Bulk Water Station Rate Calculation Bulk Water Station Rate Calculation

J
Bulk Water Station Cost I $ 46,300.00 Bulk Water Station Cost _|'$ 46,300.00
Equipment Life {Years) 0 Equipment Life (Years) 20
Cost per year _1$ 463000 [ |Cost per year 1% 4,630.00
Gallons of Water Sold (Thousands) 1000 Gallons of Water Sold (Thousands) " 1500]
Cost per Thousand for Equipment $4.63 Cost per Thousand for Equipment $3.09
Cost for water (per thousand) $2.16 Cost for water (per thousand) $2.16
Electrical Cost (per month) $40.00 Electrical Cost (per month) $40.00
Phone / Internet Connection $50.00 Phone / Internet Connection N $50.00
Water Meter Base Rate $297.00 Water Meter Base Rate $297.00
Nionthly Costs Total $387.00 Monthly Costs Total $387.00
Monthly Cost per Thousand $4.64 Monthly Cost per Thousand $3.10
Total Cost Per Thousand $11.43 Total Cost Per Thousand $8.34
Revenue per year 11,434.00 Revenue per year $ 12,514.00]

I
Ontion #3 Option #4
Bulk Water Station Rate Calculation Bulk Water Station Rate Calculation

| l
Buik Water Station Cost | $ 46,300.00 Bulk Water Station Cost |'$  46,300.00
Equipment Life (Years) ) 15 Equipment Life (Years) 15
Cost per year ~]$ 3,08667 [ |Costper year 1% 308667
Galions of Water Sold (Thousands) 1000 Gallons of Water Sold (Thousands) 1500
Cost per Thousand for Equipment $3.09 Cost per Thousand for Equipment $2.06
Cost for water {per thousand) $2.16 Cost for water (per thousand) $2.16
Electrical Cost (per month) $40.00 Electrical Cost (per month) $40.00
Phone / Internet Connection $50.00 Phone / Internet Connection $50.00
Water Meter Base Rate $297.00 Water Meter Base Rate $297.00
Monthly Costs Total $387.00| _ Monthly Costs Total $387.00
Monthly Cost per Thousand $4.64 Monthly Cost per Thousand $3.10
Total Cost Per Thousand l $9.89 Total Cost Per Thousand $7.31
Revenue per year s 9,890.67 Revenue per year 18 10,970.61

_inimum $5.00 charge.
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CITY OF WILLCOX
REQUEST FOR COUNCIL ACTION

Agenda Item:
Tab Number:

Date: 2/25/)3 v* < Jor/rz

Date Submitted: Action: Subject: Cumulative
2-15-13 Resolution Result of Proposed Rate
Date Requested: Ordinance Changes in Utility Funds
4-1-13 Formal for FY14

_X_ Other
TO: MAYOR AND COUNCIL

FROM: City Manager

DISCUSSION: The attached sheet shows the cumulative effect of the proposed changes
in the rates for the Gas, Solid Waste, Sewer, and Water Enterprise Funds for FY14.

While it is important to assure that each of the Funds is financially sound and the Rate
Payers in each Fund are fairly charged for their use of the service, it is also important to
realize that the customer receives one bill each month from the City and often only looks
at the net impact of the proposed changes.

On the attached sheet the upper most section provides information: on the Inflation rate
(COL) for the time period January 1, 2012 through December 31, 2012; and the
recommended increases in the Sewer and Solid Waste Funds (there are no recommended

increases in the Water and Gas Funds for FY14).

The next section provides some narrative on the information presented in the third
Section.

The third section provides a comparison on five (5) separate accounts looking at the
effects of the proposed Rate Changes in three (3) separate months. While every
customer’s results may vary, this is intended to give an example of the effects in a
general sense. The cumulative effect of the proposed changes is shown in bold on the
lower right of each of the sample accounts. As would be expected there is some variance
due to the overall bill and weight of each of the components.

In all cases the net effect is that the proposed Rate Changes result in a net change less
than the COL.

The financial integrity of each of the Enterprise Funds is of paramount importance. The
discussion during the rate hearing on each of the Enterprise Funds in my opinion supports



the financial integrity of each Fund. This sheet also supports that integrity and the overall
concern for the impact on the customers.

RECOMMENDATION: Approve the Recommended Rate Changes.

FISCAL IMPACT: The Fiscal Impact various by each Enterprise Fund and is reviewed
separately. This report does not have any independent fiscal impact.

Prepared by: Pat McCourt

~
Approved by: \ ,,.,,géé@‘

~ City Manager




Comparison Sheet Rate changes FY14
Date of this sheet 2-15-13
Inflation as of 1-1-13 = 1.70% 5% change of sewer 1.70% Change in Garbage/Solld Waste

This sheet compares the net resuit of changes in the Gas, Solid Waste, Sewer, and Water Funds pro
These were based on actual accounts not averages in FY 12, Thay are not actual account from FY1

The rates are compared using three separate months: July, September, and December. This is to capture seasonal use of Water and Gas.
The comparisan assumes the same volumes as in the base year,

The comparison assumas the sama price for the City's cost of gas as in the base year.

posed for FY14 on different types of customers: Residential & Commerical with various size meters.

Residantial 8Small Commercial Large Commercial Another Commercial And one more Commercial
ot Projected Base Projected Base Projected Base Projected Base Projected Base
uly Ciass
Gas $1591 $15.91 Size $14.35  $14.35 Size $460.24  $490.24 Size §545.00 $545.91 Size 111 $1,080.84 $1,099.84 Size 118
Water $46.71  $46.71 Size 0.75" $1455  $14.55 Size 0.75" $68.26  $69.26 Size 2" $79.32  §70.32 Size 0.75" $488.71 $488.71 Siza 4"
Sewer $41.07 $30.11 5.00% $33.14 $31.56 5.00% $171.06 $162.80 5.00% $151.80 $144.57 5.00% $644.10 $613.43 5.00%
Garbage $24.12 $23.72 1.70% $56.40 $55.48 1.70% $351.47  $345.80 1.70% §675.07  $662.58 1.70% $135.45  $133.52 1.70%
total T$1Z7E1 812545 $118.44 §115.84 $1,082.02 $1,068.20 $1,451.10 §1,432.38 $2,368.10 52,335.50
Sept
Gas $20.48  $20.49 $18.23  $18.23 $356.68 $3568.88 $379.63 §379.63 $903.75 $903.75
Water $28.35 42835 $1455  $1455 §8568 38568 $7436 §$74.36 $461.06 $451.06
Sewer $41.07  $3%.11  5.00% $3314  $31.56 5.00% $171.05 $162,90 5.00% $151.80  $144.57 5.00% $544.10 $813.43 5.00%
Garbage $24.12  $23.72  1.70% $56.40  $55.48 1.70% $351.47  $345.80 1.70% $675.07  3662.26 1.70% $13545 $133.52 1.70%
total $114.03 311167 $12232  $119.82 $964.88 $951.06 $1,280.86 $1.260.82 $2,144.36 $2,111.76
Dec
Gas 137.34 §137.34 $358.78 $358.78 $1,337.39 $1,337.39 $817.98 g§817.98 $2,403.11 $2,403.11
Water 2125  $21.25 $1455  §14.55 $89.78  g89.78 $97.90 $97.90 §549.41  $549.41
Sewer B41.07  §39.11  5.00% §3314 33156 5.00% $171.05 $162.90 5.00% $151.80 §14457 5.00% 364410  $613.43 5.00%
Garbage $2412 42372  1.70% $56.40  $55.48 1.70% $351.47  $345.80 1.70% $675.07  $662.58 1.70% $13545 §133.52 1.70%
total $223.78  $221.42 $462.87  $460.37 $1,949.69 §£1,935.87 $1,742.75 $1,723.03 $3,732.07 $3,609.47
% change % change % change % change % change
Total 3months  $46561 $458,54 1.5441% $703.62 $696.13 1.08% $3,996.58 $3,955.13  1.0479% $4,474.80 $4,416.23 1.33% $8,244.53 $8,146,73 1.20%
Water Gas
Mater Sawer Meter
Size & Size & Size &
Base Base Base
Rates Rates Rales
Fixed Fixed Fixed
Fees per Fees per Fees par
Meter Size Manth Meter Size menth Meater Size month
34" $15.55 34" $20,94 110 Res $12.01
1" $19.21 1" $28.47 110 Res QT $12.01
1.5" $26.52 Mult Units $20.94 110 175/200/250275 $12.01
2" $35.16 3/4" Com £30.44 111 315/325/415/425 $21.01
3 $72.80 1" Com $37.99 112 750/800 $31.04
4" $182.81 112" $56.97 113 1000/1500/2000 $51.01
2 $79.73 114 3000/4000 $91.01
S $151.88 115 5000/6000/ $101.01

4" §246.96 118 7000/8000 $126.01






