
FLINT
Current Status Report as of June 3 , 2 0 1 4

Darnell Earley, Emergency Manager 
Appointed October 6, 2013

S ig n if ic a n t A c t io n s / ls s u e s

• Federal District Court Judge granted the Plaintiffs a TRO (six retirees challenged 
changes the EM made to healthcare coverage): the U.S. Court of Appeals approved the 
restraining order.

• New Police Chief, James Tolbert appointed September 2013.

• Water Plant placed into full time service.

A n tic ip a te d  Exit: A pril 2015

• Eliminate City's structural deficit.

• Address City's unmet capital needs.

• Obtain a favorable decision in lawsuit challenging changes to retiree healthcare.

• Adopt a two-year budget including all contractual and employment agreements.

• Monitor completion of Karegnondi Water Authority project.
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From: Darnell Earley <dearley@cityofflintcom>
Sent Wednesday, June 04, 2014 4:23 PM
To: Porubsky, Carmen (TREASURY)
Cc: Byrne, Randall (Treasury); Jason Lorenz; Howard Croft; Daugherty Johnson; Peter Bade; 

Elizabeth Murphy
Subject Re: Treasurer Approval Letter

Good Afternoon Ms. Porubsky.

Thank you for the good news. It is my intent to make this information available through media release 
tomorrow.

H b  
__ | •
Darnell Earley, ICMA-CM, MPA 
Emergency Manager 
Flint, Ml

On Tue, Jun 3,2014 at 4:43 PM, Porubsky, Carmen (TREASURY) <PorubskvC@michigan.gov> wrote:

Good afternoon,

The Treasurer has approved your request to sell two pipelines that are no longer of use to the City. I’ve 
attached a scanned version to this email, and will mail out the original tomorrow morning.

Please let me know if you have any questions or concerns.

Thank you,

Carmen Porubsky | Executive Secretary - Office of Fiscal Responsibility 

State of Michigan ] Michigan Department of Treasury 

430 W. Allegan Street, 3rd Floor ] Lansing, Ml 48922 

517.335.2439 | Porubskvc@michigan.gov
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B yrne, R an d a ll (T reasu ry )

From: Darnell Earley <dearley@cityofflintcom
Sent: Wednesday, June 04, 2014 5:18 PM
To: Porubsky, Carmen (TREASURY)
Cc: Byrne, Randall (Treasury)
Subject RE: Treasurer Approval Letter

So noted. Thank you for the clarity.

DE

On Jun 4, 2014 4:54 PM, "Porubsky, Carmen (TREASURY)" <PorubskvC@michigan.gov> wrote: 

Mr. Earley.

Please excuse the error in my previous email. The approval is only for the sale of one pipeline discussed in the 
actual letter.

Thank you,

Carmen

From: Darnell Earley fmailto:dearley@cHyofflint.com1 
Sent: Wednesday, June 04, 2014 4:23 PM 
To: Porubsky, Carmen (TREASURY)
Cc: Byrne, Randall (Treasury); Jason Lorenz; Howard Croft; Daugherty Johnson; Peter Bade; Elizabeth Murphy 
Subject: Re: Treasurer Approval Letter

Good Afternoon Ms. Porubsky:

Thank you for the good news. It is my intent to make this information available through media release 
tomorrow.

l
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RICK SNYDER 
GOVERNOR

S T A T E  O F  M IC H IG A N

DEPARTMENT OF TREASURY ANDY DILLON
STATE TREASURER

DATE: June 5,2014

TO: Rick Snyder, governor

FROM: Kevin Clinton, Treasurer

SUBJECT: Status of Financially Stressed Local Governments

EMERGENCY MANAGER

Allen Park
Emergency Manager: Joyce Parker
Appointed: October 26, 2012
Anticipated Exit: September 2014

Recent Developments:
- Sale of Southfield Lease Properties to Time Equities for $12M expected to close during 

June 2014
- A $3.3M emergency loan application to pay debt service associated with Southfield 

Lease Property bonds and to pay outstanding MERS payment is expected to be 
considered by the Emergency Loan Board during June 2014

Significant Actions/Issues:
- A 10 year, 6.75 mill Public Safety Millage approved by voters on ?????
- Implemented a reduction of future OPEB liabilities in the amount of $????
- Litigation filed by retirees challenging EM’s authority to reduce OPEB (Randy court 

date?)

Issues to Resolve before EM Exit:
- Complete bond tender offer
- Finalize compliance settlement with SEC
- Reduce pension liabilities and transfer pension from City to MERS

Detroit
Emergency Manager: KevynOrr 
Appointed: March 14, 2013

www rrtichtgan gov/treaaury
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Anticipated Exit: September 2014 

Significant Actions/Issues:
- Kevyn Orr filed for Chapter 9 bankruptcy on July 18,2013 and Federal Judge Rhodes 

ruled on December 3,2013 the City is eligible.
- Kevyn Orr submitted plan o f adjustment on February 21,2014.

Flint
Emergency Manager: Darnell Earley
Appointed: November 28,2013 
Anticipated Exit: April 2015

Recent Developments:
- FY 14-15 Budget contains a reduction of 19 fire fighters and 36 police officers
- $ 1.1M FY 15 State appropriation to fund front line public safety positions
- EM proposal to City Council, pending State Treasurer approval, to impose collective 

bargaining agreement terms that will save the city $336K and long term projected savings 
of $4.3M

- Water plant placed into fulltime service dumg ??? 2014 ending contractual relationship 
with DWSD

- $3.4M SAFER grant for fire fighter staffing expired during ?????

Significant Actions/Issues:
- Police Chief, James Tolbert appointed September 2013
- Federal District Court Judge granted plaintiffs a TRO (six retirees challenged 

modifications made by the EM to retiree healthcare coverage): the U.S. Court o f Appeals 
approved the TRO. Annual increased cost to the city approximately $5M. (need date of 
decision???)

Issues to Resolve before EM Exit:
- Eliminate annual structural deficit projected at $1.7M forFY  17 and growing to $11.9M 

during FY 19
- Hire an experienced professional City Administrator
- Retiree Healthcare Litigation

Hamtramck
Emergency Manager: Cathy Square 
Appointed: July 1,2013 
Anticipated Exit: July 2014

Recent Developments:
- A S2.1M emergency loan to resolve an equivalent liability to MERS is expected to be 

considered by the Emergency Loan Board during June 2014
- Retiree healthcare changes implemented during ? 2014



K o r ^ z n o ^ d w a r d ^ r e a s u r ^ )

Subject:
Attachments:

From:
Sent
To:

E liz a b e th  M u r p h y  < e m u r p h y @ c i ty o f f l i n tc o m >

T u e s d a y ,  J u n e  1 0 , 2 0 1 4  1 :4 9  PM

B y rn e , R a n d a ll  (T re a s u ry ); K a p p , G e n e  (M S P ); M u c h m o r e ,  D e n n is  (G O V ); R o b e r ts ,  J o h n  

(D TM B ); W e s t  S a m a n t h a  (G O V ); D e m p k o w s k i ,  A n g e la  (T re a s u ry ) ;  B a ird , R ic h a rd  (G O V ); 

L ark in , B r ia n  (G O V ); D a rn e ll  E arley ; D e a sy , T h o m a s  (M S P ); K o ry z n o , E d w a r d  (T re a s u ry ); 

C le m e n t ,  E liz a b e th  (G O V ); E liz a b e th  M u r p h y ; E tu e , K ris te  (M S P ); H o llin s , H a rv e y  (G O V ); 

J a m e s  T o lb e r t ;  J e r r y  A m b r o s e ;  K lo tz , J o s e p h i n e  (M S P ); L ee , N ic h o le  (M S P ); M c G o w a n , 

E m m it t  (M S P ); S a n d s ,  T h o m a s  (M S P ); S ip e s ,  S t e p h e n  (M S P ); O 'N e il l ,  S t e p h e n  (M SP); 

S a x to n ,  T h o m a s  (T re a s u ry ); W o r k m a n ,  W a y n e  (TREASURY)

F lin t C o n f e r e n c e  C all A g e n d a  J u n e  1 1 ,2 0 1 4

A g e n d a  f o r  T r e a s u r y  C o n f . C all 0 6 1 1 1 4 .p d f ;  A u d i t  f i rm  r e c o m m e n d a t i o n .p d f

Please find attached the agenda and supporting document for the Wednesday, June 11th conference call.

Liz Murphy
Assistant to the Emergency Manager 
City o f Flint 
810 237 2025

156



City of Flint Wednesday 9:00am Phone Conference Agenda

June 11,2014

1) Public Safety Update -  FPD, MSP, (FFD, if  needed)
a) FPD stats -  homicides status
b) FFD Vote
c) Other update from Chief Tolbert and MSP

2) Governor’s Office Update - Rich, Baird, H. Hollins

3) Law suits -  S ta tus, Issues
a) Kincaid v City o f  Flint -  TRO has been denied.

b) Retiree Lawsuit -  Our attorneys filed a motion Friday, May 23,2014 
asking Judge Tamow to reverse his decision on the injunction which is 
resulting in the additional $5 million in expenses in the upcoming budget, 
offset by significant reductions in police and fire staffing. A status 
conference has been scheduled for mid-June.

c) Letters were sent last week via Registered Mail to pre-65 retirees because 
40% did not respond to the requirement to enroll in health insurance.

4) F inancia l U pdate
a) Budget revisions have been completed. Preparing EM Order to adopt 

6/23/14. Also, as part o f  FY15, the day-today management o f the Public 
Works Department and the Planning & Development Department will be 
handled by Mayor Walling.

b) Preparing for close o f the fiscal year 6/30/14. No surprises to report.

c) Treasury financial support for FY15.

d) Bid for Audit Services -  see attached.

e) Treasury has draft to impose FPOA contract; COF is awaiting response. 
This needs to be ready to go to City Council for the June 23rd meeting. 
Note also, AFSME Local 1600 voted to ratify new contract; a decision 
point is coming on Local 1799.

f) EM is preparing to issue an Order approving the deficit elimination plan.



g) Treasury has been 3 weeks reviewing the EM Resolution for $250,000 to 
Ginosko for public areas landscaping at Smith Village. Can we get this 
moving?

5) City Council Update
a) Public hearings on the biennial budget, the street lightening assessment 

were held on Monday, June 9,2014. We did not hear any comments 
which will cause a revision to the proposed budget.

b) The next monthly City Council meeting is scheduled for Monday, June 23, 
2014 when the Council will officially receive the two year budget.

6) Blue Ribbon Committee on Governance
a) Dr. Scorsone is writing the first draft o f the report of the Blue Ribbon 

Committee’s findings. The committee will meet to make any changes to 
the report at the end o f June and expects to hold a public comment session 
in mid-July.

7) Water Issues
a) River processed water continues to meet all DEQ standards.
b) Pipe line sale -  COF is waiting for corrected letter from Treasury 

approving sale.

8) Other Items

Attachment: Audit Information

1 access code

Created on: 06/09/14



June 9,2014 

TO: Darnell Earley 

FROM: Jerprf'ArW

RE: Recoi Id; ion for Audit Firm

The Finance Department recently gave you a recommendation to retain the firm of Yeo and Yeo to 
conduct the City's audit for the five year period beginning with the FY14 audit. While three firms 
submitted proposals, only Plante Moran and Yeo& Yeo were considered for further evaluation. The third 
firm, Clark Schafer Hackett, was a firm from out of state, with no Michigan references. Plante Moran 
and Yeo & Yeo both have offices in the State of Michigan and in the Flint area.

Both firms are reputable, experienced with municipal governments in Michigan, and have a strong 
understanding of the City of Flint's financial conditions.

The analysis of the proposal submitted by Yeo and Yeo concluded their services would cost $689,000 
over the five year period. The areas to be covered included the following:

City audit- $540,000

Single audit- $ 75,000

DDA— $ 37,000

EDC- $ 37,000

The analysis of the proposal submitted by Plante Moran concluded that their services would cost 
$766,766 for the same period. This total was based on the following:

City audit - $545,165

Single audit - $ 39,076 (base fee)

Single audit- $ 72,000 ($4,500 additional per major program,

(projected to be 16 programs over 5 years)

DDA- $ 60,860

EDC- $ 48,665

While the cost proposals from Yeo & Yeo and Plante Moran were very close for the City audit alone, the 
costs proposed for the Single Audit, DDA, and EDC by Plante Moran were significantly higher. In total, 
the Plante Moran cost proposal was $77,766 (or 11%) higher than Yeo & Yeo.

The attached evaluation documents the reasons for the recommendation to award the contract to Yeo 
& Yeo.



C I T Y  O F  F L I N T ,  M I C H I G A N  
D e p a r t m e n t  o f  F i n a n c e Darnell Earley, ICMA-CM, MPA 

Emergency Manager

Dayne Walling 
Mayor

Gerald Ambrose 
Finance Director

City of Flint Audit Recommendation 
Fiscal Years 2014 -  2018

1. Scope of Audit
The City of Flint, a  municipal corporation, requested proposals from qualified firms of Certified 
Public Accountants to audit its financial statement from the fiscal years ending June 30,2014  
thru June 30, 2018. The engagement also Included and audit of any federal single audit(s) as 
needed.

2. Reports
a. Compiled and Audited Financial Statements (CA FS): Compiled and Audited 

Financial statements for the City including all funds, account groups and applicable 
component units. The auditor will prepare all financial statements, schedules, 
supplementary information and notes to the financial statements.

b. Management Discussion and Analysis (MD&A): The auditor will work with t ie  City on 
an acceptable format and will update all charts, graphs, tables and figures. The City 
will provide the narratjve\explanatory information.

c. A  stand-alone, plain language, explanatory summary of the results of the City audit 
(separate from the MD&A) as a tool to aid the Council and public in understanding 
the audit results.

d. State of Michigan auditing procedures report.

e. A  report on the financial statements, internal control and compliance in accordance 
with the audit guide and standards for compliance with the Single Audit Act, as may 
be required.

f. Any supplemental reports, schedules or other required by the State of Michigan, 
Federal Government, G A SB  or GAAP, including the F-65.

g. A  management report containing comments and recommendations regarding a 
municipality's system of internal controls: its methods of safeguarding its assets, 
ensuring the accuracy of its financial information, promoting efficiency and adhering 
to municipal policies. This letter should contain comments and recommendations for



transition. Two partners and 2 senior managers have been assigned to the audit. It is my 
belief and confidence that while Plante & Moran has been an outstanding partner and knows 
a lot of the inner workings of the City of Flint's financial conditions, Yeo & Yeo has the 
experience and is willing to make the same commitment to serving the City.

E. The proposal from Yeo & Yeo met all of the requirements and expectations in the audit R FP.



controlling any internal weaknesses discovered and shall be reviewed by the 
Finance Department before finalizing.

h. Other mandatory or required reports.

3. Audit Schedule and Report Requirements
a. The City's fiscal year ends on June 30th and the selected auditors must be able to 

substantially adhere to the following timeline for the audit; with the understanding 
that the earlier the audit can be completed, the better

b. Pre-Audit Meeting with commence during the month of July

c. Field work will begin during the month of October

d. Preliminary and field work completed by no later than November 6th

e. Draft reports completed by no later November 15th

f. Final reports by no later than November 26th

g. Presentation of Audit by no later than January 12th

h. If the proposing firm sees any problem with meeting this schedule, it should be noted 
in the proposal with an alternate schedule.

i. All deadlines for the C A F S  and other reports shall be adhered to. The City will 
deliver the final report to the State.

4. Recommendation
The Finance Department of the City of Flint recommends the selection of Yeo & Yeo C P A s &
Business Consultants as our auditor for the next five years. There were other bids from Plante
& Moran and Clark Schaefer Hackett. Although Clark Schaefer Hacketfs bid was the lowest,
there were other reasons for our recommendation to go with Yeo & Yeo.

A  Clark Schaefer Hackett does not have a presence in the State of Michigan. The firm is 
located in Ohio. All the client references were Ohio based clients. It is our practice to put a 
premium on awarding contracts to Michigan based, especially Flint based businesses.

B. Plante & Moran has been a partner with the City of Flint more many years. They have been 
a valuable resource for expertise and assistance with helping the City to meet many of the 
challenges it faced. However, given the state of the financial conditions of the City of Flint, 
they were the highest bidder. The City is estimated to save $50,000 over the next 5 years 
with Yeo & Yeo's bid.

C . Yeo & Yeo is a reputable firm with high many qualifications noted throughout the accounting 
industry. They have experience with governmental entities under Em ergency Managers and 
have expressed a strong understanding of the City of Flint's financial conditions. A s Plante 
& Moran has a local presence, so does Yeo & Yeo.

D. I do not believe that the quality of the audit will suffer by changing auditors. Yeo & Yeo has 
committed to have the office most senior staff on the audit in the first year to assist with the



* 8 8  8  8  8
a  ui d  m in to

I  SS R 8  S S 
d  Cf $  £  3 rfp H H rl H rt
j {  W VH A1A VV

S S S 8 S
*i in d  ni o  toS  o  B  «h r-. r-g 
•a  K  Jg op ON rH
< h  n  h  n  to
a>
-a
e
91
i.
£
«
I  «  W W V H ft

s 8 8 g 8 8 8 s 8 8 8 8 8 8H S inm mp*. dPMg g? 0rt dp*. UNIO3 8 3 8rM ID ONrt Nt %s q q **XONirt 5 fs
8 HH rtrt a INrt INrt S 0> on 0) ONcirt 5 8(A
</> </VWin m in m in in V>in <Aw £

8  8 8  8  8
o
inas on

a d  in 
n 5  n

1 5 5 3 3 3
< H <-l H  H  H

g
t=€ 
ff £
*  s
^  I  IA W V H A l A

8 8 8 8 8
§ iri in o  d

5  a  3  £
a  3  a  a  a '

8 8 8 8 3  
S S 12 8  8

In H 
9i in' 9i m o

tn <n in w  w w i n w w w

g a s s a
s s s s s§ g g g g

•g ^  = =  = 3,
“c  m m id n  B n  r t  r t  rt H
°- o  o  o  o  o

■ .  £  N N  N IN N
«  "O .£• > > >  >•

g a s  
° s s  
|  g s
.=5 3 3 

m 4  * hrt H rt
o  o  oIN IN IN
>* > 2:
3 3 9

a  s  
8  3
i i
2  S
rt rt 
O O PM PM 
> >•
3 *3

g  3  3  a  3 
“ S 8  8  8
9 y  o «  o
£ c  c  c  c
^  3  a  3 3

m in ki inrt rt rt rt rt
o  o  o  © ©
PM PM PM IN IN

3 3  3 3 3

^ g 8 8 | g

^  19 Cl m" IO Qa rt rt PM PM fnrt rt rt <H rt
.0 W  W  VN in lA

8 8  |  g  8  §

p«r isT r*«r pc pc

VMniAinm

8  S S 8 8 8

R * ® R
N N N IN |N

V> in in v> m in

§ 8

ONm 3
in m

8  8  8  8 8 
s g s s s g
a S . » l ® UN 5  < 9 M in in isII rt rt rt rt rt
mcin

ojinminmin in in in in m m in w in m

8 8 8 8 8
8 8 5 8 8as q  5  8  o q  

'S  n  m n  rt 9  3  O  O  S  r t  rt ^  r t  r t  r t  r t  r t

8 8 8 8 8
PM

IN IN fN f* P*

8  |  8  8  8

pc pC p«r in iC

g j? *5£  = £  «  «
*  *8 S § <  § u
^  o l ^ m i n i n i n j j  q  w in in w w ^  mminin in

S  in 1 0  n  102 rt rt rt rt
2  O O O O
n* PM IN PM PN
9 u y  y  u_  § E e c cp  4  s  a 3 aO i* rt rt rt rt

'C in 9  1/1 w N® rt rt rt rt rt
O O O O O

..  a  IN PM PM PM PM

&
C

3  3 3 a  3
IN O O O O  

«  PM PM PM
9 v  y  E c crt 9 3

as
5  ^

1 1  

*) 4  lA pi.H rt rt rt rt
O O o  o  o
PM PM PM PM IN

m

3 3 3 3 3

2  in uj p* S rt rt rt0
PM

1

s
IN

*3

o  o
PM PM
u o 
c  c
3 3 i

CO

o  o
PM IN

o 
e
3

o  o
PM IN 
_> _>■ 
3 3

o  o
IN rM_> >
3 3



Porubsky, Carmen (TREASURY)
Thursday, June 12, 2014 8:25 AM 
Byrne, Randall (Treasury)
FW: City of Flint Pipeline Approval Letter 
Flint Pipeline Final Approval Letter.pdf

From:
Sent:
To:
Subject
Attachments:

From: Porubsky, Carmen (TREASURY)
Sent: Wednesday, June 11, 2014 3:31 PM 
To: Darnell Earley (dearley@cltyofflint.com)
Cc: Koryzno, Edward (Treasury); Dempkowski, Angela (Treasury)
Subject: City of Flint Pipeline Approval Letter

Good afternoon,

As requested, here is the revised approval letter for the pipeline sale.

Thank you,

C arm en Porubsky | Executive Secretary - Office o f Fiscal Responsibility 
S ta te  o f Michigan | M ichigan D epartm en t o f Treasury 
430 W. Allegan S treet, 3rd Floor | Lansing, Ml 48922 
517.335.2439 | Dorubskvc@ michigan.gov

CONFIDENTIALITY NOTICE: This e-mail, and any attachments, is for the sole use of the intended recipient(s) and may contain 
information that is confidential and protected from disclosure under the law. Any unauthorized review, use, disclosure, or distribution 
is prohibited. If you are not the intended recipient, please contact the sender by reply e-mail, and deiete/destroy all copies of the 
original message and attachments Thank you.
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72 (Rev. 11-13)

RICK SNYDER 
GOVERNOR

S t a t e  o f  M i c h i g a n  

DEPARTMENT OF TREASURY 
L a n s i n g

R. KEVIN CLINTON 
STATE TREASURER

May 30,2014

Darnell Earley, Emergency Manager
City of Flint
1101 South Saginaw Street 
Flint, MI 48502

Mr. Earley:

This letter serves as a notice of my approval to sell the 72” (inch) pipeline and appurtenances 
from the DWSD connection at Potter and Baxter Roads; west to the proposed 36” (inch) KWA 
connection at Center and Pierson Roads for $3,987,700 to Genesee County Water & Waste.

Because the sale is referenced in the F&O Plan, no approval is necessary under Sections 12(l)(r) 
and 15(1) as the plan is considered adequate. However, 12(3) requires Treasurer approval for 
contracts over $50,000 because the sale was not competitively bid. In addition, Section 19 
requires that this sale must be submitted to the City Council to approve or deny. The Flint City 
Council failed to take action on the matter by the required date; therefore, the proposed action is 
considered to be approved.

State Treasurer Approval:

I, R. Kevin Clinton, State Treasurer for the State of Michigan, pursuant to the authority assigned 
by Public Act 436 of 2012, do hereby:

Approve Submitted Recommendation

Deny Submitted Recommendation

Sincerely,
t

5/30/14
Wayne Workman, Deputy Treasurer
for R. Kevin Clinton
Michigan Department of Treasury

Date

43 0  W E S T  ALLEGAN S T R E E T  •  LANSING, MICHIGAN 4 8 9 2 2  
w w w jn!oh!gan .eovA reasury  •  (517) 373 -3200



B ^ m ejJ lan d a lU T reasu r^ )

From:
Sent:
Subject:
Attachments:

Jason Lorenz <jlorenz@cityoff1int.com>
Friday, June 13, 2014 5:05 PM
Fwd: PRESS RELEASE: Pipeline Sale Finalized
Pipeline.SaleApproved.pdf

For Immediate Release

Michigan Department of Treasury Approves City of Flint’s Sale of Section of 72” Pipeline 
to Genesee County Water & Waste, Sale Finalized This Week

Flinty Michigan -  June 13,2014 -  The City o f Flint’s sale of a section o f 72” pipeline to the Genesee County Drain 

Commission for $3,987,700 has been approved by the Michigan Department of Treasury and the sale was 

finalized this week. The pipeline section being sold is from the connection the City of Flint formerly used to 

receive water from the Detroit Water & Sewerage Department, located at Potter and Baxter Roads. “The sale o f 

this 9 mile section o f water main, which no longer provides any practical function to the City o f Flint, is a 

fortuitous one-time revenue gain from which the proceeds will be reinvested into the ongoing maintenance and 

operations of the Flint water system,” said Emergency Manager Darnell Earley. Genesee County was the sole 

prospective buyer o f the pipeline.

The Emergency Manager presented the pipeline sale proposal to Flint City Council in May to be approved or 

denied, as provided under Public Act 436. City Council voted not to accept the proposal and did not provide an 

alternative proposal as required under PA 436, thereby allowing the Emergency Manager’s recommendation to 

be considered approved by Treasury.

■Jason Lorenz
Public Information Officer
City of Flint
(810) 237-2039

ilo renz@ dtyo fflin t.com

-E N D -

mailto:jlorenz@cityoff1int.com
mailto:ilorenz@dtyofflint.com
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1. E X E C U T IV E  SU M M ARY

1.1 B A C K G R O U N D  O F T H E  S T U D Y

On November of 2013, the City of F lin t ["City") engaged Raftelis Financial Consultants ["RFC") to 
perform water and wastewater u tility  rate studies. The scope of services included the following:

• Evaluate the adequacy of existing water and wastewater revenues to meet each utility's 
projected revenue requirements

• Develop comprehensive w ater and wastewater financial plans based on sound financial 
management practices for a 10 year forecast period

• Determine water and wastewater rates w hich adequately recover the cost of operating the 
water and wastewater utilities under the existing rate structures and provide alternatives 
based on a com prehensive cost of service study

• Analyze the im pact of transitioning from the use of purchased potable water from the 
Detroit W ater and Sewerage D istrict ("DW SD”) to the treatm ent of raw  water from the 
Karegnondi W ater Authority ["KW A”).

• Review the City's water and wastewater operations in com parison to Best Management 
Practices criteria.

1.2 A D E Q U A C Y  O F E X IS T IN G  W A T E R  AND W A S T E W A T E R  R E V E N U E S

Charts ES-1 and 2 below summarize our conclusions with respect to the adequacy of w ater and 
wastewater revenue at existing rates. As the charts indicate, beginning m FY 2015, water and 
wastewater u tility revenues are insufficient to recover each u tility ’s revenue requirem ent Key 
drivers of this disparity are:

• A marked decrease m billed usage, the cause of which is currently being evaluated by 
RFC under a separate contract

• A  norm al pattern of declining per customer usage for both utilities overall due to 
conservation, efficient appliances, etc.

• Increases in u tility  revenue requirements associated w ith the financial plans including 
operating cost inflation, capital improvem ents and p o liaes w hich support the sound 
financial management of each u tility  in  accordance w ith best management practices.

Consequently, the proposed increases m rate revenue are necessary to ensure each u tility  can 
adequately fund its operation and maintenance expenditures, make payments on existing debt 
service, provide funding for needed capital improvements and ensure adequate operating reserves.
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ES-l: Water Utility Revenues at Existing Rates
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ES-Z: Wastewater Utility Revenues at Existing
Rates i
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1.3 W A T E R  A N D  W A S T E W A T E R  F IN A N C IA L  PLANS

Tables ES-3 and ES-4 below sum m arize the proposed w ater and wastewater financial plans and 
rate revenue increases for the first 5 years of the forecast period.
The financial plans and proposed increased in rate revenues are driven by the follow ing factors:

• Inflationary increases in O&M expenditures for both utilities
• For the water utility.

o Decreases in revenues associated w ith the cessation of service to Genesee County 
o Decreases in O&M expenditures associated with an elim ination of DWSD w ater 

purchases
o Increases in O&M expenditures associated with transitioning from back-up to 

prim ary operation of the F lin t W TP
o Increases m capital expenditures associated w ith improvements to the Flm t W TP in 

preparation for the treatm ent of raw  water from KW A 
o Increases in debt service associated w ith Flint's share of projected KW A debt service

• Necessary cash funded recapitalization of wastewater u tility  assets
• A  build-up, for each utility, of operating reserves equivalent to 90 days of projected O&M 

expenditures and debt service payments, the m inim um , according to financial management 
practices ["BMP"}.

ES-3: SUMMARY OF WATER AND WASTEWATER FINANCIAL PLANS
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ES-4: Annual % Rate Revenue Increases

0.00%
FY 2015 Pc' 2016 FY 2017 FY2018 FY 2019

B Water Utility a Wastewater Utility

As indicated m the previous section, water and wastewater u tility revenues at existing rates are not 
adequate to recover the projected costs each u tility w ill incur over the forecast period. 
Consequently additional rate revenue w ill be needed to ensure adequate recovery of each u tility ’s 
revenue requirements.

1.4 C O S T  O F S E R V IC E  S T U D Y  AND W A T E R  AND W A S T E W A T E R  R A T E S

Table ES-5 below sum m arizes the results of the water and wastewater cost of service studies. The 
customer classes included are those which are recognized in the City's existing customer 
inform ation system [‘‘C IS’'). W hile the City does not currently have either a water or wastewater 
rate structure which recognizes these customer classes, rates by customer class have been 
calculated and are included as appendices A  and B to this report The totals for each customer class 
represent the contribution of that class to the overall costs of each utility. Th is is based on the 
allocation processes described m sections 4 and 5 of this report

Given the transition from KW A to DWSD the City w ill not be m aking any rate structure changes at 
this tune. It is our opinion that the current water and wastewater rate structures are reasonable. 
The declining block water rates generally recognizing the fact that higher volume customers (i.e. 
large com m ercial and industrial] contribute less to peak demand, and overall water u tility costs. 
Additionally, the relatively high proportion of fixed charge revenue recovery provides a less 
clim atically variable revenue stream, which given that the m ajority of the utility's costs are fixed, is 
entirely appropriate.
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E S -5 :  SU M M A R Y  O F  C O S T  O F  S E R V IC E  S T U D Y  R E S U L T S

Allocated Cost of Service

Total Inside City Residential COS $ 18,345,572 $ 16,412,799
Totai Inside City Commercial/lndustnal COS $ 15,263,704 $ 13,378,697
Tota! Inside City Lawn COS $ 370,546 HIA

Total Inside City COS $ 33,980,022 $ 29,791,496

Total Outside City Residential COS $ 99,483 $ 2,382
Total Outside City Commercial/lndustnal COS $ 321,169 $ 66,796
Totai Outside Cfty Lawn COS $ - HIA

Total Outside City COS $ 420,653 5 69,178

Total System Cost of Service $ 34,400,675 $ 29,860,674

Tables ES-6 and ES-7 summarize the projected fixed and volumetric rates for the first 5 years of the 
forecast period, given financial plans and rate revenue increases proposed above. For every dollar 
of rate revenue generated by each utility approximately $.66 is derived from volumetric charges 
and $.34 is derived from fixed charges.

It is typical for water and wastewater utilities to design fixed charges which recover, at a minimum, 
the costs of meter reading, billing and collection and customer service. Additionally, fixed charges 
may also relate to fixed investment m utility assets associated with providing service which is 
available at all times regardless of usage levels by City customers. These costs, known as readiness 
to serve costs, have also been incorporated into the water and wastewater fixed charges.

Volumetric rates recover the variable costs associated with operating the water and wastewater 
utilities. For the water utility variable costs are associated with water treatment, transmission and 
distribution, pumping, and storage and are driven primarily by the design requirements associated 
with peak water usage. For the wastewater utility variable costs are associated with wastewater 
treatment, collection, and pumping, and are driven by the wastewater volume and strength.
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ES-6: SUMMARY OF WATER AND WASTEWATER VOLUMETRIC RATES

Annual % increase in Ram Revenges 5.00% 5.00% 4.50% 340% 340%

Total Irrade City All Classes
Inside City Block 1 0-35 CCF fS'CCFl s 752 S 7.B2 s 5 32 S a s $ era s SJ22
Inside City Block 2 36-2000 CCF preen s 7.31 s 7 B2 s 00 s 635 S & 61 s fi 37
hside Cby Sock 3 above 2000 CCF (SCCF) s 579 $ see $ 5.40 s era s era $ 7 09

Total Outside City All Classes
Outside C&y Block 1 035 CCF (»CCF) s 114B s 11 88 s 12.48 s 13.04 s 13 43 s 13.63
Outside City Block 2 36-2000 CCF (S>CCF) s 10 77 s 1142 % 12.00 5 12.54 i 12.91 s 13 30
Outside City Blcck 3 above 2000 CCF fS'CCFl s 568 $ e i4 $ 9.60 S 10 03 5 1D 33 $ 10.64

WastBWfit©riS-t#iin*etrnt*RBteffTL“—=■ - -» jJ ti* n-T,.- r t i l  ■*

j ^ M j g g g p 2 S S 1 ^

F .» @ w :it^ P 8is*S

Annual % Increase in Rats Revenues

Total Inside City All Classes (»CCF) 
Total Outside City All Classes fS'CCFl

0.00%

S 4.30 
S 549

7.50% 7.00% 7.00% 440% 2.00%

S 517 $ 5 S3 5 5 92 S 61B S 6.31 
S 5® S 6.08 S 6.51 S 6 B0 S 6.94
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1.5 TRANSITION FROM DW SD TO KWA

A key aspect of this study involved analyzing the impact of the anticipated April 1, 2014 transition 
from the Detroit Water and Sewerage District ["DWSD”) to the Karegnondi Water Authority 
("KWA”). The expectation is that the transition will strengthen the water utility's financial position 
going forward, by affording the City greater control over its operating and capital costs. As part of 
this engagement the City asked RFC to estimate the potential savings to a typical Flint customer as a 
result of transitioning from DWSD to the KWA.

A summary of the potential savings, based on an alternative water financial planning scenario is 
summarized m Table ES-8 below. For example, a City customer using 5 CCF per month would see a 
combined monthly bill of approximately $122.83 under the KWA. This is based on a 5% water rate 
increase over existing rates. That same customer, should the City continue receiving service from 
DWSD, is estimated to have a bill of approximately $127 70. This represents estimated 13% water 
rate mcrease over existing rates. Consequently, the savings to the typical City is approximately 
$4.87 per month, or $58.44 per year. Finally, note that the cumulative water rate mcrease over the 
next 5 years is estimated to be 18% under the KWA and 41% under DWSD.

8 | City of Flint
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E S -8 : PO TEN TIA L RESIDENTIAL BILL SA V IN G S (K W A  V S. D W SD )

C um ulative In crease  KWA (W ater Rates) 0% 5% 10% 15% 19% 22%
A dditional W ith DWSD (W ater R ates) 0% 9% 19% 20% 21% 21%
Total U nder DWSD 0% 14% 29% 35% 39% 44%

Monthly Usage (CCF) 
1 
2
3

4  ___________

6
7

a
9
10

$ 66.10 $ 70 48 $ 74 79 $ 79.22 5 82.28 5 84.27
$ 78.41 $ 83 57 $ 88 64 $ 93.83 $ 97 41 5 99.80
$ 90.73 3 96 66 310Z 49 $108 44 3112.55 $115.33
$103.05 $109 74 $ 1 1 6 3 3  $123.05 $127 68 $130.85

—-^ $ 1 1 5 3 B ^ 1 2 2 :B 3 ^ 1  130 : «142:82»iT1^B.38'
$127 69 $135 92 $144 03 $152.26 $157 95 $161.91
$140.00 $149.01 $ 1 5 7 8 8  $16SB7 $173 09 $177 44
$15 2 3 2  $ 1 6 2 1 0  $ 1 7 1 7 2  $181.48 $188.23 $192.97 
$164.64 $175 19 $185 57 $196 09 $203.36 $208 49
$176.96 $188.28 $ 1 9 9 4 2  $ 210 70 $2 1 8 5 0  $ 224.02

Monthly Usage (CCF)
1 $
2 $
3 $
4 _ _ $

Z ’ ~ -  ~L- ~~ : - _ $_'.6 -$-
7 $
8 $
9 $
10 $

$ (2 42) $ (5.37) $ (5.80) $ (5 98) $ (6.15)
$ (3.04) $ (6 74) $ (7.28) $ (7.50) $ (7 72)
$  (3  65) $ (8 11) $ (8 76) $ (9 02) $ (9 29)
$ (4.26) $ (9 47) $(10.23) $ (10 54) $ (10.B6) 

: £- "j4-8^.¥l10.'6%; $- .(12717 (32.42)
$ (5 48) $ (12.21) $ (13 19) $ (13.58) $ (13 99)
$ (6 09) $ (13 58) $ (14.57) $ (15.11) $ (15.56)
$ (6.■ 71) $ (14 94) $ (16.14) $ (16.63) $ (17.13)
$ (7 32) $ (16.31) $ (17 62) $ (18 15) $ (18.69)
$ (7 93) $ (17.68) $ (19 10) $ (19.67) $ (20.26)
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1.6 WATER AND WASTEWATER UTILITY OPERATIONS AND BEST 
MANAGEMENT PRACTICES

We review ed the C ity's w ater and w astew ater u tility  perform ance in  relation to Best M anagem ent 
Practices (“BM P"] that have been published by Fitch  Ratings (“Fitch "). These criteria are used by 
Fitch  w hen review ing the perform ance of a u tility  as part of the bond ratin g  process. Table ES-9 
below  sum m arizes our assessm ent o f the C ity ’s w ater and w astew ater u tility  operations w ith  
respect to BMP. The City's operations generally com port w ith BM P. The City is w orking to im prove 
consistency m four areas: f ir s t  as m entioned above, the finan cia l p lans build-up to the m inim um  
recom m ended 90 operating reserve and should achieve th is reserve, a ll else equal, m the next 5 
years. Second, the C ity is w o rkin g w ith RFC, under a separate co ntract to identify sources o f lost 
w ater and w astew ater revenue to im prove the City's revenue collections, and reduce the cost of 
u tility  service theft to paying custom ers. Th ird , the C ity is cu rren tly  determ ining arrangem ents 
w hereby the general fund can repay its obligations to the w ater and w astew ater u tilities, ensuring 
the w ater and w astew ater funds are not su b sid izin g general governm ent operations going forw ard. 
F in a lly , the transition  to KW A w ill allow  the City greater control over its operating and capital costs, 
and as m entioned above, should resu lt m m ore affordable rates than the alternative.

ES-9; FITCH BEST MANAGEMENT PRACTICES
Criteria Consistent Im proving inconsistent

F in a n cia l Profile
Financial Forecasting
Debt Service Coverage and Operating Reserves
Financial Reporting and Monitoring
Limited Exposure to Growth Revenues
Timety Collection of Payment and Penalty Enforcmeni
Political Willingness to Adjust Rates
Limited Exposure to General Govt. Finances
GAAP Compliance

Affordability

X
X
X ;

X

X

X

X

X

------------3

> ;V 'Z Y -  - ^

- r-c'C^ fct

Z C" c  - 7-‘

- "S h'-t ~ . --

Debt Profile
Prioritized Capital Improvement Plans 
Debt Policy 
Hedge Agreements

*
X  .

-

- n'- w• ■> -’a 31 ‘ r

■ S t-"-:

O perating Profile
Management Experience
Use of Professional Engineers
Consultation wth Local/Regionaf Growth Planners

; - v X r " .

VTXZC"

• -

U Xr\

\ \ V ‘i
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2 .  I N T R O D U C T I O N  A N D  S T U D Y  O B J E C T I V E S

2.1 INTRODUCTION

In  N ovem ber of 2013, the C ity  of F lin t ("City"] engaged Raftelis F in an cia l Consultants ("RFC") to 
perform  w ater and w astew ater u tility  rate studies. The need fo r engagem ent w as precipitated by 
the C ity 's tran sitio n  from  the use of purchased w ater from  the D etro it W ater and Sew erage D istrict 
("DW SD") to p articipatio n  m the Karegnondi W ater A u th o rity (“KW A”) on A p ril 1, 2014. Fo llo w in g 
the tran sitio n , the C ity  w ill treat raw  w ater from  the KW A at its e xistin g w ater treatm ent plant, 

w hich  is cu rren tly undergoing the im provem ents necessary to becom e the p rim ary source of 
treated w ater for the C ity of F lin t  The expectation is that the tran sitio n  w ill strengthen the w ater 
u tility 's financial position  going forw ard, affording the C ity greater control over its operating and 
capital costs as a re su lt

From  a finan cia l perspective, the fo llo w in g are a few  notable aspects o f the transition:

• W ater Operation and M aintenance ("O&M") expenditures are projected to decrease 
sign ifica n tly  as the cost o f purchasing w ater from  DW SD ceases as of FY  2015,

• W ater Capital costs are projected to increase as the C ity begins paying its  share o f the 
Karegnondi W ater A u th o rity’s debt service and incu rs the cost of the n ecessaiy w ater 
treatm ent p lant im provem ents.

• W ater u tility  revenues w ill decrease as the C ity’s w holesale custom er, Genesee County 
("County”), w ill no longer be receiving w ater service from  the City as a resu lt of the 
transition

• Projected w ater increases under the KW A are projected to be low er than they w ould have 
been, had the C ity  continued to purchase w ater from  DW SD

• C ity  of F lin t resid en tia l custom er w ater b ills  are projected to be low er under the KW A than 
if  the C ity had continued to purchase w ater from  DW SD (see Tab le  1 below ).

Water and Wastewater Rate Study [ 11



TABLE 1: ESTIMATED RATE INCREASES (KWA VS. DWSD)

KWA
DWSD

Monthly Usage (CCF) 
1 
2
3
4
5
6
7
8
9
10

0%
0%

5%
14%

10%
29%

15%
35%

19%
39%

22%
44%

(2 42) 
(3.04) 
(3.65) 
(4226) 
(4 87) 
(5 48) 
(6.09) 
(6 71) 
(7.32) 
(7 93)

(5 37) 
(5 74) 
(8.11) 
(9 47) 

(10 54) 
(12.21) 
(13 58) 
(14 94) 
(16.31) 
(17 68)

$ (5.80)
$ (7 28) 
$ (8 76) 
$ (10.23) 
$ (11 71) 
$ (13.19) 
$ (14 67) 
$ (16 14) 
$ (17 62) 
$ (19 10)

$ (5.98)
$ (7.50) 
$ (9.02) 
$ (10.54) 
$ (12 06) 
$ (13.58) 
$ (15.11) 
$ (16.63) 
$ (18 15) 
$ (19.67)

$ (6 15) 
$ (7 72) 
$ (9.29) 
$ (10.86) 
$ (12 42) 
$ (13 99) 
$ (15 56) 
$(17.13) 
$ (18 69} 
$ (20 26)

2.2 RATE STUDY OBJECTIVES

The objectives of th is study are as follow s:

• Evaluate the adequacy of existing w ater and w astew ater revenues to m eet the projected 
revenue requirem ents

• Develop com prehensive w ater and w astew ater financial plans based on sound financial 
m anagem ent practices fo r a 10 year forecast period

• Determ ine w ater and w astew ater rates w hich adequately recover the cost of operating the 
w ater and w astew ater u tilities under the existing rate structures and provide alternatives 
based on a com prehensive cost of service study

• Evaluate the C ity's current financial position and adjust the com prehensive financial p lans 
fo r both the m id-year tran sitio n  to the KW A and going forw ard.

3 .  W A T E R  A N D  W A S T E W A T E R  U T I L I T Y  F I N A N C I A L  

P L A N S

3.1 THE FINANCIAL PLANNING PROCESS

The general objective of d ie  financial p lanning process is to arrive  at the level of w ater and 

w astew ater rate revenue required  to ensure the financial su sta in ab ility  of each u tility  on a go ing 
forw ard b asis. T h is revenue requirem ent is then d istributed to each custom er class as p art of the 
cost o f service study.

Fo r th is study financial plans w ere developed for the current fisca l year, the test year and a ten-year 
forecast period. The current ye ar is  typ ica lly  the year in  w hich the study occurs, in  th is case fisca l

12 | City of Flint



year 2014 ["FY  2014"], or the year ending Ju ly  30, 2014. Fo r the current year the financial plans 
represent an estim ate, for each u tility , of year-end financial position.

Th is serves as the basis for the test year financial p lan. Fo r th is study, the test year is the fo llo w ing 
fiscal year, FY  2015. W hile the current year serves as an estim ate of each u tility 's current financial 
position, the test year represents a projection of u tility  revenues, expenditures and operating 
reserve levels. The ten-year forecast period allow s the C ity to evaluate trends over tim e and 
evaluate the im pact of challenges that occur beyond the test year, Fo r the purposes of this study 
separate financial p lans w ere developed for each u tility  to ensure that each w ould be self- 
sustaining.

The fo llo w ing steps are necessary to arrive  at the test year revenue requirem ent for each u tility:
• Forecast custom er units of service and revenue at existing w ater and w astew ater rates
• Forecast operation and m aintenance expenditures ["O&M"] for each u tility
• Forecast capital expenditures, includ ing the paym ent of e xistin g w ater and w astew ater debt 

service and the financing of planned capital im provem ents
• Develop detailed cash flow  forecasts sum m a rizin g  planned O&M and capital expenditures, 

recom m ended rate revenue m creases and operating reserve levels

3.2 WATER UTILITY FINANCIAL PLAN

3.2.1 Forecast W ater Units o f  Service and  Revenue a t Existing Rates

W ater U tility  Rates

The C ity  recovers the cost of operating the w ater u tility  v ia  volum etric rates [rates based on the 
am ount o f w ater used] and fixed  m onthly service charges [a charge per custom er b ill]. The C ity's 
existing w ater vo lum etric charge is a declin ing b lo ck rate, or a rate that decreases on a p er u n it 
b asis as the am ount of w ater consum ed increases. The existin g w ater vo lum etric rate structure  is 
show n in  Table 2 below:

Water and Wastewater Rate Study i 13
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TABLE 2: EXISTING W ATER VOLUMETRIC RATES

m B U ti M l i^ g j| g

Total inside City All Classes
inside City Block 1 0-35 CCF (S/CCF) S 7.52
inside City Block 2 36-2000 CCF (S/CCF) $ 7.31
Inside Cfty Block 3 above Z100 CCF ($/CCF) $ 5.79

Total Outside City All Classes
Outside City Block. 1 0-35 CCF (S/CCF) s 11.26
Outside Crty Block 2 36-2000 CCF (S/CCF) s 10.77
Outside City Block 3 above 2000 CCF (S/CCF) $ 8 68

A  distinction  is made between custom ers resid ing w ith in  m the C ity o f F lin t, and those who receive 
C ity w ater service, but do not reside w ith in  the C ity As Table 2 m dicates, outside city  volum etric 
rates are approxim ately 150%  of inside city volum etric rates. T h is is a common p o licy  for 
m unicipal w ater u tilities and recognizes m side city custom ers as "ow ners" o f the u tility , who should 
be com pensated fo r the n s k  of investing m and m aintain ing th e ir u tility  system .
In  addition to the volum etric rates, the existing w ater rate structure m cludes a fixed service charge 
w hich vanes by custom er w ater m eter size. The rates are charged p er custom er b ill and are show n 
m Table  3 on the fo llow ing page.
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T A B L E  3 :  E X IS T IN G  W A T E R  F IX E D  C H A R G E S

Spiff
J H I

0 1

Inside City R esiden tia l C ustom ers
5/8“ $ 21.78
3/4“ $ 41.BS
1° $ 55.28
1-1/2“ $ 55.28
2“ $ 55.28

Inside CHy C om m ercial/lndustrial C ustom ers
5/8“ $ 53 39
3/4’ $ 61.26
r $ 7510
1-1/2“ $ 107 76
T S 150.62
3“ $ 297 45
4“ $ 523.50
6" $ 1,029 43
8“ $ 1,492.88
10" $ 2,060 75
12" 5 2,493.12
16" $ 3,102.64
20" $ 3,351.18

O utside City R esidential C ustom ers
5/8’ $ 32.48
3/4’ $ 6271
1“ $ 82.79
1-1/2“ $ 8Z79
2“ $ 8279

O utside City Com m ercra [/industrial C ustom ers
5/8" $ 80.13
3/4" $ 91.72
1" $ 11267
1-1/2“ $ 161.79
2“ $ 226.09
3" $ 448.47
4" $ 785 37
6* $ 1,543.87
8“ $ 2 239  47
10" $ 3,107.48
12“ s 3,739.61
16“ $ 4,653.87
20" $ 5,463.82

Water and Wastewater Rate Study | 15



Most Flint residential customers have a 5/8" meter and currently pay the $21.73 fixed monthly 
service charge. For the monthly fixed charge the same distinction is made between inside and 
outside city customers, with the outside city charge set at approximately 150% of the inside city 
charge. Additionally, the current fixed charge structure further distinguishes between residential 
commercial customers.

In addition to the retail rates discussed above, the City currently serves a wholesale water 
customer, Genesee County. Genesee County pays a commodity charge of $346,863, a fixed monthly 
service charge of $114,000 and a volumetric rate of $1.30 per CCF. As mentioned above, as of April
1,2014, the County will no longer be a customer of the City.

Forecast Water Units of Service

In order to forecast the level of revenue under existing water rates, the number of water accounts at 
each meter size and the level of water consumption in each consumption block must be estimated 
for the forecast penod.

The number of accounts at each meter size was determined by dividing the number of annual bills 
at each meter size by the 12 monthly billing periods. The number of historical and forecast water 
utility customer accounts, by meter size, is indicated m Tables 4 and 5 on the following two pages. 
Note that the historical data appear to indicate a 14% increase in inside city accounts and a 27% 
mcrease m outside city accounts from FY 2012 to FY 2013. This increase in accounts does not 
appear to have been sustained into FY 2014. The City has indicated that water and wastewater 
billings have decreased approximately 12% from FY 2013 to FY 2014 year to date. Given this 
change and for the sake of developing a conservative estimate we have adjusted the forecast level of 
water accounts to 13% below them FY 2013 level. As no significant growth in the City's customer 
base is expected, no growth m water utility accounts has been projected over the forecast penod.
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f

In addition to forecasting the number of accounts by meter size, the level of water consumption in 
each consumption block must be estimated for the forecast penod. The historical and forecast level 
of water consumption by customer class and block is indicated m Tables 6 and 7 on the following 
two pages.

Note that—consistent with the significant increase m inside city water accounts m FY 2013—inside 
city water consumption has increased significantly m FY 2013 [18%). Given the uncertainty 
surrounding the mcrease m billed consumption m FY 2013, and the subsequent decrease in billed 
revenues in FY 2014, we have forecast retail consumption at 6% below FY 2013 levels for FY 2014, 
FY 2015 and the remainder of the ten year forecast penod.

As noted above, the City anticipates discontinuing DWSD water service as of Apnl 1, 2014. At that 
point Genesee County will no longer be a wholesale customer of the City. Therefore the forecast of 
the County’s consumption has been adjusted to account for the final 3 months of FY 2014 [i.e. April, 
May and June) during which the City will not be providing water service to the County

Water and Wastewater Rate Study [ 19
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F orecast W ater Revenue at E x istin g  Rates
W ater u tility  revenue at existin g rates is the sum o f the volum etric and fixed charge revenue. Fixed  
charge revenue at e xistin g rates w as determ ined by m u ltip lying the num ber of forecast accounts at 
each m eter size, b y  the existing rate for that size and again by 12, for each of the m onthly b ills . 
Volum etric revenue w as determ ined b y  m ultip lying the level of consum ption m each consum ption 

block, by the existing rate for that block. Table 8 on the fo llow ing page sum m arizes the level of 
w ater revenue at e xistin g w ater rates.

The total level of w ater revenue at existing rates m FY  2014 is forecast to be approxim ately $43 
M illion. Of this, around 70°/c is derived from the volum etric rates and 30%  is associated w ith  the 

fixed m onthly service charges, in  F Y  2015, the level of revenue at e a stin g  rates is forecast to 
decline to approxim ately $32 M illion. Th is change can be attributed to the loss of F lin t's existin g 
w holesale custom er Genesee County, w hich w ill occur as a resu lt of the City's discontinuing DW SD 
w ater service. On a go ing forw ard basis, the level of revenues at e xistin g w ater rates w ould rem ain 
at 32 M illion assum ing consum ption and account grow th rem ain flat and the C ity m akes no 
adjustm ents to w ater rates.
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3.2.2 Forecast o f Water Operation and Maintenance Expenditures

W ater O&M Inflation  Rates

The budgets provided b y  the C ity  are the basis for the forecast of w ater u tility  O&M expenditures. 
Given that the tran sitio n  from  DW SD to KW A involves sign ifican t sh ifts in  budgetary expenditures 
on a re lative ly  detailed level, the C ity  provided uninflated estim ates of budgeted O&M expenditures 
for F Y  2014 through F Y  2017. To  forecast the level of w ater u tility  O&M expenditures that the City 

w ould incur over the forecast period we applied the escalation rates show n in  Table 9 below.

T A B L E  9 :  W A T E R  O & M  E S C A L A T IO N  R A T E S

tSSDGt
f o r e c a s t - '

F * 2 0 2 3 ^

F o r e c a s t ; F o r e s a w

Q S 2 0 2 5 —f r a i z u ; © r t a a i y

W a g e s  &  S a l a r i e s 0 % 3 % 3 % 3 % 3 % l 3 % 3 % 3 % 3 % 3 % 3 % 3 %

B e n e f i t s 0 % 3 % 3 % 3 % 3 % l 3 % 3 % 3 % 3 % 3 % 3 % 3 %

P e n s i o n 0 % 5 % 5 % 5 % S * l 5 % 5 % 5 % 5 % 5 % 5 % 5 %

M e t i c a l 0 % 8 % 8 % 8 % B % l B % 8 % 8 % 8 % 8 % B %

M a te r i a l s  / S u p p l e s 0 % 3 % 3 % 3 % 3 %  | 3 % 3 % 3 % 3 % 3 % 3 % 3 %

C a j e r a J 0 % 3 % 3 % 3 % 3 %  I 3 % 3 % 3 % 3 % 3 % 3 % 3 %

V e h i c l e 0 % 3% , 3 % 3 % 3 % l 3 % 3 % 3 % 3 % 3 % 3 % 3 %

P U o t 0 % 2 % 2 % 2 % 2%>l 2 % 2 % 2 % 2 % 2 % 2 % 2 %

D e p n c / D e p f k  E q u p  R e p l a c e 0 % 0 % 0 % 0 % 0 % | 0 % 0 % 0 % 0 % 0 % 0 % 0 %

C o s t  A1 b e  P l a n - E x p e n s e D % 3 % 3 % 3 % 3 % 3 % 3 % 3 % 3 % 3 % 3 % 3 %

U E I f i e s 0 % 4 % 4 % 4 % 4 % l 4 % 4 % 4 % 4 % 4 % 4 % 4 %

M a i n t e n a n c e 0 % 3 % 3 % 3 % 3 % | 3 % 3 % 3 % 3 % 3 % 3 % 3 %

C a p i t a l  O u t l a y (K b 3 % 3 % 3 % 3 %  I 3 % 3 % 3 % 3 % 3 % 3 % 3 %

W a t e r  S u p p l y  C o s t s 0 % 0 % 0 % 8 % 5 % | 5 % 5 % 5 % 5 % 5 % 5S> 5 %

K W A  B o n d  P a y m e n t 0 % 0 % 0 % 0 % o % l 0 % 0 % 0 % 0 % 0 % 0 % Q %

K W A  t n l U d t m  F s 0 % 0 % 0 % 0 % 0 % | 0 % 0 % 0 % 0 % 0 % 8 % 0 %

P u r c h a s e  o f  K W A  r a w  w a t e r 0 % 0 % 0 % 0 % 0 % | 0 % 0 % 0% , 0 % 0 % 8 % 8 %

T r a n s f e r  t o  1 0 1 0 % 0 % 0 % 0 % 0 % l 0 % 0 % 0 % |  0 % 0 % 0 % 0 %

T r a n s f e r  t o  4 9 3 0 % 0 % 0 % 0 % _________S * 1 0 % 0 % 8 % 0 % 0 % 0 % 0 %

The rates show n above w ere developed based on d iscussions w ith C ity staff, and our experience 
w ith  sim ilar u tilities.

Forecast W ater U tility  Operation and M aintenance Expenditures

Tables 10 and 11 on the fo llow ing page indicate the estim ated level of w ater u tility  O&M 
expenditures over the forecast period, both by the escalation rate categones and by departm ent 
In  F Y  2014, the largest O&M expenditures related to the “W ater Plant-O perations” departm ent 
w ith in  w hich the b u lk w ater purchases from  DW SD w ere m cluded. Note that th is am ount decreases 

sign ifican tly m FY  2015 and going forw ard as the C ity transitions from  DW SD to KW A. Exclud ing 
purchased w ater, the m ost notable expenditures are associated w ith  personnel: W ages and Salaries, 
Benefits, Pension, and the C ity's share of retiree healthcare benefits (“Cost A lloc. Plan-Expense"). In 
general, w ater O&M expenditures are projected to decrease from  around $36 M illion currently to 
$21 M illion in  FY  2015 w ith  in flatio n ary increases thereafter.
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3.2.4 Water Cash Flow Forecast

The final step m the development of the water utility financial plan involves the preparation of a 
comprehensive cash flow forecast A summary of the water cash flow forecast is presented in Table 
14 on the following page. The key components of the forecast are Financial Plan Inputs, Revenues, 
Expenditures, and Operating Performance,

• The Financial Plan Inputs component indicates the forecast rate revenue mcreases. These 
increases were determined m consultation with City staff and are designed to:

• Ensure recovery of O&M expenditures and existing water utility debt service
• Provide cash financing for the capital projects outlined m the CIP including those necessary 

to transition from DWSD to the KWA
• Minimize the nsk associated with operating a climate dependent enterprise via the build-up 

of operating reserves equivalent to 90 days of O&M and Debt Service

The Revenues component indicates the revenue at existing rates discussed previously, non-rate 
revenue and the additional revenue generated by the rate revenue increases shown m the inputs 
section. Given the forecast of water demand, O&M and capital expenditures and the 90 Day 
operating reserve benchmark, the “additional revenue” line represents the amount of revenue 
needed—above existing rate revenues —to ensure adequate recovery of the water utility’s revenue 
requirement in each year of the forecast

The Expenditures component indicates die major sources of expenditures for the City’s water 
utility: O&M expenditures, Capital expenditures [Rate Revenue Financing and Debt Service) and 
Transfers to the Operating Reserve.

The Operating performance component indicates the year end position of the water utility with 
respect to a few key factors. Included are the estimated operating reserve balance, the target 
reserve balance [90 Days of O&M and Debt Service), the construction fund ending balance and the 
water utility’s debt service coverage ratio.
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3.3 W A STEW A TER UTILITY FINANC IA L PLAN

3.3.1 F orecast W a s te w a te r  U nits o f  S erv ice  a n d  R ev en u es  a t  E xisting  R a te s

Wastewater Utility Rates
The City recovers the cost of operating the wastewater utility via volumetric rates (i.e. rates based 
on the amount of wastewater discharged] and fixed monthly service charges [a charge per 
customer bill]. The City's existing wastewater volumetric charge is a uniform rate, or a rate that 
does not vary (on a per unit basis) as the amount of wastewater discharged varies. The existing 
wastewater volumetric rate structure is indicated in Table 15 below. Similar to the water utility 
volumetric rate structure a distinction is made between inside and outside city customers, with the 
outside city rate set at approximately 110% of the inside city rate.

TABLE 15: EXISTING W ASTEW ATER VOLUMETRIC RATES

ga^aBaS^lg
Total Inside City All Classes (5/CCF) 
Total Outside City All Classes ($/CCF)

$ 4 80 
$ 5.29

The existing wastewater rate structure mcludes a fixed service charge which varies by customer 
water meter size. The rates are shown in Table 16 on the following page. Most Flint residential 
customers have a 5/8" meter and currently pay the $32.00 fixed monthly service charge. Similar to 
the wastewater volumetric rate, the wastewater fixed charges include an inside outside city
differential [120%].

In addition to the retail wastewater rates, the City currently serves a wholesale wastewater 
customer, Beecher Metropolitan District ("District"). The District currently pays $1.34 per CCF of 
wastewater discharged, an amount that was negotiated in the 1995 Contract between the City and 
the District
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TABLE 16: EXISTING WASTEWATER FIXED CHARGES

e is s ^ » a ^ a s ® ^ s r6 E £ s ^ ^ -w ® ? ls iilP § l
Inside City Residential Customers

5/8" $ 32.00
3 /4" 5 46 92
1- $ 65.34
1-1/2" s 65.34
2" s 65.34

Inside City Commerdal/lndusirial Customers
5/8" $ 51 92
3/4" s 64.43
1" s 84 71
1-1/2" $ 137 84
2" $ 196.16
3" $ 438.06
4" $ 721 84
6* $ 1,459.95
8" s 2,148.21
10" s 2,918.39
12" 3 3,426.23
16° $ 4,523 95
20° $ 5,326 87

Outside City Residential Customers
5/8" $ 41 01
3/4" $ 56.01
1" $ 76.99
1-1/2" $ 76.99
2" $ 76.99

Outside City Commerdal/lndustnal Customers
5/8" $ 58.12
3/4" $ 73 62
r s 98.05
1-1/2" $ 164.80
2" $ 232.43
3" $ 522.87
4" $ 886.01
6" $ 1,770.13
8" $ 2,646.52
10n $ 3,522.54
12" $ 4,132.57
16" $ 5,497.91
20" $ 6,532.02
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Forecast Wastewater Units of Service
In order to forecast the level of revenue expected under existing wastewater fixed and volumetric 
rates, the number of wastewater accounts and the level of wastewater usage must be estimated for 
the forecast period. The number of historical and forecast wastewater utility accounts is indicated 
m Tables 17 and 18 on the following two pages.

Note that the raw billing data appear to indicate a 14% increase in inside city accounts and an 18% 
increase in outside city accounts from FY 2012 to FY 2013. This increase m accounts does not 
appear to have been sustained into FY 2014. The City has indicated that wastewater billings have 
decreased approximately 12% from FY 2013. Given this change we have adjusted the forecast level 
of wastewater accounts to be around 13% less than their FY 2013 level. As no significant growth 
the City's customer base is expected, no customer growth has been forecast on a going forward 
basis.
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In ad dm on to forecasting the number of accounts by meter size and customer class, the level of 
wastewater usage must also be estimated for the forecast period. The historical and forecast level 
of wastewater usage by customer class can be on Table 19 on the following page.
Note that—consistent with the significant increase m inside city water accounts m FY 2013—inside 
city wastewater usage has increased significantly in FY 2013 (18%). Given the uncertainty 
surrounding this most recent upswing m billed wastewater usage, and the subsequent decrease in 
billed wastewater revenues, retail usage has been forecast at 15% below FY 2013 levels for FY 
2014, FY 2015 and the remainder of the ten year forecast period.
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Forecast Wastewater Revenue at Existing Rates

Wastewater utility revenue at existing rates is the sum of wastewater volumetric and fixed charge 
revenue Fixed charge revenue at existing rates was determined by multiplying the number of 
forecast accounts at each meter size, by the existing rate for that size and again by 12 for each of the 
monthly bills. Volumetric revenue was determined by multiplying the level of consumption by 
customer class, by the existing volumetric rates. Table 20 on the following page indicates the level 
of wastewater revenue at existing rates.

Total wastewater revenue at existing rates m FY 2014 is forecast to be approximately $27 Million. 
Of this, approximately 54% is derived from the volumetric rates and 46% is associated with the 
fixed monthly service charges. On a gomg forward basis, the level of revenues at existing 
wastewater rates would remain at $27 Million assuming consumption remains flat and the City 
makes no adjustments to wastewater rates.

38 | City of Flint
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3 .3 .2  F orecast W a s te w a te r  U tility O pera tion  a n d  M a in ten a n ce  E xp en d itu res

W a s t e w a t e r  O & M  I n f la t i o n  R a te s

T h e  b u d g e t s  p r o v i d e d  b y  t h e  C ity  a r e  t h e  b a s i s  f o r  t h e  f o r e c a s t  o f  w a s t e w a t e r  u t i l i t y  O& M  

e x p e n d i t u r e s .  T o  f o r e c a s t  t h e  l e v e l  o f  w a s t e w a t e r  u t i l i t y  O & M  e x p e n d i t u r e s  t h a t  t h e  C ity  is  

p r o j e c t e d  t o  i n c u r  o v e r  t h e  f o r e c a s t  p e r i o d  w e  a p p l i e d  e s c a l a t i o n  r a t e s  s h o w n  in  T a b le  2 1  b e lo w .

TABLE 21: WASTEWATER O&M ESCALATION RATES
TV —• i. BuSgatYean|

Efi2tf4L=3*̂ pyizrtsnni=G2MP-':r ptSwtH
FoiBdKL'i I Ik s?bfiagfr5EForecast

pg xS ?$
Wree4£-fFuiecgfTFotefiaS--;

Cateqmv̂  li
Wages & Scenes 0% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Beisda 0% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Penned 0% 5% S% S% 5% 5% 57. 5% 5% 5% 5% 5%
Uadcal 0% S% B% 8% B% 8% 8% 8% 67. 0% 8% 8%
Matenafs/Suncfles 0% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
General 0% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3*
Veteia 0% 3% 3% 37. 3% 3% 3% 3% 3% 3% 3% 3%
Pilot 0% 2% 2!b 2S 2% » 2% 2% 2% 2% Z5 2%
Depne/Dapfie Eoup Replace 0% 0% 0% 0% 0% 0% 0% 0% 0% 014 0% 0%
Cost Aloe Ptan-Erpansa 0% 3% 3% 3 \ 3% 3% 3*5 3% 3% 3% 3% 3%
USSQes 0% 4% 4% 4% 4% 4% 4% e% 4% 4% 4% i%
Maintenance 0% 3% 3% 3% 3*A 3% 3% 3% 3% 3% 314 3%
CafAd Cutlsy 0% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Water Supply Costa 0% 0% 0% 0% 5% 5% 514 5% 5% S% PS 5%
KWA Bond Paymatt 0% 0% 0% 0% 0% 0% 0% 0% n 0% 0% a%
KWA Wferfh* Fee 0% 0% 0% 0% 0% 0% 0% 0% 0% 01. 0% a%
Purchase of KWA raw water 0% 0% 0% 0% 0% 0% 0% 0% 015 0% 0% 0%
Transits lo 101 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 014 0%
Transfer to 423 <2% 0* o% 0% 0% 0% 0% 0% 0% 0% 0% 0%

F o r e c a s t  W a s t e w a t e r  O p e r a t i o n  a n d  M a i n te n a n c e  E x p e n d i t u r e s

T a b le s  2 2  a n d  2 3  o n  t h e  f o l lo w in g  p a g e  i n d i c a t e  l e v e l  o f  w a s t e w a t e r  O & M  e x p e n d i t u r e s  o v e r  t h e  

f o r e c a s t  p e r i o d ,  h y  t h e  e s c a l a t i o n  r a t e  c a t e g o r i e s  a n d  b y  d e p a r t m e n t

U n l ik e  t h e  w a t e r  u t i l i t y  t h e r e  is  n o  s in g le  l a r g e  c o s t  d r i v e r .  T h e  m o s t  n o t a b l e  e x p e n d i t u r e s  a r e  

a s s o c i a t e d  w i th  p e r s o n n e l :  W a g e s  a n d  S a la r ie s ,  B e n e f i t s ,  P e n s io n ,  a n d  t h e  C ity 's  s h a r e  o f  r e t i r e e  

h e a l t h c a r e  b e n e f i t s  ( “C o s t  A llo c . P la n - E x p e n s e " ) .  I n  g e n e r a l ,  w a s t e w a t e r  O & M  e x p e n d i t u r e s  a r e  

p r o j e c t e d  t o  d e c r e a s e  f r o m  2 4  M ill io n  m  FY 2 0 1 4  to  2 3  M ill io n  i n  FY 2 0 1 5  w i t h  i n f l a t i o n a r y  

i n c r e a s e s  t h e r e a f t e r .

4 0  | C ity o f Flint
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3 .3 .3  W a ste w a te r  U tility  CIP a n d  CLP F inancing

T a b le s  2 4  a n d  2 5  o n  t h e  f o l l o w in g  t w o  p a g e s  i n d i c a t e  t h e  w a s t e w a t e r  c a p i t a l  i m p r o v e m e n t s  

p r o g r a m  ("C IP "] p r o v i d e d  b y  t h e  C ity  a n d  t h e  C IP  f in a n c in g  p la n .  A s  t h e  p l a n  w e  r e c e i v e d  f r o m  th e  

C ity  w a s  p r e s e n t e d  in  c u r r e n t  y e a r  d o l l a r s ,  w e  e s c a l a t e d  t h e  p r o j e c t  a m o u n t s  3 %  p e r  y e a r  f r o m  FY 

2 0 1 5  o n w a r d .  T h e  l a r g e s t  c a p i t a l  p r o j e c t s  r e l a t e  t o  r e h a b i l i t a t i o n  o f  t h e  C ity 's  w a s t e w a t e r  

t r e a t m e n t  p l a n t  a n d  pumping s t a t i o n s .  I n  g e n e r a l ,  t h e  le v e l  o f  s p e n d i n g  m  t h e  C IP  p e a k s  a t  f r o m  

$ 1 2  M il l io n  in  FY 2 0 1 8  a n d  r e t u r n s  t o  a n  a v e r a g e  le v e l  o f  a r o u n d  $ 8  M il l io n  g o in g  f o r w a r d .

T a b le  2 5  s u m m a r i z e s  t h e  w a s t e w a t e r  u t i l i t y  C IP  f in a n c in g  p la n .  W h i le  t h e  C IP  f in a n c in g  p l a n  u s e d  

f o r  t h i s  r e p o r t  o n ly  i n c o r p o r a t e s  c a s h  f in a n c in g ,  t h e  C ity  m a y  s e e k  t o  l e v e r a g e  i t s  r e v e n u e  s t r e a m  in  

t h e  f u t u r e  v ia  t h e  i s s u a n c e  o f  r e v e n u e  b o n d s  o r  o t h e r  a l t e r n a t i v e  f i n a n c in g  i n s t r u m e n t s .  T h is  w o u l d  

b e  p a r t i c u l a r l y  b e n e f i c ia l  f o r  m a j o r  w a s t e w a t e r  c a p i t a l  i m p r o v e m e n t s ,  a s  i t  w o u ld  s p r e a d  th e  

f i n a n c in g  r e s p o n s i b i l i t y  o v e r  e x i s t i n g  a n d  f u t u r e  r a t e p a y e r s  w h o  r e c e i v e  t h e  b e n e f i t  o f  t h e  

i m p r o v e m e n t  t h r o u g h o u t  t h e  a s s e t ' s  u s e f u l  life .

4 2  | C ity of Flint
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3 .3 .4  W a ste w a te r  Cash F low  Forecast

The final step in the development of the wastewater utility financial plan involves the preparation 
of a comprehensive cash flow forecast A summary of the wastewater cash flow forecast is 
presented in Table 26 on the following page. The key components of the forecast are Financial Plan 
Inputs, Revenues, Expenditures, and Operating Performance.

The Financial Plan Inputs component indicates the forecast rate revenue mcreases. These increases 
were determined in consultation with City staff and are designed to:

• Ensure recovery of wastewater utility O&M expenditures
• Provide cash financing for the wastewater capital projects outlined in the CIP
• Minimize nsk via the build-up of operating reserves equivalent to 90 days of O&M and Debt 

Service

The Revenues component indicates the revenue at existing rates discussed previously, non-rate 
revenue and the additional revenue generated by the rate revenue mcreases shown in the inputs 
section. Given the forecast of wastewater demand, O&M and capital expenditures and the 90 Day 
operating benchmark, the "additional revenue" line represents the amount of revenue needed— 
above existing rate revenues—to ensure adequate recovery of the wastewater utility's revenue 
requirement going forward.

The Expenditures component indicates the major sources of expenditures for the City's wastewater 
utility: O&M expenditures, Capital expenditures [Rate Revenue Financing and Debt Service) and 
Transfers to the Operating Reserve.

The Operating performance section indicates the year end position of the wastewater utility with 
respect to a few key factors. Included are the estimated operating reserve balance, the target 
reserve balance [90 Days of O&M and Debt Service), and the construction fund ending balance.

Water and Wastewater Rate Study | 45
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4 .  W A T E R  U T IL IT Y  C O S T  O F  S E R V I C E  S T U D Y

Following tiie determination of the water utility financial plan, the next steps are to summarize die 
water utilities total rate revenue requirement, determine the proportion of that requirement which 
is attributable to each customer class, and calculate the volumetric and fixed rates.

4.1 W A T E R  R E V E N U E  R E Q U IR E M E N T  FR O M  R A T E S

Table 27 below indicates the level of water utility expenditures which must be recovered from rates 
m the FY 2015 test year and each year of the forecast penod. It is comprised of the forecast water 
utility O&M and capital expenditures, and is offset by non-rate revenues the water utility is 
anticipated to receive over the forecast penod. The total test year revenue requirement is 
approximately $34 Million.

Water and Wastewater Rate Study | 47
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4.2 W A T E R  R E V E N U E  R E Q U IR E M E N T S  B Y  C U S T O M E R  C L A S S

Following the development of the total test year revenue requirement the proportion of the total 
revenue requirement allocable to each customer class must be determined. This allocation 
represents the level of revenues that must be recovered from each customer class, given the 
operational demands that class places on the water utility system. This allocation is performed via 
the multi-step process described below.

4.2.1 O&M Allocation to Function Categories

The first step m determining revenue requirements by customer class is to allocate the test year 
O&M revenue requirement to functional categories. These categories are functions that the water 
utility must perform in order to deliver water service to City customers. For the water utility they 
are: Administrative and General, Customer Service, Source of Supply, Pumping, Treatment, Storage, 
Transmission Mams, Distribution Mams, Meters and Services and Hydrants.
The O&M allocations, by department, are shown in Table 28 on the following page.

Water and Wastewater Rate Study | 49
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4.2.2 O&MAllocation to Cost Components

Once O&M costs have been allocated to functional categories, the total O&M revenue requirement 
allocated to each functional category must be further allocated based on the operational need that 
function is designed to fulfill. For this allocation RFC has utilized the "Base Extra Capacity" method 
described in the American Water Works Association ("AWWA") publication, “Manual of Water 
Supply Practices Ml, Principles of Rates, Fees and Charges [Ml].”

The cost components utilized in this study are: base demand, or water demand under average 
conditions; maximum day and hour demand, or water demand under peak load conditions; 
customer service, for functions related to customer billing and service; and fire protection, for 
functions pertaining to the use of public hydrants and private fire lines. Table 29 below indicates 
the classification of water O&M expenditures to the cost components described above.

T A B L E  2 9 : W A T E R  O & M  A L L O C A T I O N  T O  C O S T  C O M P O N E N T S

SAlccafion ; u .  '  - _ *. . -  v -,u _ Z 8 r ~ j  -r .

Base - — 1 
Demancf 4

Uscpay “••=■— 
&tn»7
Canadty

MaijHourp.%-
EcB
Caoadty—

riwtnninrcrea -  -dttĵ HroEactm f1- ~ “ - t j « & .-  :
E^ifeSenrMfeea

a ils"-
PUUdtbJTlB. “  — “

wmJ-1
— f*||Tin1
j i r̂tnrfls-

Admntstrattve aim General $ 8 840411 2.791.731 S 4 451 013 S 360 456 s U4S.291 5 s S - s
Customer Sendee S 1.244.890 S s 1,244,890 S s s • s
Sauna of Supply s • 5 $ - i s s - s
Pumping t - S s - i • j s • 5
Treatment $ 7060,319 2.717472 4,332 747 S s • t ■ $ s * 5
Storage s • s s - t - s s • S
Traism l^on Wains s • 5 - s s - S ■ s s • s
Dlsrfbutlon Wains s 3,800,440 1.288 813 S 20Z24Z S 514 701 s - s - s • 5
Defers and Services s 533.281 - S s 533.231 t - 5 • S
Kyurants s . $ - s S - s - s - s

$ 71,483 441 % 6 778,137 5 10.806,688 S 675,157 s 3.0Z3452 s - s - s

4.2.3 Capital Cost Allocation to Functional Components

Similar to the allocation of the O&M revenue requirement described m the previous section, the 
capital revenue requirement must be allocated to functional categones. Table 30 on the following 
page indicates the functional allocation of capital costs.

The basis for the allocation of capital costs was the existing level of water utility investment m fixed 
assets. The existing net book value of each major asset class was allocated to the functional 
categories. The total capital revenue requirement approximately 14 Million in the test year, was 
then allocated according to the proportion of existing investment in each functional category. As 
indicated, a large proportion of investment in fixed assets pertains to upgrades to the City’s water 
treatment plant As such, die majority of the capital revenue requirement [68%) has been allocated 
to the treatment function.
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4.2,4 Capital Cost Allocation to Cost Components

As with the allocation of the O&M revenue requirement described above, the functionally allocated 
capital revenue requirement must also be allocated according to the operational need for which 
each function is designed to fulfill.

The “Base Extra Capacity" method described m AWWA Ml is also used to allocate the capital 
revenue requirement to cost components. Table 31 below summarizes this allocation.

TABLE 31. WATER CAPITAL ALLOCATION TO COST COMPONBTTS
t±-- - ^  s r ■ T — =  -  _ _ - . .  — - r 'v *  , ~

TctS'SHUocafi&trS Demands- _-1

Mat
Extra ~
Caeedtr5--

MsstHaff,: -
Scbar~^i~ 
C&oacfr -*

BrePniatilorC_v‘^  -  ; - " ’ ;• -  t .V
Eguteter£MMe»- 
STSerecss.— ' BHs •* -

PrfvatSxRor 5 PQificRres 
HVtfents ■

AflmlrttstrattVE and General 29.611 23,611 -
Customer Service -
Source of Supply 1,317,605 1,317,605 - . .
Pumping ea.010 ffi.444 40,568 . .
Treatment S 456,193 3,645.07 5,812.497 . - -
Storage . -
Tiflimuisuon Maine -
DtdztbuSon teina 2, S3,837 867,946 1 415 691 360.201 • -
Meters anti Services 269,678 . - 2BS.67B - -
Hydrants 5.613 5.613 - - .
Total Ceritel ExDandttures 13.820548 5,aB23Q5 7.2a .  re* 3SJ.2D0 318.269 -

4.2.5 Non-Rate Revenue Allocation to Cost Components

Non-rate revenue must be excluded from the O&M and Capital revenue requirements as these 
amounts are an offset to the revenue requirement which will be recovered from rates. 
Consequently, non-rate revenues are allocated to the cost components so that they can be removed 
from the total revenue requirement In this case, non-rate revenues were allocated proportionally 
according to the total O&M revenue requirement allocation and can be seen in Table 32 on the 
below.
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TABLE 32: WATER NON-RATE REVENUE ALLOCATION TO COST COMPONENTS

HJV£3L'in&£'EL0Q0 _ IWTW** JWm Rpfm .
S%53Q.1KL&C.OOD OwjssFaSoe - -
si-53B.tDCLeua.aoD SaapSde son 1 57! 2.515 204 704 - -
91-538. 10Cl$5? 000 Rnas. Turn- On Fees - USXes 1ZL0DC 37, ESI 60,383 4.BEB 18BB6 -
SJl-Ea T0CU65? 1® Fcflsted nsauta • mutes 39 000 110 427 178 OS 14258 49.257
91-53Q iacLaa.DK teaest Earn) On Bo* &j & Z7.314 B.B1B 13740 1 113 3044 -
si-538 m em om Raata .Qry Pnsea
9t-53B.raCL071«n Sara Of R«eO Assets 25.0)0 70® 12.578 1018 3,518 -
SI -536.100-ffit 0CD Clemamra Eunsi -
S i-530 100-SEL9B Ptleryesr Reiesue - -
sn-&«LTttL&c.axi uasr water Seles
st-54o lau eo ao Scrap Saras -
S1-S4Q. 100-8711000 R=nta - CSr P'lucIi - - -
SUMO 100-87? 000 Rstmeursmms .
3l-S4D.2E-Bm.IX0 UittinJ&JoD BapjeSsveB 19 000 75.454 6,110 21 110 -
SI-540 ZM-SeOK Qiaups FirSfla -
si-540.zieam.90o Idrctna & Jot) Oejb* Senses m om 74 49 H8.714 9614 33^13 -
su54s.20oatj.aoo Com. Malar turfing . IlKtULx -
susc.2gur.gq5P Owpe* Stfe -
S I-50^0641000 Scrap SBes
91-MS_20&«n.3G0 Otter Income
31-5020167? ttC Retnbusemens
9i-54ucaasLoa) DiffinTti Eanse
*od Transfers r  tan General Eune
Tocel Remsuaa StiJi4 238, IS 49 415 13 53!

4.2.6 Determination of Maximum Day and Hour Peaking Factors

Once each component of the revenue requirements has been determined, maximum day and hour 
peaking factors for each customer class are estimated. These are the basis upon which the 
maximum day and hour cost allocations, determined in the previous step, are allocated to each 
customer class. In general, the guidelines for determining maximum day and hour peaking factors 
outlined m AWWA Ml were the basis for this component of the analysis.

The maximum day demand for each customer class is estimated as the average usage per day m the 
highest usage month, divided by the annual average usage per day, weighted by the ratio of 
maximum day demand to the average demand m the maximum month for the entire water system. 
In other words:

• System Max Day to Average Day in Max Month= (System Max Day Demand]/(Systexn Max
Month/30]

• Class Maximum Day=[(Class Max Month/30]/(Class Annual Total]/365]*[System Max Day 
to Average Day in Max Month]

The weighting occurs because the exact maximum day, by customer class is not known, but is 
assumed to have the same relationship to the average day m the maximum month as the entire 
system. As the exact customer class maximum hour is not known, a similar weighting process 
occurs to determine the customer class maximum hour demands:

• System Max Hour to Average Day m Max Month=(System Max Hour]/(Systern Max 
Month/30)

• Class Maximum Hour=Class Max Day*System Max Hour to Average Day in Max Month

The determination of customer class peaking factors is shown in Table 33 on the below.
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TA B LE  33: W A TE R  PEAKING FA C TO R  CALC U LA TIO N S

INSIDE CTTY RETAIL
Total Inside Cly Residential i_aa.SK 233,002 7,S3 loss 1 44- “ %• <73 2-S2 4J2Total Inside CSy CommerelatfWusttlal 1.578.37B 199.367 6.646 4,326 1.54t • US 2.E5 ■*-- :t35 124
Total inside aty Lawn 13,389 1105 170 37 4 64l* 175 112 15.80Total Inside CSy 1443.319 424 474 14.149 9.450 1.50 - -175 2.62 111
OUTSIDE Cm RETAIL
Total Outside C3ty Residential 1630 1,216 41 24 1.71 1 75 100 - T36 183Total Outside aty Cotmnotunndustnal 27.943 4.257 142 T7 1.86 1 75 121 1_SS 130Total Outside Oty Lawn - - . 175 1J5Total OtdBUB City 36,573 4.664 162 100 1.62 175 2.83 1 95 5K
Total System 3485 632 42B.416 14.214 9ao 1 49
4.2.7 Calculation of Units o f Service

The next step m the cost allocation process is to summarize the units of service, which are the basis 
for the allocation of the total revenue requirement to each of the customer classes. The units are 
Base units, Maximum Day Extra Capacity units, Maximum Hour Extra Capacity units, Customer 
units and Direct Fire Protection Units and are indicated in Table 34 on the following page.

Base units are the annual usage for each customer class. Maximum Day Extra Capacity units 
represent the water demand in excess of that which is used on an average day for that customer 
class, and is a function of the average daily usage and the customer class peaking factor determined 
in the prior step.

As an example, the residential class is forecast to use 1.7 Million CCF on an annual basis in the test 
year. This equates to 4,700 CCF/day on an average day. Based on the maximum day peaking factor 
determined m the previous step, Residential customers, on their highest usage day of the year, 
Typically use 1.7 times their average day usage, or around 8,200 CCF. The difference between the 
maximum day and average day, around 3,500 CCF, represents the Maximum Day Extra Capacity 
units.

A similar calculation is used to determine the Maximum Hour Extra Capacity Units, which are 
simply the usage forecast m the highest hour of the test year, less the maximum day demand.

Customer Units are equivalent meters, and customer monthly bills. The number of bills for each 
customer class was ascertained via an examination of the billing data from the City's Customer 
Information System (“CIS"). The equivalent meters are the number of customer meters at each 
meter size weighted by The potential water demand each meter can place on the water system.
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Private fire connections and hydrants were not included as the City does not currently bill 
separately for public or private fire protection.
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4.2.8 Unit Cost of Service

Following the allocation of the water revenue requirements to each of the cost components and the 
calculation of the units of service, a unit cost of service for each cost component can be determined. 
These unit costs are basis by which the revenue requirements by customer class are determined. 
The unit cost of service is the revenue requirement, as allocated to the cost components, divided by 
the units of service attributable to that component and is shown in Table 35 below.

TABLE 35 WATER UWT COST OF SERVICE
W ■ ii - • —iT . — i * - ---*V-r i. * ^ i** *'

b a i n Zi t .  V ’■•s '

Uh-.— .-.T|| • a.*®» «ft)amLMl'OftffLiL_- t a-5̂—- rsttr+ffatPinHniiUM -poBtt=H«-3

M m air vos: ara ues> 3T7 osa ram oon car Mm as as sss i.sbosiMtn e«Ba un tf smn ura,v*9 uas aaw aw

»ii»'tih rm«B»Miiii»nniuimunn̂ =- —■- -irm  — - j v -  - .——. -tn— .in?- - ■*, ,&.-i — — >Ma ̂ T8- * .̂BSaMUn& r̂ *s2i Q̂mHu'guMiJPtfripnrn :

Taol fip*aaan«M hUtfî raftca Lxp>ngfrimi 1 *14»441 s 6.77B1S tQJ9&Stt s m is  s L e n ts  s s 8
LWf i 1» s a  oe i K B  i 5 $

Tea BspmtfBsm s 13.6X1 »a s 5.683.30 tjmjw s S60.200 S S1S.2M S - j 5
UnflCafi s \ j a s 4W.S $ 16.0 i fi,13 i s $

Teal KvHttta M*ww s pta.814* s ess. ts®) s <458 <19] S (3?aS| 6 ttZLSH) i S a
unit eta i (MS) S 0U 7) $ ft-SB) S B.SSI 9 . $ s

TgMSrnsa fTwmaaStauBWMs s U incsn i C.3J12SB s i t a t s  s L2U.J1S S s s
Teal M b  uatCOS t 9 L7» U6L74 1 ELS I t t j l  1 9 s

For example, total base demand units are 3.2 Million CCF This means that the O&M, Capital and 
Non-Rate Revenue Requirements cost $2.07, $1.80 and $(.09) per unit of base water demand. The 
total unit cost to serve base water demand is S3.78/CCF The calculation is repeated for each cost 
component to determine the overall unit cost to serve base demand, extra capacity demand (max 
day and hour) and provide customer service.

4.2.9 Revenue Requirements by Customer Class

The customer class revenue requirements are the basis for establishing alternative rates by 
customer class. The City's existing rate structure does not include distinct rates by customer class. 
At this tune the City will not be implementing any rate structure changes. However, the distinct 
class revenue requirements are shown m Table 36 below and are the basis for the alternative rates 
by customer class presented as Appendix A.
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TABLE 36: W ATER REVENUE REQUIREMENTS BY CUSTOMER CLASS

i§ ! S j ! ! m m
■

m a m

Tow System Pgrerrua ftsastnmentx $34 400 675 $ 12.3724®$17 616.021 S1 186 152 $ 3.214416 $ $ »Teal System Unit COS $ 3 71 1 1406 74 $ 53.50 $ 31.33 - $ $ • $ ’
Units of Senrl a
Tola hside CBr Residential 1.745 535 74B1 11 460 25,621 301417 _ _
Tola tsOe C5t CanmetaaVMtBtna 1484 238 642 10485 6,809 15410 . -ToW Inside Car Lbwh 12.586 245 138 sss. . -Tow matte car 3442.360 14493 22.112 34,663 317 062 -
Tata Qidslde Or Residents) 8,112 44 63 129 1.503 . -Tout OtmUa Or ConmerritftadisDtal 2.299 161 Z22 1S 417 -Total Outstie C6y Unm - - - - - .Tow Outsoe Cay it.ih 206 265 295 1 820 - -
ToW Sjsteai Uats ofSemce 3.276.738 14.598 22.07 34,964 319.002 - -
Allocated Coat of Seraee
ToW node Car Residential COS $ 18 34S 872 t 6.590 776 $ 6.788 440 $ 613 069 $ 2 3S5 3S5 1 $ $ $Tow nude CBv Comma tea l/noimrsl COS $15463,704 $ SJO4,180 $ 6484411 $ ra.ss $ 819 028 S $ $ s -Toa Inside CBv Lawn COS $ 370,648 t 47,521 $ 296 183 $ 14426 $ 12714 3 • $ $ - 9ToW iBde Car COS $33,380,02 $ 12442,478 $17 367 439I $1 IB2.9Q0$ 3 187 107 $ - $ $ - 6 -
Tola Outside CXy ResJdantel COS $ 38 463 S 30 630 $ S3 642 $ 3389 $ 11 623 $ . $ • $ • $ _
Tota Outside Qtv fVrr*i.ftrra>l/lnrtr>«tTtftf CCS $ 321 169 S 2 17T$ 154,843 6 11,663 6 15489 $ - $ - 9 • 6 -Tota Outside Otv Leva COS * $ $ $ • 6 • $ - $ - 8 - S -ToW Outside Otv COS $ <20.653 S 129.B0T$ 246.465 $ 15452|t 27109 $ - $ - $ • 3 -
TeW System Cost ofServee $34,400,675 $12472436 $17 616,021 $1188 152 $ 3.214.219 $ i $ $ $ -Cfteclr on Total SyBeei COS (Should be SO) $ 1

As Table 36 indicates, the revenue requirement for each customer class is the total unit cost of 
service determined previously, multiplied by the units of service for each customer class. The total 
allocation is based on each customer class's contribution to the water utility's overall operating and 
capital costs, as represented by their units of service.

4.3 W A TER RATE DESIGN

As mentioned previously, the water rates have been calculated under the City's existing rate 
structure. The rate calculation under existing rates will be presented here, with the alternative 
rates by customer class presented as Appendix A for informational purposes.

4,3.1 Volumetric Rate Calculations

As mentioned above, the City did not indicate a desire to significantly modify its water rate 
structure at this time. Therefore RFC maintained various components of the existing water 
volumetric rates including:

• The existing inside/outside city differential (ie. outside=150% of inside)
• The existing steepness or difference between he  highest, middle and lowest block rates
• The existing structure which charges the same volumetric rates for all customer classes
• The existing shift of some volumetric costs to the fixed service charge [i.e. a readiness to 

serve adjustment)

The calculation of he  water volumetric rates involves he  following steps
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I

• Determine total composite volumetric revenue requirement
o Adjust the test-year volumetric revenue requirement (i.e. Base, Max Day and Max 

Hour costs) by the readiness to serve amount 
o Allocate the adjusted volumetric revenue requirement to the three consumption 

blocks
o Add the block allocation for inside and outside city customers to determine a 

composite volumetric revenue requirement for all customer classes
• Determine the composite water volumetric units:

o Multiply the consumption, by block, for inside and outside city customers, by their 
respective differentials (0utside=150% of Inside), 

o Add those units together.
« Calculate Inside and Outside City Volumetric Rates:

c Determine a composite rate, for each block, for all customer classes:
■ Multiply the composite consumption for each block by the proposed 

steepness for that block and sum the result
• For the lowest block divide the total composite revenue requirement by the 

total determined above.
■ For Blocks 2 and 3 multiply the Block 1 rate by the proposed steepness for 

Blocks 2 and 3.
o Multiply the composite rates, by block determined above, by the outside and inside 

city differentials to determine the block rates for inside and outside city customers.

A summary of the water volumetric rate calculations are indicated in Table 37 below.
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4.3.2 Fixed Charge Calculations

As noted above, the City did not express a desire to change rate structures at tins tune.
Consequently, the following aspects of the existing rate structure have been maintained including-

• The existing mside/outside city differential (i.e. outside= 150% of inside)
• The existing shift of some volumetric costs to the fixed service charge (i.e. a readiness to serve 

adjustment)
• The flow e q u iv a le n c ie s  f o r  th e  v a r io u s  m e te r  SLzes

The calculation of the water fixed charges mvolves the following steps
• Determine total composite fixed charge revenue requirement by summing the fixed charge 

revenue requirements (i.e. those allocated to the customer service related cost components) and 
the readiness to serve revenue requirement

• Determine the composite fixed charge water units.
o Multiply the number of inside and outside city equivalent accounts by the existing I/O 

differential (Outside=150% of Inside)
o Add those units together to determine the composite number of equivalent customer 

accounts
• Calculate Inside and Outside City Volumetric Rales.

o Determine an annual composite rate for all customer classes by dividing the total 
composite revenue requirement determined above, by the total composite water 
equivalent accounts

o Determine a monthly rare for the 5/8” equivalent account by dividing the annual rate by
12.

c Multiply the composite fixed charges by the Inside and Outside City differentials (100% 
for Inside City and 150% for Outside City) to determine the monthly fixed charge per 
5/8” equivalent account for inside and outside city customer classes.

o Multiply the monthly fixed charge for a 5/8” equivalent account by the meter 
equivalencies for each meter size to determine the monthly fixed charge for the 
remaining meter sizes

The fixed charge calculations are shown in Table 38 on the following page.
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TABLE 38: WATER FIXED CHARGE CALCULATIONS

m flySHBBgfes
m i

g-WBmiwgiH m a d i M i

Tutsi Iraida C3f Resttantlal j 7,QS524 s 7 094,53 25,621 P-- i-f;t.oo 2SS21 2S.61-4 s a.sc
Total tolde car CgnmarelalftaJiaLilal $ 2492.3IS I 2935.722 9 045 u -.4*00 9048 8.37 5 2276

j 8,552429 s 9.633,681 34.ee 34 669 36.111
Total Ou&lttB CSy FtesWonSsJ 6 35.435 125 6 «■- r.sj 133 S 34 36
Totsl Outstdu CBy Commercisl/IrKtustnai S 45517 156 r-- - - ta 249 S 34 13

81.252 235 442
______  __________________  - 1

U K INSiDE-thbT̂ biiraSllsI?;
RestdenUal QSamen

®B* 1.00 0.98 6 22. SO t 21 7B 5% s 3417 s 32.4A 5%
1 sz 1-52 S 44JO i 41 86 5% s 6935 $ 62.71 5%

1- 2.54 2S3 3 SB. 16 i SJB 5% J 87.08 $ 8279 5%
VUT 2.54 253 S SB 15 l 55 JB S% s 87 OB s B2 79 5%
r 254 253 55 15 s 3.3 S% s 87 OB s 6279 9%

CororoerciaUlnduanBl Customer*
2.4S] 24S S SS79 513B5 491 i 83J4 s 8013 4%

3I4T 2.91U 1 281 S 54 02 61263 4% $ 9534 s 91 72 4%
1* 3<S 245 s 75 48 75 103 4% 3 117 74 s 11257 4%
1-1 r r 4.36 4.59 1 11250 107.756 4% 5 16B36 5 16179 4%
? 6.32 592 5 157 40 191622 « s 23636 3 225JM 4%
r 1366 1272 $ 310.83 297 448 s 465 65 S 445 47 4%
4* 24 04h i 24.04 $ 547 05 523 455 s 520 71 S 785 37 4%
S’ 47.27 47.Z7 S 1.075 75 1029 429 48» s 1613 34 s 1.543 87 496
8" 66.56 5555 s 1 SB0.Q5 1432J7S n s 2340.34 s 2239 47 4%
10* 94 63I 55.13 s 2153 46 2060 754 4% s 1247 30 s 1107*8 4<K
1? 114 <5 114.45 s 2605 31 2493 124 494 s 130777 s 3.738.51 4%
IS" 142.43 14245 5 124225 3102636 4% 3 4.86128 J 4£53JI7 4%
20* 153.59 157 27 $ 1501.98 3391 13 A% $ 5.709 67 1 5.463 82 4%

4.3.3 Summary of Existing and Forecast Water Rates

Based on the calculations from the previous two sections, the existing and proposed rates for the 
forecast penod are shown on Tables 39 and 40 on the following two pages. Note that while the test 
year rates have been calculated within the cost of service study, the rates for FY 2016 and beyond 
are based on the overall rate revenue increase from the water utility financial plan.
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4.3.4 Projected Residential Water Bills

Table 41 below indicates projected water bills for Residential Inside City customers with a 5/8' 
meter, Also included are estimates of the bills, winch residential customer may have seen, had the 
City continued to purchase water from DWSD. For example, had the City continued to purchase 
water from DWSD, a typical Flint customer using 5 CCF per month would have an estimated water 
bill m FY 2015 of $67.38 Given the shift to KWA, that same customer would see a bill of $62.51, a 
savings of $4.87 per month, or $58.44 per year

TABLE 41 : P R O J E C T E D  R E S ID E N T IA L  WATER BILLS
aw 4hvaptr.{ê mgtF̂ mqpramiFrzi2NEe2igz_B=ygi29 -ffr-aâ EtaBS-i

Uonmhr Ussge (CCF11 S • * (242] S (1371 *2 s - » (104) S (174) 53 5 - S(IS) S (111) $A S - * (4.25) S (147) *5 s * $ (4 87) * (1184) 56 5 - s (£48) S (1221) J7 S • 5 (109) S (1158) S8 s - 5 (171) S (14.94) J9 * • S(7 3Z) S (1131) 510 5 - $ (7 93) S (17 68) 5

(280) * (198) S telS) S (131] S (265) S (7 00) $ (7.37) $ (775) S (7.901(7 3)* (7 BO) S (772)* (7«)* (1341 * (8.7H) * (9.25) * (173) S (9.92(178) S (9.02 S (9 29) S (2SZ) S (tlC»| * (10-57] S (11 13) 5(1170) 5(11.93](10.23) S (10 54) S (1166) J (11 13) * (1173) * (1238) S (13.01) 4 (13.65) S (13.95)
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5 . W A S T E W A T E R  U T IL IT Y  C O S T  O F  S E R V I C E  

S T U D Y

Following the development of the wastewater utility financial plans the next step is to determine 
the level of rate revenues required to adequately recover the cost of providing wastewater service 
This is typically performed for a test year, which—as mentioned previously—is the year ending 
June 30, 2014 [FY 2015].

5,1 WASTEWATER REVENUE REQUIREMENT FROM RATES

Table 42 below indicates the level of wastewater utility expenditures which must be recovered 
from rates m the FY 2015 test year, As the table indicates, the total test year revenue requirement 
is approximately $29 Million.
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5.2  W A S T E W A T E R  R E V E N U E  R E Q U IR E M E N T S  BY C U S T O M E R  C L A S S

Following the development of the total test year revenue requirement, the proportion of that 
revenue requirement attributable to each customer class must be determined. This allocation is 
performed via the multi-step process described below.

5.2.1 O&M A llo ca tio n  to  F unction  C ategories

The first step m determining revenue requirements by customer class is to allocate the test year 
O&M revenue requirement to functional categones. These categones are functions that the 
wastewater utility must perform in order to deliver wastewater service to City customers. For the 
wastewater utility they are. Administrative and General, Customer Service, Collection, Pumping, 
and Treatment

The O&M allocations, by department, are shown in Table 43 below

T A B L E  4 3 :  W A S T E W A T E R  O & M  A L L O C A T IO N  T O  F U N C T IO N A L  C A T E G O R IE S

D g A f f T M B r n i - . C s i i T
ToteM

itu t-s '—
1-^ usto rner^  
• i'BSBvTca."

f r

iS
LW jig LanB^mspincr-

ri£ftastewatBr—
-laacLG eBSSl t

Total Dept 536 101-Utilities - Seveer Aanmtsaabon $ 7,353,942 5 7,S3,942 s 6 - 5 . s .

Total Depl 540 100-Water Seroce Center Management s 836,476 S S 839.476 $ - $ . J .

Total Dept 540 300-WSC - Capital tnprovements J I S S S . i .

Total Dept 540 207-Wsc-Meter Reeding • 5ester $ 738,419 s S 738,419 $ - s . i .

Total Dept 540 20S-Wsc-5ewer Mai nUCons true ton $ 2.797,636 i S $ 2,797,696 s . $ -

Total Dept 550 100-Wpt Operations s £.516,166 $ s $ . s 5,516,I S
Total Dept 550 200-Wpc-Thtrd As* Pump Station s 735,2B2 s - $ . s 735,282 $ .

Total Dept SO  202-Woc-Mam ten anca Expense s 2,912,411 $ . J s % - s 2,912,411
Total Dept 550 3CO-WPC - Capital bnpownenls s - s - s s j - s -

Total Dept SO  8O0-Non_dep Exp-Sewer Port]on s - s • s s s . s .

Total Dept 966 101-Transteis out to Itnd 101 $ 1,860,000 5 1,B80,Q0Q $ s - I - $ -

GRAND TOTAL W ASTEW ATER U TILITY % 23.053 392 6.513,942 S 1 577BB4 s 2.757,636 s 735,282 B .428.576

5.2 .2  O&M A llo ca tio n  to  Cost C o m p o n e n t s

Once O&M costs have been allocated to functional categories, the total O&M revenue requirement 
allocated to each functional category must be further allocated based on the operational need which 
they are designed to fulfill. For this allocation RFC has generally utilized the cost allocation 
methodology described m the Water Environment Federation’s Manual of Practice No. 27, 
"Financing and Charges for Wastewater Systems."

The costs components utilized m this study are: volume or wastewater utility costs which are 
incurred on the basis of die quantity of wastewater discharged into the system, strength measures 
such as Biochemical Ozygen Demand ("BOD"], Total Suspended Solids (“TSS”) and Phosphorus; and 
customer measures such as equivalent meters and monthly bills. A summary of the allocation of 
the wastewater O&M revenue requirement is included in Table 44 on the following page.
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TABLE 44: WASTEWATER O&M ALLOCATION TO COST COMPONENTS

Administrative and Genaral 
easterner Service 
Collodion System 
Lift stafions and Pumping 
Wastewater Treatment

fsSmĝ ssgB

BDDJ2.-3S? Vi
ISBSltiiSiSSte Ous&flngjui.̂ S i t e s

9,513.342 $ 
1,577.694 S 
2,797,098 £ 

735̂ 82 J 
6426,578 $

2,482,564
2.737,696

735.282

S 1,974,206 
S 
$ 
s
$ 2.609,526

S 1,974.206 
S 
s 
s
$ 2.809.52B

1,974,208

2.809,526

1,108760
1,577,891

23,053,332 8 6.015,5« $ 4,783 732 S 4,783.732 S 4.782.732 S 2.BBS.B54 i

5.2.3 Capital Cost Allocation to Functional Components

Similar to the allocation of the 0&M revenue requirement described m the previous section, the 
capital revenue requirement must be allocated to functional categories. Table 45 below indicates 
the allocation of capital costs.

T A B L E  45: W A S T E W A T E R  C A P IT A L  A L L O C A T IO N  TO  FU N C TIO N A L C A T E G O R IE S

AR oca Son ofCafiRal̂ Ccsfeto^EijriggeaiagCategorĝ

I V  T * te J  i f  -

■Q&Stz5iohs f.W astew i& tefj

B re a x d o w n  o f F ix e d  A sse ts  b y Pu n cd o n  100% 0.3214 0.00%  82.79% 4.31% 12.58%
T o ta l C ap ita l E xp e n d itu re s  $ 7 ,230 ,845 S 22,823.32 S - $ 5 ,988,709 S 311,745 S 909,567

£?AIt’o c S ffb b ?a f W a te r :H x e d  A ssetS 'ta^ Funcfid iaaf C a te g b rie sE :

FBCmt ASSET CA^GORY f  ■
8- >~T?M

rfeCBcolcSal Pei.

JColljesSsqtl aste watery

01 Land
02Construcfior> try progres s  
11Land Improvements 
12B u M n g  Improvements 
l3 S ew ag e  disposal pant & equipment 

14V e lude
15 Sewage Pum png S taton  
I5 0 ffic e  & Other Equipment 
1 7 S e w e rS S R
IS S a rtta ry  Sewers (E n ®  only)

Total W ater F a e d  asse ts  

%  Breakdown

$ .,.38,077"-
-S 522^86-
3 : _ 3 ,480 :377 :
-$ - _ -752 ,957
,$  - 6.5ttt,444.

"£ .  456 , t25_
[S 2 n 55 ;7 T 9 .

s - - x  ^28,392:
■$-. - 4 2 ;a e a ,4 ? t

: S ” ■-■135.2537

S 57,119,603

100 00%

120 $ 
1,664 $ 

10,986 £ 
2,377 5 

S 

$ 
$

28 ,592 ' $ 
£

136,257 £

£ 31,526
£ 436,561
$ 2,881.545 
$ 623,399
S
S 456,125
5
S
$42 ,BS2,474

1,642
22,733

150,050
32,462

4,790
66,327

437,796
94,714

6,581,444

2^ 55 ,719 $ 
$ 
£ 
£

180,296 £

0 32%

547 ,291 ,630  S 2,482,606 S 7,185,071

0.00% 82.79% 4.31% 12.58%

As the table above indicates, the basis for the allocation of capital costs was the existing level of 
wastewater utility investment m fixed assets. The existing net book value of each major asset class 
was allocated to the functional categories. The total capital revenue requirement, approximately 7 
Million in the test year, was then allocated according to the proportion of existing investment m 
each functional category. For example, a large proportion of investment in wastewater fixed assets 
relates to the rehabilitation of the City’s collection system (“Sewer SSR"]. As such, the majority of 
the capital revenue requirement (82%] has been allocated to the collection system function.
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5.2.4 Capital Cost Allocation to Cost Components

As with tie allocation of the O&M revenue requirement described above, the functionally allocated 
capital revenue requirement must also be farther allocated according to the operational need that 
each function is designed to fulfill.

Table 46 below summarizes this allocation.

TABLE 46: WASTEWATER CAPITAL ALLOCATION TO COST COMPONENTS

TotaS S'ADocifintr'

aTIudujnefĉ -if̂

t tZ 3F”V3iiote.Am>cxtioh <i
Mloratidr̂ jAflotaSdn
BOB r -  ̂ -hrss "̂1 SfeSflweas- -IHQs

Administrative and General 
Cuaomer Service 
CallecfiDn System 
LtftS&tionsand Pumping 
Wastewater Treatment

22,824
S.SSS.70S

311,745
9CB.567

19.844 96D 860 860
5,966,709 - . . .  

311.745 - - . . .  
303,199 303 169 303,169

Total Capital Expencfltures 7,230,645 6,318,397 304,149 304,149 304,149

5.2.5 Non-Rate Revenue Allocation to Cost Components

Non-rate revenue must be excluded from the O&M and Capital revenue requirements as these 
amounts are an offset to the revenue requirement which will be recovered from rates. 
Consequently, non-rate revenues are allocated to the cost components so that they can be removed 
from the total revenue requirement In this case, non-rate revenues were allocated proportionally 
according to the total O&M revenue requirement allocation and can be seen in Table 47 below.

TABLE 47: W ASTEWATER NON-RATE REVENUE ALLOCATION TO COST COMPONENTS

’ SSfinna-AItoesCAg
30-538.101-43 OOCBos UEBH9 & Peseta -UtOs 21 572 5.707 <539 4.539 4539 2.549
30-536101-530 0CC Fedora QrsnB - . _

SSO-S3a.im-5S.OOC State Granu , . . .

30-536101-657 OOCRnes - Turn-On Fees -UUflBes . .

30-53610V-657 IKPwfettad Dtseoort -Utltttos 350.000 91 33 72,627 72.827 72.627 40JB9 .

S30-538 101-628 OOCSetflrouranco lecmenes . . . .

90-538 101-8B 9SEOU8 Foot Fund Balance - .

590-536 101-685 299 P6ar Year RMtua -

B0-S4Q 1 00-577 00C Rambtta aments
H 0-54 CL208-026 ODC Charge* For Same** Rendered
590-54QJ08-828.80C Charges For Seneca RenOsmt) - Msroty . .

590-54Q.2D8-6T7 GOCRennbuneraena - - - - .

590-S-tC.208-677 5QC Retabusametta -proerietary trada . . .

30-550100-649 OOCSoap Sates 20.000 Ŝ lfi 4,13 4.150 4,150 2,331
30-550.100-649 OOCAuetton Rev- Rntilad & OQuss _ _ .

SO-BC.100-657.tJOCFtaas - Turn- On Fees-UHUcs . . _

S30-S0.100-677.00CRennt»9saetiQ . . _ .

5SO-SQ.100-6B.99t Due From Fund Balance - . . .

«an.̂ n ffKt nftfftflnw Earned 2,000 522 415 415 415 233
530-550.201-455. OK Bui-Leanoaa 2 Penults .utHUas 2.000 522 415 415 415 233
30-550 702-63.696008 From Fund Balacca . *

58Q-BOJOO-694 IK Merest Earned 27.830 T ja 5,748 SJ48 5,748 3j2?
Add Transfers in ton Genera Fund - - - - - -

Total Nce-Ra* Revenue* 423.552 110.524 87,822 S7.BS2 87,892 49 3B2 .
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5.2.6 Plant Balance Analysis

Once each component of the revenue requirements has been determined, wastewater strength 
units, by customer dass must be estimated. These are the basis upon which the strength costs, 
determined m the previous step, are allocated to each customer dass.

This allocation is performed via a proportional distribution of each measure of strength to each 
customer dass, based on the contribution of that class to overall billed wastewater volumes. This 
calculation is shown m Table 48 below.

TABLE 48 WASTEWATER PLANT BALANCE ANALYSIS CALCULATIONS

■T6*t<e»r— —Kltf-lmuik-it Qwbim f>f T umf 11̂- «frwp»nfWI«Wtrt. -0.̂ -4.__r1 -  --- r- J o s t T a a b
feuajofeetiursar --i—■- - mi iff. ^ KaaSi BMtJL ^ CoaiBftS&Foanfta' i
TfQClmvnt Plant Veiucnsa 3.6®,016 . - - -9LSI 1S35.331.27 l- '  ■ r h j 1.7B7J11.XI . 4223 STSTa 3.B20.009

Leal.
Tata mob aty AcsUenUd 1,576.086 100 983,080 S3 916 437 2 17 in 1,322.04
Tad nsCs Qty CaauiwuaWnaBtnd 1.338.721 no 877 «1 93 B13.Q07 2 1528 1.705.698
Tata OuuJds Ctty Rsdentai 206 ICO ta 93 ia 2 2 251
Total Odsitt Qy COTOtsresVfctiBStrtt 7 012 no 4 399 93 4 07B 2 70 8.S3D
Toal Sysstn HDbb Votnrase 2JS2.604 no 1 871 039 93 1 733,639 2 32,494 3 637 192

Total WDtnrtaa ami lofitm 686,412 ; l53 84,272.49 1-- t r i  W272.49 - . 15 8J.Z72.49 12.817

8a/«ne*

Gilons per CCF 
Mflgtama oar Pound 
LtBB oar Gettn 
% BflUaDmi BDdlnlnr

74a

1285411
23V,

P. P>

As an example, consider Biochemical Oxygen Demand. The proportion of BOD contributed to the 
wastewater system by each class, is function of the overall volume contributed by that class. 
Therefore the BOD units are allocated to each customer class based on their proportion of total 
billed volumes. Inside City Residential customers, for example, are forecasted to contribute 1.5 
Million CCF in hilled wastewater volumes in the test year, or 53% of total billed volumes. 
Consequently, they are assigned 53% of total forecast BOD. The same calculations are performed 
for the remaining strength units, TSS and Phosphorous.

The result is a total level of strength units for each customer class, which is then used to determine 
unit costs by customer dass and allocate the test year revenue requirement

5.2.7 Calculation of Units of Service

The next step in the cost allocation process is to summarize the units of service, which are used as 
the basis for the allocation of the total revenue requirement to each of the customer dasses. The 
units pertain to each of the cost components mentioned above [i.e. strength, volume and customer 
units). In the following step, the units will be used to determine a unit cost for each cost 
component

The wastewater units of service are shown m Table 49 below.
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TABLE 49: WASTEWATER UNITS OF SERVICE

Volume Units 

% Breakdown
Total System Billed Volumes 
Total hfltraliori and Inflow 
Total Volume
Strength Units

BOD
TSS
Ph cep nous
Total Vtetcwater Strength (Pounds) 
Customer Urals
UetsiB
BEIs

3Vst&nr.pxP?
tS irDas^fCSt»H
‘‘iRBSiSntBirfSSiS ■IpSSlili

529% 0 0% 4E.9% 02%
29B2604 1,575 6S6 206 1,308.721 7,012

SEE,412 352.852 47 321.900 1 614
3.669,016 1,939,517 S3 1.720,S3) a. 625

1,571,059 869,080 129 B77.451 4 3®
1.733.639 916,437 120 612.007 4 076

32.494 17 177 2 15.238 76
3 637,192 1 szzra4 251 1,705,696 8,550

33,177 25 436 6 7,699 35
315,952 301 096 71 14,646 137

As mentioned above the units determined for each customer class are volume [die total forecast 
wastewater contribution) strength [the proportion of wastewater strength units determined in the 
plant balance analysis) and customer (equivalent meters and customer bills as m the water cost of 
service study).

5.2.8 Unit Cost of Service

Following the allocation of the wastewater revenue requirements to each of the cost components 
and the calculation of the units of service, a unit cost of service for each cost component can he 
determined. These unit costs are the basis by which the revenue requirements by customer class 
are determined.

The unit cost of service is the total revenue requirement, as allocated to the cost components, 
divided by the units of service attributable to each component and is shown m Table 50 on the 
following page.
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TABLE 50: WASTEWATER UNIT COST OF SERVICE

iBSiS
j l l^ lf e g g lg r
glllenfe-aniajliutTife

£̂3&S&8

Total tuScta dty ResdantiBf 1,939,517 389.080 916,437 17 177 a*3s 301.096
Total famfrtr City Residential S3 129 120 2 6 71
Total made Oty Commercial/) nduartai 1,723,620 877 451 813,007 15J38 7,ffl9 14,646
Total ciiihart* otv cuinmercfeiftTwtt«wai 6.625 4.399 4 076 78 3S 137
Grand Tata System Units of Sorites s.ssatne 1.871. OS 1,733.639 32.494 33,177 316. SS2

Total Qperaflon ami Maintenance Expenditures $ 23,053,392 S 6,015,50 S 4,703.732 s 4 783,732 S 4,703,732 SZ68E,SS4 S
Unit Cost S 154 S Z3S $ 276 i 14722 $ 80.90 S *

Total Capital feperuStures 5 7.230 845 S 6.318.397 3 304,149 S 304149 3 304,149 S • s
Unit Cos i \.77 i 0.18 s 018 S 9 36 $ *

Total Non-Roc RsvHuea 5 (423,563 t [110.524) S (H7J321 $ I87.S9Z) S (57,892) $ (4a3S2) I
Unit Coa J (0 03) S (0-05) s (Q.05I S 2.70] [149) $
Total Systam Rraenue RsquremaCs s 29,860,674 $ 12,223,415 5 4399.909 s 4.999,389 S 4,999,959 S 2637292 $
Tool System Unit cos s • S 3.33 3 2.67 s 288 S 15387 S 79.49 $ -

For example, the total volume units are 3.6 Million CCF. This means that the O&M, Capital and Non- 
Rate Revenue Requirements cost $1.64, $1.72 and $(.03) per unit of wastewater volume. The total 
unit cost associated with wastewater volume is S3.33/CCF. The calculation is repeated for each 
cost component to determine the overall unit cost associated with wastewater volume, strength 
(BOD, TSS and Phosphorous] and customer service

5.2.9 Revenue Requirements by Customer Class

The customer class revenue requirements are the basis for establishing alternative rates by 
customer class. The City's existing wastewater rate structure does not include distinct rates by 
customer class. At this time the City does not wish to make major rate structure changes. However, 
the revenue requirements by customer class are shown m Table 51 on the following page and are 
the basis for the alternative wastewater rates presented as appendix B to this report
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TABLE 51: WASTEWATER REVENUE REQUIREMENTS BY CUSTOMER CLASS

Total System Revenue Reomremens S 29 B60,674 S 12223.415 S 4,989 989 $ 4,ffl0,9S9 S 4_9ffl.98ff-S2S37.292 $ .

Total System Unit CCS $ 333 s 2.67 J 188 s 153 87 1 79 49 I *
Units of Semes
Total Inside City Residential 1,839,517 9B9,0B0 916 <37 17 177 25,436 301 096
Total Inside City Commeroal/lndtidna! 1.720.620 877 451 813 007 15.238 7,599 14,646

3,650,138 1,866,531 1 729 444 32415 33,138 315,743
Total Qutaatia City Resdonfial 253 129 12D 2 6 71
Total Otnade City CommeraalAndusslal 8,625 4.339 4.076 76 35 137

8,870 4,528 4.1® 79 42 209
Total System Units Df Serna 3,669,016 1,871,059 1,733,639 32,494 33,177 315,952
Allocated CoS of Service
Total Inside City Residential COS s 16,412,790 $ 6.461,549 s 2 643.097 2643,097 s 2.643 097 S2021.9SS s
Total Inside City Commereral/ltuhistrtaf COS 13.378 G97 s 5,732,288 $ 2 344.793 $ 2344.733 s 2344,793 612030 $
Total Inside City M a asses 2S.791.498 s 12,193,837 % 4 987,BB0 4,387,890 s 4,987,890 $2633,989 $ -
Total Outaidt City Res dental CCS 2,382.16 s 843 % 345 345 s 345 $ 505 $ .
Total Qutade City Commeraal/lndustnal COS 66.796 OS $ 26.735 $ 11,754 11,754 11754 S 2798 1 -

Total Outaide City All Classes (9 178 $ 29,578 $ 12,099 12,099 12,099 3,303 $ -
Total System Cost of Serves $ 29 960.674 s 12̂ 23,415 $ 4,999,989 4,999,969 4,999,989 $2637,292 $
Check on Total System COS (Should be $01 •

The revenue requirem ent for each customer class is the total unit cost of service determ ined 
previously, m ultiplied by the units of service for each customer class. The result is a total allocation 
to each customer class made up of each of the cost components discussed previously. The 
allocation is based on each customer class's contribution to the wastewater utility's overall 
operating and capital costs, as represented by their units of service.

5.3 W A S T E W A T E R  R A T E  D E S IG N

The wastewater rates have been calculated under the existing rate structure and under a new 
structure which recognizes the customer classes present in the City's CIS. The rate calculation 
under existing rates w ill be presented here, w ith the alternative rates by customer class presented 
as an appendix B.

5.3.1 V o lum etric  R a te  C alcu la tions

As mentioned above, the City did not indicate a desire to significantly m odify the existing 
wastewater rate structure. Therefore RFC m aintained various components of the existing w ater 
volum etric rates including: •

• The existing inside/outside city differential [i.e. outside=110%  of inside]
• The existing structure w hich charges the same volum etric rates for all customer classes
• The existing shift of some volum etric costs to the fixed service charge [i.e. a readiness to 

serve adjustment)
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The calculation of the wastewater volum etric rates involves die follow ing steps
• Determine total composite volum etric revenue requirem ent

o Adjust the test-year revenue requirem ent allocated to the volume cost component 
by the readiness to serve amount

o Add the wastewater strength related cost components [BOD, TSS and Phosphorous] 
o Remove Beecher Metro Revenue
c Add the inside and outside city revenue requirements to determ ine a composite 

revenue requirement for all customer classes
• Determ ine the composite wastewater units:

o M ultiply the units of inside and outside city customers by the existing I/O 
differential [Outside=110% of Inside] 

c Add those units together.
• Calculate Inside and Outside City Volum etric Rates:

o Determine a composite rate for all customer classes by dividing the total composite 
revenue requirem ent determined above, by the total composite wastewater units 

o M ultiply the composite rates by the Inside and Outside City differentials [100%  for 
Inside City and 110% for Outside City] to determine the rates for each customer 
class.

The above calculations are sum m arized m Table 52 on the following page.
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5 .3 .2  F ix e d  C h a rg e  C a lc u la tio n s

As noted above, the City did not express a desire to change rate structures at this time.
Consequently, the following aspects of the existing rate structure have been m aintained including:

• The existing m side/outside city differential (i.e. outside=120% of inside]
• The existing shift of some volum etric costs to the fixed service charge [i.e. a readiness to 

serve adjustment]
• The flow equivalencies for the various meter sizes

The calculation of the wastewater fixed charges involves the follow ing steps:

• Determine total composite fixed charge revenue requirement by summing the fixed charge 
revenue requirements (i.e. those allocated to the customer service related cost components] 
and the readiness to serve revenue requirem ent

• Determine the composite fixed charge wastewater units:
o M ultiply the number of inside and outside city equivalent accounts by the existing 

I/O differential (Outside=120% of Inside]
o Add those units together to determine the composite number of equivalent 

customer accounts
• Calculate Inside and Outside City Volum etric Rates by:

o Determine an annual composite rate for all customer classes by dividing the total 
composite revenue requirement determined above, by the total composite 
wastewater equivalent accounts

o Determine a m onthly rate for the 5/8" equivalent account by dividing the annual 
rate by 12.

o M ultiply the composite fixed charges by the Inside and Outside City differentials 
(100% for Inside City and 110% for Outside City] to determine the monthly fixed 
charge per 5/8" equivalent account for inside and outside city customer classes.

o M ultiply the m onthly fixed charge for a 5/8" equivalent account by the meter 
equivalencies for each meter size to determine the m onthly fixed charge for the 
rem aining meter sizes.

The calculations described m the narrative above are summarized in  Table 53 on the following 
page.
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TABLE 53: WASTEWATER FIXED CHARGE CALCULATIONS

Total InaJda Cty RaatoanOal COS S 1021.353 . —42126* S 6,504 16B S 2,021359 8Tata Outaioe Cty RasUenSat COS s 505=l->---42£S6*p5 2123 5 505 $ .Total told* Cty Catnmeiclal'IndusUal COS s 612.030“-a? f *420:6165 1574.140 S 612.030 $ .Total OutBtae Cty CamtnereWftniJustnal COS s 2.798—̂-t»-42&6!4 s 117SB $ 2.738 s .
Total ha ala Cty RautentU COS Adjustraanl s 2.021,953 $ 1504.168Total Outside Cty Residential COS Âustmant s 515 * 2123Total tram* Cty CotDtu*rctainndustrial COS Ad|tertmet* 3 612.030 5 1574140Total Cutside Cty GemmaicialftndLstrial COS Atfustmant s 2733 S 11.768

gaff
gaatgChargaiaS Rasdness id 
ReduifcwjientsC bAtfraknenS?--: Revenue Rea.

RRAflixo tgiJ on Customer Spenfces

RR
Altec sted onCuatonmrBills

i QfSBCVtfrdtf—~- e;-*-- Bqutk&antjl 
AcBOUnfr.r_* AdtWUflti?

- ji'si
Flxafltoajgte

Total tnsUe City RasldanSaiTotal IraIQ6- aty Canmarctt/tndustsiai

Total OutaJda Oty RssUontlalTotal Outside Cty Cammerclal/lndistnal

10,525,127 S 
UBS, 170 S

10.528 755 
3.330 736

25 438 
7 699

13,711336 S 11723 381
S 2.627
S 14,5EB

21436 
7 E9S

3 444 S 
7,742 $

34 4B 
34 45

■u17,193
41.38
4114

Residential Custom* rs
&r 1J0 1 07 5 34 08 6 3100 8% $ 44.19 $ 41.01 8%114* 147 1 46 S 50.56 S 46.32 e% S 6036 * 5101 8%1* 2JM 2.00 $ 70 41 S 65 34 8% J 87.36 5 TIM re1-VZ* 204 2.00 s 70 41 s 65 34 8* s 8196 J TIM 8%
2- 2.04 too s 70 41 s 66 34 8% s 8196 i 76 99 8%

Cotnmendainnduatlal Customers
5fP 112 1 51 s 55 90 51 919 8% s 6157 f 5112 re314* 201 1.32 s 69 J? 64.434 9% $ 7126 t 73 62 8%1* 2 85 135 3 91 JO 84 708 8% s 105.56 i 3106 8%1-1/̂ 431 4.29 5 14140 137 B43 B% s 177.43 s 164 B0 8%113 105 $ 211.19 196 163 8% s 250.24 i 23143 8%r 1163 1162 s 471 £3 X2R.0E5 8% s 5E2.93 t 52167 8%4* 22.56 23 07 $ 777 14 721 642 8% i 95189 S 886 01 8%6* 45. e 4109 s 157110 1453.948 8% s 1.9017* t 1,770.13 8%8* 67 13 61S2 s 2.312.79 2148.213 8% s 1849Jff J 1546 52 8%10* 91 19 9173 $ 3,14117 2918 392 8% s 3 791*1 $ 152154 8%1? 10706 107 61 5 3,688.72 3421233 8% $ 4.449 17 $ 4.1315716* 14136 14117 S 4,87013 4523.945 8% s 191111 * 6,437 3120* 166 45 170 03 s 5.734J6 5326 869 « s 7 03144 3 £.532.02
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5.3 .3  S u m m a ry  o f  E xisting  a n d  F o reca st W a s te w a te r  R a tes

Based on the calculations from the previous two sections, the existing and proposed rates for the 

forecast period are shown in Tables 54 and 55 on the following page.

Note that while the test year FY 2015 rates have been calculated within the cost of service study, 

the rates for FY 2016 and beyond are based on the overall rate revenue increase from the 

wastewater utility financial plan.
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TABLE 55. SUMMARY OF EXISTING AND FORECAST WASTEWATER FIXED CHARGES

— i * * ?* -—■ ,,-- a-r
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z 66.3* 7941 75.33 aoei 64.24 99 92 9764 a  a 91 18 93 GO 84.93 9X71

tmtt« Otf Coaau&liinMaatsI Cm m
5W 61 a 56.90 98 61 64.09 5J9 £21 69 a 70.97 71a 7184 £31 7X92
W s 64-13 B37 74_Z 7a« 13 00 6406 96 35 ID a 64 81 E SX<7 S ®J*r 3 94.71 91.29 97JI 10441 199 M 1)129 H3.fi 114 7S 11910 12047 12299 I25J3
Mffi* i 137.94 149.49 169.79 16991 17758 8 181.19 3 194.73 199.42 OH 19 156.03 ia s 2msr 18X18 211.19 225.97 241.79 £26? 8 267 J3 t 2SJJ s 26!. H 8 Z7ia 1 276.67 s Z8*-S 28X2*r s 428.08 8 47162 604 64 8 SB 98 £e*2£ 67525 597 JB 588.90 $ 610.77 X S2» 8 63645 64X19r s 7269* 8 TT7.I4 S31 54 8 89975 BS 72 3 949 39 i B72 3 988.76 S i n  a t itssa 1 047D 1,06X0*r s • dES S1,571 O 5 i.mic S 1 799.5 T,0HU3 J 1916 14 t CK.fi l.SSXC 203164 207826 211? 7) 2160 1*
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5 . 3 . 4  P r o j e c t e d  R e s i d e n t i a l  W a s t e w a t e r  B i l l s

Table 56 below indicates projected wastewater bills for Residential Inside City customers with a 

5 /8” meter.

TABLE 56: PROJECTED RESIDENTIAL WASTEWATER BILLS

agr-gera.- igreafr jpyzgg-^gan^tFicargsfj
M o n W y  U s a p e  (C C FJ

1 S 36.80 S 39.© S 42.43 S 45 40 $ 47 44 S 48 39 $ 49.3S $ 50 34 S 51 © S 5138 S ©42 S 54 49
2 s 41.60 5 44 82 5 47© S 51 31 S 5162 S 54 70 S 55.79 5 56 90 s 58 04 S 59 20 S ©39 s 61 ©
3 s 4640 S 49 99 $ 5149 s 57.23 s 59.81 S 61 00 S 6122 S ©47 s 64 74 5 66.03 $ 67.35 $ 68.70
4 s 51.20 s S  16 S 59 02 s 6115 s ©99 5 67 31 s 61© S 70.© s 7143 S 71© s 74 31 $ re©
5 $ 56.00 s 60.32 s 64 55 $ ©06 s 7117 S T IE $ 75.09 s 76.S s 78.12 s 79© s 81.28 5 6190
6 s 60 80 s ©49 J 70 08 s 74 98 s 7B36 $ 7192 s 81 a 5 ©  15 s 54 61 s ©51 5 8124 s ©  D1
7 s 65.60 s 70 66 $ 75.61 s 80 90 s 84.£4 s BS-23 s 87.© S 89 71 $ 91.51 s 9134 S ©20 5 97 11
S $ 70 40 s 75.83 s 81.14 s B6 81 s 90 72 $ 9154 s 94 39 5 96.27 s 9120 $ 10016 $ 10117 S 104 21
9 s 75.20 s B1J30 s 86 67 s 32.73 s 98 90 s 98 84 S 100J52 S 10164 S 104.69 $ 106 99 S 1Q913 5 111 31
10 s 80 00 s 8616 s 92-20 5 68© $ 103.09 $ 105.15 $ 107.25 $ 109 40 $ 111S9 S 113 e S 116 09 S 118 42

6 .  D I S C U S S I O N  O F  B E S T  M A N A G E M E N T  

P R A C T I C E S  ( B M P )

We reviewed the City's water and wastewater utility performance in relation to Best Management 

Practices that have been published by Fitch Ratings ["Fitch"). These criteria are used by Fitch when 

reviewing the performance of a utility as part of the bond rating process.

6.1 FINANCIAL PROFILE

‘'Long term integrated financial forecasting tha t considers fu tu re  demand, expected rate increases, 
regulations, and infrastructure renovation and renewal needs."

In general, the City's practices are consistent with this BMP. This report includes ten year 

comprehensive financial plans for both the water and wastewater utilities. These were developed 

m collaboration with City staff and reflect the rate revenue increases necessary to adequately fund 

operation and maintenance expenditures, make necessary capital improvements and ensure fiscal 

sustainability for each utility on a going forward basis. In addition to these general objectives, the 

water utility financial plans reflect the transition from DWSD to the KWA, which is expected to 

lower the level of future rate increases and afford the City greater control over the water utility's 

operating costs.

"Policies ensure appropriate financial margins, including debt service coverage and operating 
liquidity levels."

In general the City is taking steps to improve consistency with this BMP. The aforementioned water 

and wastewater utility financial plans move the City towards an operating reserve target of 90 days
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of O&M and debt service. These reserves are critical to mitigate the risk inherent in operating a 

seasonal enterprise. That said, it is also importance to recognize the sensitivity of ratepayers to 

further increases, especially given the relatively high level of existing rates. Consequently, the City 

has decided to work up to the 90 day target over the next few fiscal years to mitigate the potential 

rate impact

Coverage of existing water utility debt service is quite strong. This stems primarily from the fact 

that given the City's past financial difficulties, it has limited access to capital markets for the 

purpose of funding its capital improvements. At this time, all major capital improvements are 

forecast to be made out of current rate revenues. If this policy is maintained throughout the 

forecast period, water utility debt service coverage will likely continue to improve In the future the 

City may choose to leverage its water revenues via the Michigan Drinking Water Revolving Revenue 

Fund, which would spread the rate impact of the forecast capital improvements. Currently, the City 

does not have any outstanding wastewater debt

"Regular financial reporting and monitoring systems enable policymaker's access to timely 
information on fiscal performance relative to  the budget"

It is our understanding that the City's reporting systems are consistent with this BMP.

*Lim ited exposure to growth sensitive revenues, such as tap, connection, or impact fees"

The City's practices are consistent with this BMP. The City currently receives little to no revenue 

from growth related fees, mostly due to the fact that customer account growth has largely been 

negative or flat in recent years. Consequently the City is not overly reliant on such fees. However, if 

customer account growth becomes positive m the future, the City should consider implementing 

growth related fees to ensure that new customers are adequately compensating existing customers 

for their investment in the water and wastewater systems.

"Collection policies that regularly track the rate of timely payment receipts and enforce penalties 

against late payers or terminate service for non-payment"

The City has taken steps to improve consistency with this BMP In recent years, account 

delinquency and non-payment has become a significant problem for the City. In addition, City staff 

has cited issues regarding potential water theft Given these challenges, the City has engaged a 

consulting firm to aid in the analysis of their customer information system data, m an effort to 

recover the lost revenue associated with these issues. This is a critical m that it ensures paying 

customers are not bearing the burden of water theft gomg forward.

‘W illingness o f political leaders to adjust rates when necessary."
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The City's practices are consistent with this BMP. Emergency Manager Darnell Early has the 

authority to raise rates as necessary to ensure the ongoing financial sustainability of the water and 

wastewater utilities. It is our understanding however, that input from political stakeholders will 

continue to be part of that City's rate adjustment process going forward.

"Lim ited exposure to financial operations o f the general government, so tha t system revenues can be 
rehed upon fo r  use to operate and improve the utility For transfers to the general fu n d  policies tha t 
specifically limit their scope and growth are favorable."

The City is taking steps to improve consistency with this BMP. It is our understanding that 

approximately $10 million is due from the City's general fund to the water and wastewater utilities. 

A potential course of action would be to reduce the amount of administrative fees the water and 

wastewater utilities pay each year to the general fund, until the amount owed is paid back in full. 

Regardless of the method, the City has indicated that as a worst case scenario, the general fund 

would repay the amount owed to the water and wastewater utilities by FY 2019

' Compliance with industry accounting practices and establishment o f  appropriate internal controls."

It is our understanding that the City’s accounting practices adhere to the generally accepted 

accounting practices (“GAAP"} set forth by the Governmental Accounting Standards Board 

("GASB"].

"Rate affordability guidelines th a t consider absolute levels o f rates and their affordability relative to 
income levels."

The City is working to improve consistency with this BMP. Affordability is a critical consideration 

for the City especially given the relatively high level of existing rates. As mentioned above, a key 

component of this study involved analyzing the impact of transitioning from DWSD to the KWA, a 

policy which should generate savings to ratepayers in lieu of what would have happened had the 

City continued to purchase water from DWSD.

6.2 JDEBT PROFILE RELATED

"Prioritized capital improvement plans tha t cover a t least five years and consider capacity, supply; 
regulatory and replacement and renewal needs."

The City's practices are consistent with this BMP. The City has provided five year capital 

improvements plans for the water and wastewater utilities as well as guidance for forecasting 

beyond that period, both of which have been incorporates mto the water and wastewater financial 

plans. Based on our experience with utility operations and an examination of the provided plans, it 

is our opinion that the City is working to address capacity, supply and regulatory issues.
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"Debt issuance policies including types, terms, and suitability under specific conditions, as well as the 
am ount o f  vanable-rate debt deemed appropriate."

Currently the City's wastewater utility has no debt and the level of water utility relatively modest. 

Though the debt associated with the joining KWA will mcrease this amount in the coming years, it 

will not reach unsustainable levels.

“Development o f comprehensive policies on the use o f hedge agreements and their disclosure prior to 
entering into any such agreements."

The water and wastewater utilities are not currently party to any such agreements and there are no 

plans to utilize such agreements in the future.

6.3 O P E R A T IN G  P R O F IL E  R E L A T E D

"Key m anagement industry experience and active participation m organizations tha t keep pace with  
sector issues, regulatory mandates and technological advances.”

The City's practices are consistent with BMP m this regard

“Use o f  professional engineers, either within the utility or outside o f it, to prepare ob]ective reviews o f 
system performance and needs on regular basis and provide periodic revisions to construction cost 
estim a tes“

The City's practices are consistent with BMP in this regard.

"Regular consultation with regional and local grow th planners, community development officials, and 
demographers to predict and, if  possible, lim it infrastructure needs related to population and business 
g ro w th “

The City has been very active in such activities in recent years, as evidenced by their participation 

m the KWA effort to secure a more economical source of water to better meet the City's needs in the 

future.
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