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MEMORANDUM Management Services Memo No. 07-154

DATE: JUNE 8, 2007
TO: MAYOR AND COUNCIL

THRU: W.MARK PENTZ, CITY MANAG
RICH DLUGAS, ASSISTANT CITY MANAGER v

\y
FROM: 0O.D. BURR, ACTING MANAGEMENT SERVICES DIRECTOR (9&?
DAVE SIEGEL, MUNICIPAL UTILITIES D[RECTOR”?s

SUBJECT: ADOPTION OF NOTICE OF INTENTION TO INCREASE CERTAIN
WATER, RECLAIMED WATER AND SEWER FEES AND SET DATE FOR
PUBLIC HEARING JULY 23, 2007

RECOMMENDATION: Staff recommends Council adopt by motion the Notice of Intention to
Increase Certain Water, Reclaimed Water and Sewer Fees and set the date for Public Hearing as
to the proposed revisions on July 23, 2007.

BACKGROUND/DISCUSSION: During the last several years’ budget presentations, staff has
briefed Council that water and sewer increases would be necessary by FY07/08. At the
September 14, 2006 Council Meeting, Council awarded a contract to Red Oak Consulting for
completion of a water and sewer rate study. As part of the rate study, Council appointed an
eight-member citizen committee at the November 16, 2006 Council Meeting to work with Red
Oak Consulting and staff on rate design recommendations. At the May 24, 2007 Council
Meeting, Council approved changes to both the water and sewer rate structures. The proposed
rate increases were applied to these water and sewer rate structures, resulting in some increases
and some decreases in the rate components.

In order to adequately notify interested parties of this update, letters will be sent on Friday,
June 15, 2007 to the ten largest water users for FY05/06 informing them of the proposed
revisions to the water, reclaimed water and sewer fees and the planned date of the Public
Hearing.  Additionally, a notice will appear on all utility bills for a month beginning
June 15, 2007.

The Notice of Intention will be published in the Arizona Republic newspaper showing the date,
time and place of the Public Hearing on July 23, 2007. In compliance with State Statutes, a copy
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of the report supporting the revised water, reclaimed water and sewer fees will be filed with the
City Clerk for public review.

FINANCIAL IMPLICATIONS: The financial plan developed by Red Oak Consulting shows
that rate increases of 9% for water revenues and 12% for sewer revenues are needed to maintain
the financial integrity of the water and sewer enterprises, including debt service coverage and
cash reserve policy requirements over the next two fiscal years. Reclaimed water rates will
increase to be a percentage of the block 2 single-family water rates.

PROPOSED MOTION: Move to adopt the Notice of Intention to Increase Certain Water,
Reclaimed Water and Sewer Fees and to set the date for the Public Hearing on July 23, 2007.

cc: Pat McDermott, Assistant City Manager
Cynthia Haglin, Assistant City Attorney
Bob Mulvey, Assistant Municipal Utilities Director
Rick Giardina, Red Oak Consulting

Attachments: Notice of Intention to Increase Certain Water, Reclaimed Water and Sewer Fees
Implementation Schedule for Revisions to the Water, Reclaimed Water and Sewer
Fees
Red Oak Consulting Water and Wastewater Rate Study



CITY OF CHANDLER
NOTICE OF INTENTION TO INCREASE CERTAIN
WATER, RECLAIMED WATER AND SEWER FEES

NOTICE IS HEREBY GIVEN THAT at a Regular Meeting of the Chandler City Council to be
held in the Council Chambers, 22 South Delaware Street, on Monday, July 23, 2007 at 7:00 p.m.,
it is the Council’s intention to Increase Certain Water, Reclaimed Water and Sewer Fees
effective October 1, 2007. A Public Hearing will be held on Monday, July 23, 2007 at a Regular
Meeting of the Chandler City Council to be held in the Council Chambers, 22 South Delaware
Street at 7:00 p.m. to consider the Increase to Certain Water, Reclaimed Water and Sewer Fees.

A copy of the report supporting the Increase to Certain Water, Reclaimed Water and Sewer Fees
will be available in the office of the City Clerk commencing June 15, 2007.

Published in the on




Implementation Schedule for Revisions to the
Water, Reclaimed Water and Sewer Fees

Dates to make October 1, 2007 Effective Date

June 14, 2007

July 23, 2007

Tuly 23, 2007

August 9, 2007

October 1, 2007

Council - Adopt by Motion Notice of Intention and Publish Date of
Public Hearing

Council — Conduct Public Hearing (must be at least 30 days after
Notice of Intent)

Council — Introduce and Tentatively Adopt Ordinance to Increase
Certain Water, Reclaimed Water and Sewer Fees

Council — Adopt Ordinance to Increase Certain Water, Reclaimed
Water and Sewer Fees

New Water, Reclaimed Water and Sewer Fees in Effect
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June 5, 2007

Ms. Julie Buelt

Senior Financial Analyst
City of Chandler

55 North Arizona Place
Chandler, Arizona 85225

Dear Ms. Buelt:

On behalf of Red Oak Consulting I am pleased to submit this report on the Water and
Wastewater Rate Study completed for the City of Chandler, Arizona.

Thank you for the opportunity to be of service to the City on this important project.
Questions regarding our report should be directed to me at (303) 316-6505.

Very truly yours,

RED OAK CONSULTING
A division of Malcolm Pirnie, Inc.

D0

Richard D. Giardina
Vice President

<100 Fillmore Street, Suite 200 - Denver, CO 80206 - T 303-316-6500 F 303-316-6599 » www.redoakconsulting.com
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Introduction

The firm of Red Oak Consulting (Red Oak) was retained by the City of Chandler (the
City) to develop financial plans for the water and wastewater utility as well as develop

alternative water and wastewater rates. The last time the City raised utility rates was
1994,

The financial plan is based on the City’s proposed fiscal year (FY) 2007-08 budget and
includes the six-year study period covering the years FY 2006-07 through FY 2011-12.
For accounting and reporting purposes the City uses a fiscal year ending June 30.

The results of the financial planning task provide an indication of the need for additional
revenues to maintain the financial integrity of the City’s Water and Wastewater
Enterprise Fund. While the City maintains a single utility enterprise fund, financial
information is captured separately for the water and wastewater operations. It is this
information that Red Oak used to develop the individual financial plans contained in
Appendix A to this report. It is Red Oak’s philosophy that each operation generate the
necessary revenues to be self-sufficient; that is there should not be any subsidy between
the two district operations.

Red Oak also worked with the City to evaluate reclaimed water rates. Rates for water,
wastewater and reclaimed water service will be discussed in turn, in the balance of this
report.

Findings

The most significant findings and recommendations resulting from this study are listed
below. The balance of this report, including the appendices, contains supporting
schedules regarding key findings listed below.

1. Water and wastewater operations cash balances or reserves (cash reserve ratio) should
be established such that water reserves are equal to at least 20% (approximately 75
days) and wastewater is equal to 15% (approximately of 55 days) of annual cash
operation and maintenance (O&M) costs. This reflects a reduction from the City’s
current policy of 25% for both operations.

2. Debt service coverage requirements (which are calculated by dividing net revenue
after O&M costs by annual debt service) should be at least 1.20 times the annual debt
service for revenue bonds (a legal requirement) and target 1.00 for all other debt.
Debt service coverage is measured separately for both operations, however, the legal
requirement of 1.20 times coverage on revenue bonds is measured by combining the
results of both operations — measured on a total fund or utility basis.

The proposed revenue increases are premised upon an every other year approach. The
projected water revenue increases for the study period are noted in Table 1.

Seet REIMAK City of Chandler %
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Water

Table 1.
Water Operations
Revenue Cash Reserve Debt Service
Fiscal Year Increase Ratio Coverage Ratio @
2006-07 0% 65% 1.46
200708 9% 29% 1.59
2008-09 0% 14% 1.31
2009-10 8% 18% 1.75
2010-11 0% 20% 1.89
2011-12 0% 25% 2.05
Average Monthly Residential Bill ©®
FY 2006-07 $20.34
FY 2011-12 $23.94
% Change 18%

‘') Coverage ratio calculated on rate revenue (Appendix A-2).
Coverage ratio calculated on revenue bond debt for combined water and
wastewater operating funds (Appendix A-1).
Assumes the City's existing summer rate structure and 12,000 gallons
of water use.

The proposed revenue increases begin with a 9% increase in FY 2007-08. The rates for
all subsequent years are computed based on the previous year’s rate multiplied by the
indicated rate increase (Table 1). The total increase between FY 2007-08 and FY 2011-
12 is approximately $3.60 a month, when comparing the City’s existing summer rate
structure with the proposed increases using 12,000 gallons of water use.

Even with the projected revenue increases the cash reserve ratio is expected to dip below
20% in some years of the study period. Note that the cash reserve ratio is a self-imposed
guideline and not a legal requirement, however, the cash reserve ratio should not dip
below 20% for prolonged periods of time. The cash reserve ratio in FY 2008-09 is 14%,
and 18% in FY 2009-10, but rebounds to 20% by FY 2010-11.

The debt service coverage requirements are met in all years of the six-year planning
horizon. The average monthly summer bill in FY 2007-08 for a single family residential
customer using 12,000 gallons a month is projected to be $22.17.

The proposed 9% revenue increase was applied in an across the board fashion to the rate
structure recommendation proposed by the City-appointed Rate Structure Design Task
Force. The rates with the proposed revenue increase and the new rate structure are shown
in Tables 2 and 3.

Ceet REMMAK City of Chandler %
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The proposed Inside City to Outside City rate differential is 1.4. In other words, rates for

Outside City customers are 1.4 times higher than those for Inside City customers.

Table 2.
Proposed Water Monthly Base Charge
Meter Size Inside City Outside City
Slg-inch $ 6.31 $ 8.84
%-inch 7.20 10.08
1-inch 9.19 12.87
1 ¥-inch 14.47 20.26
2-inch 20.37 28.52
3-inch 42.94 60.12
4-inch 60.60 84.84
6-inch 115.07 161.10
8-inch 174.34 244,08
10-inch 297.06 415.89
12-inch 419.79 587.71
Table 3.
Proposed Water Monthly Volume Charges
Proposed Proposed
Inside City Outside City
Class Usage Block Winter Summer Winter ummer
(gallons) ($ per 1,000 gallons) ($ per 1,000 gallons)
Single Family 0- 10,000 $1.23 $1.23 $1.73 $1.73
10,001 - 20,000 1.53 1.84 2.15 2.58
20,001 - 40,000 2.29 3.21 3.21 4.50
> 40,000 4.01 6.41 5.62 8.98
Multi-Family 0-10,000 0.76 0.76 1.07 1.07
10,001 - 20,000 0.94 0.94 1.32 1.32
20,001 - 40,000 1.18 1.41 1.66 1.98
> 40,000 1.48 247 2.08 3.46
Industrial All Usage 1.62 2.07 2.27 2.90
Landscape All Usage 1.59 2.53 2.23 3.55
Nonresidential " All Usage 1.51 2.08 212 2.92
™ Includes all other nonresidential customer classes except industrial and landscape.
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The proposed revenue increases were applied to all fixed and volume charges. The
complete water cashflow schedule can be found in Appendix A.

Wastewater (Sewer)

Similar to the revenue increase schedule for the water operations, Red Oak proposes an
every other year revenue increase schedule for the City’s wastewater operations. The
proposed wastewater revenue increases are illustrated in Table 4.

Table 4.
Wastewater Operations
Revenue Cash Reserve Debt Service
Fiscal Year Increase Ratio ¥ Coverage Ratio @
2006-07 0% 85% 1.46
2007-08 12% 67% 1.59
2008-09 0% 36% 1.31
2009-10 13% 24% 1.75
2010-11 0% 13% 1.89
2011-12 13% 14% 2.05
Average Monthly Residential Bill
FY 2006-07 $14.26
FY 2011-12 $22.55
% Change 58%
) Coverage ratio calculated on rate revenue (Appendix A-3).
& Coverage ratio calculated on revenue bond debt for combined water and
wastewater operating funds (Appendix A-1).

A 12% revenue increase in FY 2007-08 is projected to be necessary in order to maintain
the financial integrity of the wastewater operations. The rates for all subsequent years are
computed based on the previous year’s rate multiplied by the indicated rate increase
(Table 4). The total increase between FY 2007-08 and FY 2011-12 is approximately
$8.29 a month.

The wastewater cash reserve ratio is expected to dip below 15% in some years of the
study period. As was the case for the water utility, the cash reserve ratio is not a legal
requirement, but rather a self-imposed standard. While the cash reserve ratio drops in
every year of the study period from FY 2006-07 through FY 2010-11 to a low of 13%,
the ratio begins to rebound in the following year. The debt service coverage
requirements are met in all years of the six-year planning horizon.

The proposed 12% revenue increase was applied to all rates proposed by the Rate
Structure Design Task Force in an across the board fashion. The monthly bill for a single
family residential customer is projected to be $17.66 in FY 2007-08. The single family
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residential class rate structure is based on a flat charge that does not vary by wastewater
flows.

The proposed Inside City to Outside City rate differential is 1.6. In other words, rates for
Outside City customers are 1.6 times higher than those for Inside City customers.

The rates with the proposed revenue increase and the City’s newly adopted new rate
structure shown in Table 5.

Table 5.
Proposed Wastewater Operations
Class Billing Unit Ingide City Outside City
Single Family Dwelling Unit Monthly Base Charge $17.67 $28.28
Multi-Family Dwelling Unit Monthly Base Charge 5.39 8.63
Commercial Monthly Base Charge 4,65 7.44
Per 1,000 gals 2.1 3.38
Commercial Processing &
Manufacturing Monthly Base Charge 4.65 7.44
Per 1,000 gals 2.1 3.38
Medical Institutions Monthly Base Charge 465 7.44
Per 1,000 gals 211 3.38
Educational Institutions Monthly Base Charge 4.65 7.44
Per 1,000 gals 2.1 3.38
Large Volume Industrial Monthly Base Charge 4.65 7.44
Per 1,000 gals 211 3.38
Approved
Commercial/Industrial Monthly Base Charge 465 7.44
Per 1,000 gals 2.11 3.38

The proposed revenue increases were applied to all of the wastewater flat, fixed and
volume charges. The complete wastewater cashflow schedule can be found in Appendix
A.
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Reclaimed Water

The City provides reclaimed water service, which is wastewater that has been treated and
purified for reuse purposes such as irrigation, rather than being discharged into a body of
water. Reclaimed water service is a component of the City’s wastewater operations.

Block 2 of the single family structure is intended to represent irrigation use; it is therefore
Red Oak’s recommendation that the reclaimed water rate be linked to the block 2 rate of
the single family class. The City has proposed that reclaimed water rates be set at 10% of
the block 2 water volume rate for single family class. The reclaimed water rate is
currently approximately 3% of the block 2 single family rate for Inside City customers
and 6% for Outside City customers. Table 6 reflects the proposed reclaimed water rates.

Table 6.
Proposed Reclaimed Water Rates
($ per 1,000 galions)

Winter ummer
Inside City $0.153 $0.184
Outside City 0.215 0.258

Inside City rates are projected to increase by $0.113 per 1,000 gallons in both the winter
and summer period. In the future as the potable water rates increase reclaimed water
rates would increase as well.

The special request recovered water is any water that could be delivered outside the
normal means. Special arrangements must be made on a situational basis. The City has
proposed special request recovered water rates to be set at 70% of the block 2 volume
rate of the single family class as shown in Table 7. In the future, as the potable water rate
increases, the special request recovered water rates would increase as well.

Table 7.
Proposed Special Request Recovered Water Rates
($ per 1,000 gallons)

Winter Summer
Inside City $1.071 $1.288
Outside City 1.500 1.804

The Inside City rate is proposed to increase by $0.481 per 1,000 gallons in the winter and
$0.698 per 1,000 gallons in the summer.
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Conclusions

Red Oak proposes an every other year approach to revenue increases for both the water
and wastewater operations. The revenue increases are necessary in order for water and
wastewater operations to fund O&M costs and capital programs. The debt service
coverage ratios on outstanding revenue debt are above the legal 1.20 coverage
requirements in each of the six years of the study period.

The reclaimed water rate is recommended to be linked to the single family block 2 rate.
While this does increase the rate paid for reclaimed water, the rate is still much cheaper
than the potable water rate and should encourage consumers to use the reclaimed system
rather than potable water for irrigation purposes.

All rate increases for FY 2007-08 are proposed to become effective October 1, at the
beginning of the next winter period. At this time, the City is not required to adopt
projected future year revenue increases. The increases that have been projected for FY
2007-08 are anticipated to be sufficient to maintain the financial integrity of the water
and wastewater operations through FY 2008-09. As part of the annual budget process the
financial integrity of the water and wastewater operations should be reviewed and rates
should be adjusted appropriately.
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