Budget — The Foundation of Rates
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WELCOME!

This material is based upon work supported by the Washington
State Department of Health (DOH)

Any opinions, findings, conclusions or recommendations expressed
In this material are solely the responsibility of the authors and do not
necessarily represent the official views of DOH.

RCAC is an equal opportunity provider and employer.
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Rural Community Assistance Partnership

RCAP National Office
1701 K St. NW, Suite 700
Washington, D.C. 20006
www.rcap.org

Western RCAP

Rural Community Assistance
Corporation

www.rcac.org

Midwestern RCAP
Midwest Assistance Program
www.map-inc.org

Southern RCAP
Communities Unlimited
www.communitiesu.org

Great Lakes RCAP
Great Lakes Community
Action Partnership
www.glcap.org

Southeastern RCAP
Southeast Rural Community
Assistance Project
www.sercap.org

Northeastern RCAP
RCAP Solutions
www.rcapsolutions.org
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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
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Today’s Objectives

» Define the “True Cost” of Delivering Drinking Water and

Wastewater Services

» ldentify the Components of a Strong Budget

» Understanding the Importance of Financial Forecasting
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WARNING: Separate Finances for Each Utility




What Is the “True Cost” Water & Wastewater Service




Determining Expenses: Operating Expenses

The cost of operating your utility on
a daily basis

Examples:
» Water/wastewater treatment

e Personnel wages
* Equipment maintenance
« Administration fees



Determining Expenses: Non-Operating Expenses

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

Examples:

e Cleaning service
« Landscaping

« Debt interest




Determining Expenses: Fixed & Variable Expenses

Fixed Expenses Variable Expenses

Costs incurred by the utility Costs incurred in providing
system before service provided.  service to your customers.

* Debt payments « Portions of Utilities
 Rent/lease « Portions of Maintenance
* Personnel wages « Portions of Engineering fees



Determining Expenses: Reserves

Debt Short Lived
Service Asset
Reserve Reserve

Operating Emergency CIP
Reserve Reserve Reserves




Calculating the True Cost of Service

Operating Expenses

Non-Operating Expenses
Fixed & Variable Expenses

Debt Service

Reserves

TRUE Cost-of-Service
D
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Budget Development Step 1. Gather Your Team

* Budgeting is a team activity
with a lot of components.

« Various people may have the
best information about
iIndividual components.

e Think about who will be
needed to provide realistic
projections.



Budget Development Step 2: Review Policies

What are some policies that
might be relevant when
developing the annual budget?




Budget Development Step 3: Review Historic Documents

 Balance Sheet / State of
Financial Position

 [ncome Statement / Profit &
Loss / Statement of Activities

* Budget Comparison Report
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Budget Development Step 4. Identify Debt Service

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

 Bonds Payable

All payments to lenders for loans, mortgages, etc.




I ——
Budget Development Step 5: Identify Reserves Needed

Funder Required Reserves
 Debt Service Reserves
 Short Lived Asset Reserves

Board Designated Reserves
e Operating Reserves
 Emergency Reserves
* Asset Management
* CIP Reserves




Asset Management

Equipment starts to wear the day it is turned on



Asset Inventory : What do we own?

Assets
. Buildings
. Tools
. Equipment
. Pipes
. Machinery
o Vehicles



Asset Inventory & Analysis




6 Year Budget - Reserves
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Budget Development Step 6: Create Expense Budget




.
Fixed & Variable Costs




Inflation
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Budget Development Step 8: Adding Assumptions
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Budget Development Step 9: Project Out Five Years




5 Year Projection




Budget Development Step 10: Calculate Revenue




Revenue
Factors Affecting Revenue

Factors Affecting Revenues Requirements
* Number of customers served * Number of customers served
« Customer’s water-use trends e Customer’s water use trends
» Rate changes * Nonrecurring sales
* Nonrecurring sales * Weather Conservation
*  Weather * Use restrictions
« Conservation * Inflation
* Use restrictions * Interest rates
* Price elasticity * Wholesale contractual terms
* Wholesale contractual terms « Capital finance needs

 Changes in tax laws

« Other changes in operating and economic
conditions



Revenue — Operating Revenue

Income generated from
providing service.

« Water base rates
* Water usage rates

e Late fees



Revenue — Non- Operating Revenue

Income generated indirectly from
providing service.

e |Interest Income
e Cell tower rental iIncome

e Grants & loans



B —
Budget Time Bomb

RCAC recommends:

= Only count on Operating
Revenues to cover operating
expenses

= |gnore Non-Operating
Revenues




Deposits & Connection Fees

Deposits Connection Fees

* Collected to ensure that if a * Fees that are charged to a
customer does not pay their bill, the customer or group of customers to
system has money in reserve to help the system cover the costs of
cover expenses. capital improvements that have

already been paid for or are being
paid for, or to cover the costs for

* Deposits should be set aside in an n _
additional connections.

account so that the money can be
refunded to customers if they
discontinue service. * These fees are not refundable.
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Budget Development Step 10: Create Budget Revenue




Projected Revenues & Expenses

Ending Balance

Before
Reserves

Ending Balance
After Reserves

AWWA Rates for Small Water Systems
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Purpose of a 5 Year Budget

« Aplan
 Data driven decisions
« Creates community awareness

* Necessary revenue reqguirements will be clearly shown



Budget Comparison




Balancing the Budget

Increase Revenues or Reduce Expenses
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Balancing the Budget in the Short Term

e Customer Billing
 Accounts Recelvable
« Paying Bills

* Put Money to Work
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Balancing the Budget in the Long-Term

* Leak Detection e Bulk Purchasing

* Meters * Energy Audit

* Fee Review e Consolidation




Examine Current Rate Structure




.
Rates Should

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

] Be used to support water utility only

J Transparent

- Easily understood

] Based on sound financial information

] Easy to administer



Base Rates and Flow Rates




Determining Base Rate

$ 7,246.33 200 $ 36.23

Divided by =

Average Monthly Average # of Fixed Costs Per
Fixed Costs Customers Customer




Determining Flow / Usage Rate

$ 6,258 1,000 $ 6.30

Divided by =
Average Total
Variable Costs Water Usage
(GALLONYS) Gallons

Variable Cost Per
1,000




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.




Inflationary Impact of Delaying Rate Adjustment




Water & Wastewater Rate Life Expectancy

Current rate structure should
be reviewed annually.
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The Bottom Line

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

Taxes

Fees

Funding reserve accounts

SN X X
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We Appreciate You!
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WA Dept. of Health

https://www.doh.wa.gov/communityandenvironment/drinkingwater



https://www.doh.wa.gov/communityandenvironment/drinkingwater

https://mrsc.org/Home.aspx

https://mrsc.org/Home/Explore-Topics/Finance/Budgets/Budgeting.aspx



https://mrsc.org/Home.aspx
https://mrsc.org/Home/Explore-Topics/Finance/Budgets/Budgeting.aspx

https://sao.wa.gov/



https://sao.wa.gov/

https://www.awwa.ora/Resources-Tools/Resource-Topics/Affordability#9773397-related-resources



https://www.awwa.org/Resources-Tools/Resource-Topics/Affordability#9773397-related-resources

https://www.rcap.org/managerial-financial/basics-of-financial-management-guidebook/



https://www.rcap.org/managerial-financial/basics-of-financial-management-guidebook/

https://rcap.org/wp-content/uploads/2021/11/RCAP RatesGuide-2021-FIN-LO-1.pdf



https://rcap.org/wp-content/uploads/2021/11/RCAP_RatesGuide-2021-FIN-LO-1.pdf

https://wacities.org/news/2022/08/23/the-top-10-things-we-learned-at-awc-s-2022-budget-workshop



https://wacities.org/news/2022/08/23/the-top-10-things-we-learned-at-awc-s-2022-budget-workshop

https://www.rcac.org/programs-services/



https://www.rcac.org/programs-services/

Dessa Wells

Dessa.wells@rcac.org

Lori Blau
Lori.blau@rcac.org



mailto:Dessa.wells@rcac.org
mailto:lblau@rcac.org
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