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SECTION 1
STUDY FRAMEWQORK

A. STUDY INTRODUCTION

In 2007, Town of Friday Harbor authorized FCS GROUP to complete a Water, Sewer &
Stormwater Utility Rate Study and Right-to-Cennect Charge Update. The scopc of the project
included the following elements:

+  Assess revenue needs for a multi-year period that include adequate funding for operations and
mainrtenance, capital projects, debt service, and other program activiries.

*  Project long-term capital needs and incorporate these needs into a long-term funding forecast
that includes rates, debt, right-to-connect charges and existing reserves.

¢+ Review and update the water, sewer and stormwater right-to-connect charges.

These scope elements are addressed throughout each phase of the work described in this report,

Where possible, specific responses to individual questions raised in this list have been provided in the

narrative,

B. UTILITY RATE SETTING PRINCIPLES AND METHODOLOGY

The methods used to establish utility rates are based on principles that are generally accepted and
widely followed throughout the industry. These principles are designed to produce rates that
equitably recover costs from each class of customer by setting the appropriate level of revenue to be
collected from ratepayers, and establishing a rate structure to equitably collect those revenues.

The primary tasks of the rate study are listed below:

¢« Rate Revenue Requirements Analysis. This analysis identified the total revenue requirement to
fully fund each utility on a stand alone basis, considering operating and maintenance
expenditures, forecasts capital funding goals, debt requirements and policy objectives.

¢ Rate Design Analysis. This analysis includes the development of rates that generate sufficient
revenue o meet each system’s revenue requirement forecast and continue to address the Town’s
pricing objectives (e.g. conservation).

B.17 REVENUE REQUIREMENTS ANALYSIS

A revenue requirement analysis forms the basis for a long-range financial plan and multi-year rate
management strategy for each utility. Ir also enables the Town to set utility rate structures, which
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fully recover the total costs of operating cach utility: capital improvement and replacement,
operations, maintenance, general administration, fiscal policy attainment, cash reserve management,
and debt repayment. Linking utility rate levels ro a financial plan such as this helps to enable not
only sound financial performance for the Town’s utility enterprise funds, bur also a clear and
reasonable relationship between the costs imposed on utility customers and the costs incurred to
provide them the service,

When FCS GROUP conducts a revenue requirements analysis — the financial plan for each utilicy —
it includes the following core clements to form a complete portrayal of the urility’s inancial
obligations:

+  Fiscal Policy Analysis — Identifies formal and informal fiscal policies of the Town to ensure that
current policies are maintained, including: reserve levels, capital/system replacement funding and
debt service coverage rargers.

« Capital Funding Plan — Defines a strategy for funding the Town’s capital improvement
program, including an analysis of available resources from rate revenues, right-to-connecr
charges, debt financing, and any special resources that may be readily available (c.g., grants,
developer participation, etc.). Includes any planned or recommended accumulation and use of

dedicated reserves for asset renewal and replacement projects.

< Operating Forecast — Identifies future annual non-capital costs associated with the operation,
maintenance, and administrarion of the utility systems,

*  Reserve Analysis - Forecasts cash flow and fund balance acrivity in the Town’s utility reserves.
Tests for satisfaction of actual or recommended minimum fund balance policies, including
working capital / operating reserves and capiral contingency / emergency reserves.

¢ Sufficiency Testing — Evaluates the sufficiency of utility revenues in meeting all obligations,
including cash uses such as operating expenses, debt service, capital outlays, and reserve
contributions, as well as any coverage requirements associated with long-term debe.

+  Strategy Development — Designs a forward-looking strategy for adjusting utility resources to
fully fund all utility obligations on a periodic or annual basis over the projection period.

From this foundation, utility rate structures can be adjusted to meet the defined annual and long-
term funding targer as well the Town’s pricing objecrives.

B.2 RATE DESIGN

The focus of rate design is the design of the pricing structures and is largely dictated by the objectives
of the utility. The principal consideration is for the rate structure to generate sufficient revenues for
the system which are reasonable commensurate with the cost of providing service. Most rate designs
consist of fixed and variable charges. Fixed costs typically attempt to caver costs of the system that
do not vary. Because the majority of the costs for the utility systems are fixed in nature, it is not
uncommon for fixed chasges to include other cost elements to enhance revenue stability. Variable
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costs vary with a change in user demand. In general customers prefer more costs tied to the variable
charge since changes in behavior have a direct correlation with a change in their bill.
Exhibit 1.1 illustrates rate revenue requirement and rate design components.

Exhibit 1.1 - Revenue Requirement and Rate Design Analytical Components

FINANCIAL MANAGEMENT
l PRACTICES & GOALS PRICING OBJECTIVES
REPAIR / REPLACEMENT * CASH NESERVES
* RATE FUNIHNG
» DEST PROCEEDS
IMPROVEMENTS / + CONTRIBUTIONS
EXPANSION *R--C CHARGES
I ]
DEAT SERVICE . RESENVE TARGETS RATE FUNDING
[ |
ASSUMPTIONS OPERATING BUDGETS
CUSTOMER STATISTICS NON-RATE REVENUES
A4
MULTI-YEAR FINANCIAL PLANNING PERIOD RATE
| PEAN | l ANNUAL NEEDS I l STRATEGY
1 T -1
| FIXED CHARGES | | VANIADLE CHANGES |
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SECTION 2
WATER UTILITY

A. REVENUE REQUIREMENTS

A revenue requirement analysis forms the basis for a long-range financial plan and multi-year rate
management strategy. The analysis is developed by completion of an operating forecast that
identifies future annual non-operating costs and a capital funding plan that defines a strategy for
funding the eapital improvement needs of the Town.

A.T REVENUE REQUIREMENTS ANALYSIS

The purpose of the operating forecast is to determine whether the existing rates and charges are
sufficient to recover the costs the Town incurs to operate and maintain the water system. The 2008
budger revenues and expenses form the baseline for this forecasr. The operating income forecast was
developed for the 2008 through 2015 time period.

Key Assumptions

+  Operating Reserves: 60 days of O&M expenses (per discussion with Town staff and industry
standard)

¢+ Capital Contingency Reserves: 2% of total Plant-in-Service (per discussion with Town staff and
industry standard)

Operating Revenue

+  Customer Growth Rate Revenue: 1.50% per year (per Water Plan and discussion with Town
staff)

+ Interest Earnings Rate: 3.13% per year (per discussion with Town staff using the five-year
average for the Washington State Local Government Investment Pool)

Operating & Maintenance (O&M) Expenses

+  General Cost Inflation: 3.2% per year (based on analysis of historical Consumer Price Index data
and discussion with Town staff)

«  Construction Cost Inflation: 4.0% per year (based on Engineering News Record Seartle
Construction Cost Index)
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¢

Labor & Benefits: 3.2% per year (tied to inflation per discussion with Town staff)
Local/State Excise Taxes: Public utility excise tax rate is 5.029% on all water rate revenues

State B&O Tax: 1.50% on all non-rate revenues

Debr Service

£

Existing Debt Service: The two (2) outstanding debt issues in the warer utility consist of a 2004
revenue bond and one public works trust fund loan (PWTF). The revenue bond is scheduled to

- be paid off in 2014, while the PWTF loan is scheduled to be paid off in 2011,

New Debt Service: There are two new debr issues for the water utility; our analysis indicates that
projected revenues and fund balances will not provide sufficient funding for operations and
capital projects. The first debr issue is anticipated in 2009 for an amount of $714 thousand and
one in 2015 for an amount of $2.64 million. The 2009 issue will help fund the Hillview Terrace
Pump Zone Project and the 2015 issue will fund half of the Raise Trout Lake Dam project.

System Reinvestment

<

System reinvestment funding is to ensure system integrity through reinvestment in the system.
Ideally, the minimum funding would be an amount equal to or greater than depreciation
expense. If the annual depreciation expense is not available, it can be estimared based on the
current water utility asset listing. The water utility’s total plant in service is valued at $6.5
million at the end of 2007, with assets ranging from 1912 to 2007. Applying the appropriate
annual Engineering News Record (ENR) construction cost index figures to each asset’s original
cost provides an estimate of the assets value in current dollars, which is $20.5 million. Assuming
the average lifespan for an asset in the system is 50 years, annual depreciation expense is
estimated to be $410 thousand in 2008. Ideally the Town would be funding approximately
$400,000 in capital from ongoing user rates.

Historically, this rate funded component has had minimal funding, depending on the availability
of funds. Currently, the Town is funding $416 thousand annually (this includes $16 thousand
towards a common public works building and fencing project). In the near-term, 2008 — 2010
this component will stay constant at $416 thousand to prevent any extra pressure on rates,
starting in 2011 the system reinvestment will increase to $516 thousand and continue to increase
annually up to $690 thousand by 2015, This additional funding will aid in reducing the needed
debt for Trout Lake Dam. After this project is completed, the Town should recalculate the

§ystem reinvestment targer,

A.2 CAPITAL FUNDING PLAN
A summary of the capital-funding plan is provided in Exhibit 2.1 on the following page. The water

utility is anticipating $10.5 million in capital costs in 2008 through 2015. The annual average
capital funding need is approximately $1.3 million with 2015 bexng the highest capital outlay year at

Ealutfons Elriznted Cresznliing

$5.9 million.
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Exhibit 2.1 - Water Utiliry Capital Funding Summary

CAPITAL PROJECTS
Improvemer Upgrade & Fxpansions  § 514,400 § 2,537,600 $ 540,800 $§ 562432 § - § - 8 -5 5921693 |5 10,676,915
Repaies and Replacements 407,000 - - . - - - - 407,000
TOTAL CAPITAL EXPENDITURES $ 021400 $ 2,537,600 § 540,800 5 562,432 8 - 8 - 3 - ¥ 5021,693 | § 10,483,925
FUNDING SOURCES
Capial Fund Balance § 456400 5 1,358,202 § 75,800 § - 8 - s - s - 5 2.542.“1’] S 4432414
fight To Cannect Charges 65,000 5,000 65,000 65,000 - - - 65,000 325,000
Revenue Bond Procecds - 714,398 . - - - - 1,640,882 3,355,279
Spstem Relnvesiment 400,000 400,000 400,000 497,432 - - - 473,800 371,232
TOTAL CAPITAL RESOURCES § 921400 % 2,537,600 § 540,800 § 562432 § - 3 - 3 - 3 5921,693 | § 10,483,925

Due to the nature of the capital projects as identified, the majority of funding for future capital
nceds is expected to come from the existing capital fund balances, the rest will be covered through a
combination of right-to-connect charges, annual system reinvestment and revenue bond proceeds.

A.3 SUMMARY OF REVENUE REQUIREMENT

The operating forecast components of Q&M expenses, debt service and system reinvestment
funding come together to form the multi-year revenue requirement. The revenue requirement
compares the overall revenue available to the water urility to the expenses to evaluate the sufficiency
of rates. Exhibit 2.2 below provides a summary of the water utility revenue requirement findings.

Exhibit 2.2 - Water Utility Revenue Requirement Summary

Revenues : '

Rate Revenues Under Existing Rages § 1,524,000 § 1,546,860 § 1,570,063 § 1,593,614 S 1,617,518 § 1,641,78] § 1666408 § 1,60) A04

Non-Raie Revenues 31,684 28,902 31,332 31,887 33,947 35,054 36,212 36,604
‘Towl Revenues $ 1,555,684 ¥ 1,575,769 § 1,601,395 § 1,626,501 § 1,651,465 $ 1,676,835 § 1,702,619 § 1,728,007
Expentscs

Cash O&M Espenses § 1,025625 5 K056,614 5 1,088,342 S 1,021,042 § 1,155,036 $ 1,190359 § 1,226,390 § 1,263,841

Sysiem Rainvestment 416,000 416,000 416,000 516,000 559,450 602,900 646,350 689,800

Esxtsting Debt Service 171,782 172,857 173425 168,578 137,298 136,923 - -

New Debi Service - 63,712 63,712 63,712 63,712 63,712 63,752 299,232
Total Expenses $ 1,613,414 5 1,709,183 3 1,741,486 § 1,869,431 $ 1,915495 § 1,993,693 § 1,936,452 £ 2,252,873
Net Surplus {Deficiency) 3 (57.730) § (133.414) 5 (040,091} $ (242,930) ¥ (264,030) § (316,858) § (233,833) § (524,865)
% of Raie Revenue 31.79% B.62% B.92% 15.24% 16.32% £9.30% 0.009 31.03%
Use of Reserves 57,730 12,216 - - - - - -
Net Surplus {Deficiency) afier Reserves 1 - § (121,198) 3 {140,091) § (242,930) § (264,030) § (316,858) § (233,833) § {524,965)
Req. Increase afier Use of Funds 0,00% 7.84% 8.92% 15.24%6 16.42496 19.20% 0.00% 31.03%
Annual Rate Adjustment 0.00% 4.00% 5,00% 3.00% 3.00% 3.00% 3.00% 3.00%
Net Cash Flaw After Rate Increase 5 - £ - $ 75374 0§ 27,711 § 63018 § 73,922 § 222,186 § 70

The 2008 revenue requirement from rates is $1.6 million (total expenses minus non-rate revenues).
The revenue requirement analysis indicates a rate deficiency in each year of the study ranging from
3.79% in 2008 increasing to 31.03% by 2015. The 31.03% rate increase in 2015 is due to the Raise
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Trout Lake Dam capital project and the accumulation of funding needed to fund half of the project
through cash and the rest through debrt financing by 2015. In order to accumulare the necessary
funds and to meer annual operating and maintenance requirements we recommend a 9.0% rate
increase in 2009 followed by a 5.0% increases in 2010 and 3.0% inflationary increases thereafter.
Implementation of the new rate increases is scheduled for January 1* 2009; $58 thousand must be
funded by the operating fund /reserve in 2008 and $12 thousand in 2009.

The recommendation to cover the rate deficiencies with existing reserves from 2008 to 2009 was
based on two factors: the strength of the Town’s fund balances and the goal to minimize unnecessary
rate impacts on customers. Exhibit 2.3 below contains an analysis of the Town’s water fund
balances through the length of the study: '

Exhibit 2.3 - Water Utilicy Fund Activity

Opemting:
Beginning Balance $ 282030 $ i68,596 5 156,380 § 178907 S 1B4,297 5 1B9B6Y 5 195642 § 201,598
Plus: Net Cash Flow afier Rate Increase - - 75,374 27,731 65,018 73,922 222,186 70
Less: Use of Reserves far Rate Smbilization (57.730) {12,218) - - - - - -
Less: Use al Reserves for Capisal (55,704} - {52,847) {22,341) (59,446) (68,148) {216,230)
Ending Balanee 5 168596 % 1_55.380 $ 178,907 % 184,297 § 189,869 $ 1950642 $ 201,598 $ 201,668
Minimum Operaring Targer Balance 168,596 173,690 178,907 184,297 189,869 195,642 201,598 207,755
Days Mer (60 Day Targer) 60 54 6t 60 60 60 [ 58
Capital:
Beginning Balance § 1,633,282 § 1,358,202 § 62,007 § 60,495 § 106797 S 797,536 5 1,562,044 S 2,542,0%)
Plus: Hate Funded Sysiem Reinvestmem 400,000 400,000 400,000 500,000 343,450 586,900 630,350 673,800
Plus: Funding from Transfees 74,500 19,500 19,500 19,500 19,500 19,500 19,500 19,500
Plus: Right o Connect Charge Revenue 65,000 65,000 65,000 65,000 65,000 65,000 65,000 65,000
Plus: Neg Debiy Proceeds - 714,398 - - - - - 2,640,882
Plus: Interest Earnings 51,116 42,507 1,941 1,893 3,342 24,960 48,887 75,556
Plus: Use ol Operting for Capital 55,704 - 52,847 22,541 59,446 68,148 216,230 -
Less: Capitl Projects (921,400}  {2,537,600) (540,800) {562,432) - - - (5,921,693}
Ending Balance § 1,358,202 3 62,007 $§ 60495 § 106797 $ 797,536 % 1,562,044 $ 2,542,011 $ 99,056
Minimum Capical Targer Balance § 153,22 § 203976 5§ 4,792 5§ 226041 S 226041 § 226041 5 22604F 8 344475

As discussed in the “Key Assumptions” section above, two fiscal policy targets have been
incorporated into the analysis:

«  Operating Reserve: 60 days of O&M expenses ($168,000 to $207,000 each year) Although
$70,000 of existing reserve are required to meet short term cash flow needs, the healthy fund
balance in the water utility enables the Town to reach its fiscal policy target in each year, except
2009 in order to mitigate an unnecessarily higher rate increase.

+  Capiral Contingency: 2% of total Plant-in-Service ($153,000 to $344,000 each year), The
target capital balance is not met in 2009 through 2011, and then again in 2015. This is due o
avoid putting more pressure on the rate payers. The capital fund balance starts to exceed its
minimal target in 2012 and only dips below in 2015 due to the large capital project. This fund
balance is a new concept for the Town; therefore it is strictly a target to strive for and not a targer

that should affect rates ar this time.
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We recommend that the Town revisit rates for 2011 and beyond. At thar time, the Town can better
asses if they are on track for accumulating enough revenue o fund the Raise Trout Lake Dam

project.

B. RATE DESIGN

The principal objective of the rate design stage of this rate study was to implement water rate
structures that collect the appropriate level of revenue.

Establishing rates is a blend of “Art” and “Science” and especially so when it comes to the rate levels
and structures. Several variables must be balanced to arrive at the optimal rates. The results of the
cost-of-service analysis from the 2002 rate study were maintained and used to develop new water rate
structures designed to equitably recover the projected revenue requirements from customers. The
new rate increases were passed through each class with an across the board approach as requested by
the Town. In essence, each rate component (fixed and variable charge) will be increased by the same
percentage. There was no greater weight pur on either charge.

B.1T EXISTING WATER RATES

The existing water rates are composed of a fixed monthly charge by meter size and a variable charge
per 1,000 gallons. There are three separate fixed charge structures; Single Family Residential class
starts at $35.06 per a 5/8” meter, Commercial / Multifamily / Public Authority starts at $35.45 per
5/8” meter and Industrial / Light Manufacturing, which starts at $39.91 per 5/8"” meter. There are
two separate variable charge structures, the Single Family Residential class functions on an inverted
block structure. There are four blocks, block 1 ranges from 0-3.5 thousand gallons and is $6.11 per
thousand gallons, block 2 is 3.5-7.0 thousand gallons and is $7.67 per thousand gallons, block 3 is
7.0-10.5 thousand gallons is $10.17 per thousand gallons, block 4 is 10.5 thousand gallons and
above and is $12.21 per thousand gallons. All the other classes are on a seasonal structure with a
winter and summer charge. The winter rate is $6.11 per thousand gallons and the summer rate is
$7.68 per thousand gallons. The Town also provides service to “Out of Town” customers, there is a
50% surcharge on the fixed charges for these customers, by meter size. The Town offers a Low
Income Senior / Disabled customers rate. This rate has the same volume charge as the Town’s other
Single Family Residential customers, bur receives a discount of 50% on their fixed monthly charges.

Exhibit 2.4 on the following page provides a summary of the current water utility rate structure:
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Exhibit 2.4 - Current Water Rates

InTown | Outof Town Variable Charge (per 1,000 gallons)
Meter  |Monthly Fixed|Monthly Fixed| BlockI | Block2 | Block3 | Block 4
Costs Costs (0-3.5) (3.5-7) {7-10.5) (10.5+)
Residential

5/8" $ 35.06 | $ 52.59 6.11 7.67 10.17 12.21
1" 79.40 119,10 6.11 7.67 10.17 12.21
1.5" 153.38 230.06 - 4.1l 7.67 10.17 12.21
2" 242.11 363.16 6.11 7.67 10.17 12.21
Low Income 17.53 26.30 6.11 7.67 10,17 12.21
Com I MF/PA. ‘Winter l Summer

5/8" 3 3546 | % 53.19 = ¥ 611 § 7.68
1" 80.44 120.65 6.11 7.68
1.5" 155.43 233.14 6.11 7.68
2" 245.41 368.11 6.11 7.68
3" 485.38 728.08 6.11 7.68
4" 755.31 1,132.97 G.11 7.68
IND/LME Wincer I Summer

5/8" $ 39911 % 59.85 |5 611 & 7.68
1" 91.61 137.40 6.11 7.68
1.5" 177.74 266.62 6.11 7.68
2" 281.16 421.72 6.11 7.G8
3" 556.79 835.19 6.11 7.68
4" 866.92 1,300.37 6.11 7.68

B.2 PROPOSED WATER RATES

The proposed water rate schedule contains no structural changes and applies the annual rate
increases equally to the fixed and variable charge.

Exhibit 2.5 on the following page provides a summary of the proposed rates for 2009 and 2010:
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Exhibit 2.5 — 2009 & 2010 Proposed Water Rates

Qut of Town

dju (5

In Town Out of Town Variable Charge (per 1,000 gallons)
Meter Monthly Fixed| Monthly Fixed| Block1 | Block2 | Block3 | Block 4
Costs Costs (0-3.5) (3.5-7) | (7-10.5) | (10.54)
Residential
5/8" 5 3822 & 57.32|% 666 § B36 § 1109 % 133
1" 86.55 125,82 6.66 8.36 11.09 13.31
1.5" 167.18 250.77 6,66 8.36 11.09 13.31
2" 263.90 395.84 0.60 8.36 11.09 13.31
Low Income 19.11 28.66 6.66 8.36 11.09 ° 13.31
Com / MF/ P.A. Winter | Summer
5/8" 5 3865 | § 57.98 |2 § 666 § 837
1" 87.68 131.51 6.66 8.57
1.5" 169.42 254.12 6.66 8.37
" 267.50 401.24 6.66 837
3" 529.06 793.61 6.66 8.37
4" 823.29 1,234.94 6.66 8.37
IND/LMF ‘Winter | Summer
5/8" b 43,50 | § 65.24 Els 6.66 5 8.37
1" 99.85 149.77 6.66 B.37
1.5" 193.74 290.62 6.66 8.37
2" 306.46 459.67 6.66 8.37
3" 606.90 910.36 6.66 8.37
4" 044,94 1,417.40 6,66 8.37

In Tawn Variable Charge (per 1,000 gallons)
Meter Monthly Fixed| Monthly Fixed| Block1 | Block2 | Block3 | Block4
Costs Costs {0-3.5) (3.5-7) (7-10.5) (10.5+)

. Residential
5/8" 3 4013 | § 60,19 |% 699 § B78 § 1164 § 1397
1" 90.87 136.31 6.99 8.78 11.64 13.97
1.5" 175.54 263.30 6.99 8.78 11.64 13.97
2" 277.09 415,64 6.99 8.78 11.64 13.97
Low Income 20.0G6 30.09 6.99 8.78 11.64 13.97
Com /MF/P.A. | Winter | Summer
5/8" 5 40.58 | & G0.88 699 § 879
™ 92.06 138.08 6.99 8.79
1.5" 177.89 266.83 6.99 8.7%
2" 280.87 421.30 6.99 8.79
3" 555.52 833.29 6.99 B8.79
4" 864.45 1,296.68 6.99 8.79
IND/LMF Winter I Summer
5/8" 3 4568 | & 68.50 | | 5 699 3§ 8.79
1 104.85 157.25 ' 6.99 8.79
1.5" 203.42 305.15 6.99 8.79
2" 321.79 482,66 6.99 B.79
3" 637.23 955.87 | 6.99 8.79
4" 992.19 1,488.27 | 6.99 8.79
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C. SUMMARY

The analysis described above concludes the utility rate study for the warer urilicy. The revenue
requirement analysis shows a need for several rate adjustments starting in 2009. It also shows a need
for new debrt issuance to cover capiral costs in 2010 and in 2015. System reinvestment funding will
increase from the current levels in 2011 and will increase annually through 2015 in order to
maintain a healthy capital replacement funding program. The derailed technical exhibits developed
as part of the water rate study can be found at the end of this report in the Technical Appendix.
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SECTION 3
SEWER UTILITY

A. REVENUE REQUIREMENTS

Similar to the water utility a revenue requirement was completed and forms the basis for a long-
range financial plan and multi-year rate management strategy.

A.1 OPERATING FORECAST

The purpose of the operating forecast is to determine whether the currently adopted rates and
charges are sufficient ro recover the costs the Town incurs to operate and maintain the sewer system,
The 2008 budger revenues and expenses form the baseline for this forecast. The operating income
forecast was developed for the 2008 through 2015 time period.

Key Assumptions

+  Operating Reserves: 60 days of O&M expenses (based on industry standard and discussion
with Town staff)

+  Capiral Contingency Reserves: 2% of total Plant-in-Service (based on industry standard and
discussion with Town staff)

Operating Revenue
«  Customer Growth Rate Revenue: 1.50% per year (per discussion with Town Staff)

«  Interest Earnings Rate: 3.13% per year (per discussion with Town staff using the five-year
average for the Washington State Local Government Investment Poal)

Operating & Maintenance (O&M) Expenses

«  General Cost Inflation: 3.2% per year (based on analysis of historical Consumer Price Index
dara and discussion with Town staff)

+  Construction Cost Inflation: 4.0% per year (based on Engineering News Record Seattle
Coanstruction Cost Index)

«  Labor & Benefits: 3.2% per year (tied to inflation per discussion with Town staff)
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< Local/State Excise Taxes: Public utility excise tax rare is 3.852% on collection revenue and
1.50% on the treatment revenue. According ro Town’s tax records, collection makes up 28% of
rate revenue and treatment makes up 72% of rate revenue.

. State B&O Tax: 1.50% on all non-rate revenues,

Debt Service

«  Existing Debrt Service: The six (6) outstanding deb issues in the sewer utility consist of a 1998
and 2003 revenue bonds (the 1998 revenue bond gers paid offin 2011} and four (4) public
works trust fund loans.

< New Debr Service: There are two new debt issues assumed in the analysis. An interest free
Department of Ecology loan, which starts one year after the completion of the Sewer
Replacement project, and a PWTF loan in 2009, which will help pay for the Sewer
Replacement project.

 System Reinvestment

+  The purpose of system reinvestment funding is to ensure system integrity through reinvestment
in the system. Ideally, the minimum funding would be an amount equal to or greater than
depreciation expense. If the annual depreciation expense is not available, it can be estimared
based on the current sewer system asset listing. The sewer utility’s total plant in service is valued
at $13.8 million in the end of 2007, with assets ranging from 1951 to 2007. Applying the
appropriate annual Engineering News Record (ENR) construction cost index figures to each
asset’s original cost provides an estimate of the assets value in current dollars, which is $22.7
million. Assuming the average lifespan for an asset in the system is 50 years, annual
depreciation expense is estimated to be $453 thousand in 2008.

«  Historically, this rate funded component has had minimal funding, depending on the available
balances. Currently the Town is funding $91 thousand (of which $16 thousand is going
towards a public works building and fencing project). We recommend keeping the funding
levels constant until 2010 to avoid putting any unnecessary pressure on the rate payers. Starting
in 2011 we recommend increasing the funding levels annually starting at $202 thousand in
2011 and increasing to $462 thousand in 2015, '

A.2 CAPITAL FUNDING PLAN .

A summary of the capital funding plan is provided in Exhibit 3.1 on the following page. The sewer
utility is anticiparing $6.02 million in capital costs in 2008 through 2015. The capital projects are
made up of two specific projects. The Sewer Replacement Project is estimated at around $5.10
million, and will be funded specifically using a $2.166 million grant and a $2.166 million interest
free department of ecology loan. The second project, Inflow Control, accounts for $921 thousand
and is going to be funded through a combination of system reinvestment Funding, right-to-connect
charges and available capital fund balances.
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Exhibit 3.1 - Sewer Utility Capital Funding' Summary

CAPITAL PROJECTS
Improvement Upgrade & Expansions s - 8 - 5 - % - § -8 - 8 - 5§ - s -
Repairs and Replacements 2,600,000 2,704,000 108,160 112,486 116,986 121,665 126,532 131,593 6,021,423
TOTAL CAPITAL EXPENDITURES $ 2600000 $ 2,704,000 %5 10B,150 § 112486 $ 11GOB6 $ 121,665 § 126532 $5 131,593} 3 6.021.423
FUNDING SOURCES
Existing PWTF Proceeds $  6000D0 $§ 2166515 3§ - ] - 8 - L3 . 13 - s - $ 1766,515
Grant Proceeds 1,500,080 265,515 - - - - - - 2,166,315
Capital Fund Balance - 93,970 - - - - - - 93,570
Right To Congert Charges 25,000 102,000 33,160 - - - - - 160,160
Systemn Reinveniment 73000 73,000 75,000 112,486 116,980 121,665 126,532 131,593 534,263
|TOTAL CAPITAL RESOURCES § 2,600,000 § 2,704,000 3 108360 $ 112,486 ¥ 116986 § 121,665 3 126,532 § 131,593 |$ 6021423

All of the capital projects relate to repair and replacement projects. Due to the nature of the capital
projects as identified, the majority of funding for future capital needs is expected to come from the
existing PWTF proceeds, Grant funding, interest free department of ecology loan proceeds, nght—to—
connect charges, system reinvestment funding and existing fund balance.

A.3 SUMMARY OF REVENUE REQUIREMENT

The operating forecast components of Q&M cxpenses, debt service and system reinvestment
funding come together to form the multi-year revenue requirement. The revenue requirement
compares the overall revenue available to the utility to the expenses to evaluate the sufficiency of
rates. Exhibit 3.2 below provides a summary of the sewer utility revenue requirement findings.

Exhibit 3.2 - Sewer Utility Revenue Requirement Su'mmary

Revenues

Rate Revenues Under Existing Rares § 1,518,000 %5 1,540,770 5 1,563.B82 § 1,587,340 $ 1,611,150 § 1,635317 5 1,659,847 § 1,684,745

MNon-Rase Revenlies 101,758 103,447 108,045 112,330 186,159 120,561 125,785 130,944
‘Total Revenues $ 1619768 3 1,644,217 § 1,671,927 $ 1,699.670 § 1,727,309 $ 1,756,174 $ 1,785,632 % 1,815,688
Expenses

Cash O&M Expenses $ 1008200 & 1,042,395 S 1074991 § 1,113,333 5 1,148,263 5 1,184,443 $ 1,221,511 $ 1,260,312

Sysiem Reinvestment 91,000 91,000 91,000 202,000 261,220 324,520 396,670 461,870

Existing Debit Service 501,708 616,636 B5B,276 798,465 797,239 795,603 788,641 791,522
Toual Expenses $ 1,690,906 % 1,740,031 § 2024267 $ 2,013,798 § 2,206,722 $ 2,304,566 $ 2,406,822 3 2,513,705
Nea Surples (Defciency) 3 (71038) $ (95.814) $ (352,340) $ (414,129 $ (479.413) $ (548,388) $ (621,190) § (696,016}
96 of Rate Revenue 4.69% 6,225 22.538) 26.09% 29.76% 33.53% 0.00% 41.43%
Use of Reserves 71,138 - & - - - - -
Ner Surplus (Deficlency) alier Reserves 3 - § (95814) % (352,335) 3 (414,129) $ (479,413} ¥ (544,388) $ (621,190) $ (G9B,016)
Req. Increase after Use of Funds 0.00% 6.22% 22.53% 26,0096 20764 33,535 37.42% 41.43%
Annual Rare Adjusiment 0.00% 11.10% 11.10%: 3.00% 3.00% 3.00% 3.00% 3.00%
Ner Cash Flow After Rare Increase 3 - 3 54921 3 - ] 5 3 16 § 13 13 3

The 2008 revenue requirement from rates is $1.60 million (total expenses minus non-rate revenues).
The revenue requirement analysis indicates a rate deficiency of 4.69% in 2008 increasing to 41.43%
by 2015. The majority of the rate increases are needed ro cover the amount of PWTF debt, which is
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needed for the Sewer Replacement Project. In order to fund the ongoing operating forecast as stated
we recommend two 11.1% rare increases in 2009 and 2010, followed by 3.0% inflationary increases
thereafter. Since the new rate increase is going into effect in early 2009, $71 thousand had to be

funded by the operating fund / reserve in 2008.

The recommendation to cover the rate deficiencies with existing reserves was based on two factors:
the strength of the Town’s fund balances and the goal to minimize unnecessary rate impacts on
customers. Exhibit 3.3 below contains an analysis of the Town’s sewer fund balances through the
length of the study:

Exhibit 3.3 - Sewer Utility Fund Activiry

Operating:
Beginning Balance § 226276 & 155138 § 171353 5 171,347 § 171352 § 171,366 5 171,369 § 171,370
Plus: Mot Cash Flow afier Rate Inercase - 54,021 - 5 16 1 1 3
Less: Use of Reserves for Rare Seabilization 71,138) - (6) - . - - -
Less: Use o Reserves for Capiral - {38,706) - - - - - -
Ending Balance % 155138 % 171,353 $ 171,347 3 171,352 § 171,368 § 171,369 § 171,370 3 171,373
Minimum Operzting Target Balanee 165,732 171,353 176,711 183,014 184,756 {4,703 200,796 207,175
Days Met (60 Day Targer) 56 [ 58 56 54 53 51 50
Capizl:
Beginning Balanee $ 1.BO%,A7F % LOGA3E 5 2008634 5 2.259.654 § 2,532,387 3 1LAGSAT6 % 3,273,501 % 3,758,589
_l"lus: Rate Funded System Reinvestment 75,000 73000 75,000 186,000 245,220 306,520 380,670 445,870
Plus Grants f Develaper Donatlons 1,900,004 266,515 - - - - - -
Plux: Existing PWTF Proceeds 600,000 2,166,515 - - - - . .
Plus: Funding from Transfers 26,500 26,500 26,500 26,500 26,500 26,500 26,500 26,500
Pus: Right ro Connecr Charge Revenue 102,000 102,000 102,000 102,000 102,000 102,000 102,000 112,000
Phus: Inyerest Eacnings 59,460 64,560 65,680 70,719 79,255 89,770 102,449 117,631
Less: Capital Projeets (2,600,000) _ (2.704.0000 {108,160) (112,486) {116.986) {121.665) (126,532) (131,593)
Ending Balance $ 2,062,838 $ 2,059,927 $ 2,259,654 $ 2,532,387 $ 2,H68,376 $ 3,273,501 3 3,758,589 $ 4,318,997
Minimum Capital Targer Balance 'S 327044 5 381224 5 383367 5 385637 5 387976 S 341D 5 392,940 § 395572

As discussed in the “Key Assumptions” section above, two fiscal policy targets have been
incorporated into the analysis:

+«  Operating Reserve: 60 days of O&M expenses ($165,000 to $207,000 each year)
+ Capital Contingency: 2% of total Plant-in-Service ($327,000 to $395,000 cach year)

Although approximately $71 thousand of existing reserves are required to meet short term cash flow
needs in 2008, the fund balance level of the utility remains in range of the target balance {50-60
days). In order to avoid any unnecessary rate increases we did not require every year to be exactly 60
days since the Towns operating fund balance stays above the industry standard of 45 days and the
capital reserve is at or above its target fund balance every year. Similar to the recommended approach
for the water utility, the Town should revisit sewer rates for 2011 and beyond to ensure rates remain
sufficient and the fund level is adequate to meer cash flow needs and rarget fund balances.
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B. RATE DESIGN

As discussed in the water utility section, the principal objective of the rate design stage is to
_ implement sewer rate structures that collect the appropriate level of revenue as outlined by the

revenue requirement.

B.1 EXISTING SEWER RATES

There are currently two different structures in place. The Single Family Residential class has a
monthly fixed charge of $79.04. The remaining classes have a monthly fixed charge of $79.04 and
an additional variable charge depending on strength. Low strength customers pay $.01755 per gallon
on all usage above 4,100 gallons; high strength customers pay $.02284 per gallons on all usage after
4,100 gallons. The Town also provides service to “Out of Town” customers, there is a 50%
surcharge on the fixed charges for these customers, by meter size. The Low Income Senior / Disabled
customers receive a discount of 50% on their fixed monthly charges. Exhibit 3.4 below provides a

summary 0{: the current sewer rate structure.

Exhibir 3.4 - Existing Sewer Rate Schedule

Monthly Fixed | Low Strength | High Strength

Costs {per gallon) {per pallon)
Residential
$ 79.04
Low Income
$ 39.52
MFR / Com /LMF /IND /P.A.

$ 79.04 [$ 001755 |8 0.02284

B.2 PROPOSED SEWER RATES

The proposed sewer rate schedule contains no structural changes and passes the rate increase across
the board (or equally to each rate component). Exhibit 3.5 on the following page provides a
summary of the proposed three-year sewer rate schedule.
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Exhibir 3.5 - Proposed Sewer Rate Schedule

In Town ariable Charge n Town Variable Charge
Monthly Fixed | Low Strength | High Scrength Monthly Fixed | Low Strength | High Strength
Costs {per pallon) {per gallon) Costs {per gallon) {per gallon)
Residential Residential
5 87.81 e $ 97.56
Low Income Low Income
3 B : = 5 48.78
MFR / Com / LMF /IND / P.A. MFR/ Com / LMF /IND / P.A.
$ 87.81 [§  001950{$  0.02538] |3 97.56[$  0.02166]$  0.02819

C. SUMMARY

The analysis described above concludes the utility rate study for the sewer utility. The revenue
requirement analysis shows a need for two larger rate adjustments starting in 2009 followed by
inflationary increases thereafter. System reinvestment funding will increase from the current levels in
2011 and will increase annually through 2015 in order to maintain a healthy capital replacement
funding program. The detailed technical exhibits developed as part of the sewer rate study can be
found at the end of this report in the Technical Appendix.
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SECTION 4
STORMWATER UTILITY

A. REVENUE REQUIREMENTS

The stormwater utility revenue requirement was established similar to the other urilities is developed
by completion of an operating forecast that identifies future annual operating costs and a capital
funding plan that defines a strategy for funding capital improvement needs of the stormwarer system
on a stand a lone basis.

A.1T OPERATING FORECAST

The purpose of the operating forecast is to determine whether the currently adopted rates and
charges are sufficient to recover the costs the Town incurs to operate and maintain the stormwarer
system. The 2008 budger revenues and expenses form the baseline for this forecast. The operating
income forecast was developed for the 2008 through 2015 time period.

Key Assumptions

«  Operating Reserves: 60 days of O&M expenses (based on industry standard and discussion
with Town staff) '

s Capital Contingency Reserves: 2% of total Plant-in-Service (Bésed on industry standard and
discussion with Town staff) '

Operating Revenue
< Customer Growth Rate Revenue: 1.50% per year (per discussion with Town Staff)

+  Interest Earnings Rate: 3.13% per year (per discussion with Town staff using the five-year
average for the Washington State Local Government Investment Pool)

Operating & Maintenance (O&M) Expenses

+  General Cost Inflation: 3.2% per year (based on analysis of historical Consumer Price Index
data and discussion with Town staff) .

< Construction Cost Inflation: 4.0% per year (based on Engineering News Record Seattle
Construcrion Cost Index)

+  Labor & Benefits: 3.2% per year (tied to inflation per discussion with Town staff)
perys p
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«  State B&O Tax: 1.50% on all non-rate revenues.

Debt Service

"« Existing Debt Service: The one (1) outstanding debt issues in the stormwater utility consist of a
1998 revenue bond, which gets paid off in 2015. The final payment of the revenue bond is
going to be paid from the debr reserve.

«  New Debt Service: There are four {4) new debt issues for the starmwater utility; our analysis
indicates that projected revenues and fund balances will not provide sufficient funding for
operations and capital projects. The following debt issues will be needed to meet the
stormwater capital needs; 1) a revenue bond in 2008 for an amount of $775 thousand, a total
of $688 thousand of proceeds available for the Larson Strect project (the Town is currently in
the process of acquiring the loan), 2) a revenue bond in 2010 for an amount of $56 thousand
to help cover the capital projects scheduled that year, 3) one revenue bond in 2012 for an
amount of $632 thousand and 4) one revenue bond in 2015 for an amount of $336 thousand.
We have developed our new debt requirements based on the capiral funding needs in any given
year. The Town may be able to move the timing of projects to better march fund balances
available, In addition, the Town would need to work with its financial advisor regarding the
optimal packaging of future debt needs identified.

System Reinvestment

«  The purpose of system reinvestment funding is to ensure system integrity through reinvestment
in the system. Ideally, the minimum funding would be an amount equal to or greater than
depreciation expense. If the annual depreciation expense is not available, it can be estimared
based on the current stormwater asset listing. The Stormwater utility’s total plant in service is
valued at $1.6 million in the end of 2007, with assets ranging from 1993 to 2007. Applying the
appropriate annual Engineering News Record (ENR) construction cost index figures to each
asser’s original cost provides an estimate of the assets value in current dollars, which is $2.4
million. Assuming the average lifespan for an asset in the system is 50 years, annual
depreciation expense is estimated to be $47 thousand in 2008.

«  Historically, this rate funded component has had sufficient funding. Currently the Town is
funding $76 thousand {of which $16 thousand is going towards a public works building and
fencing project). We recommend keeping the funding levels constant unril 2012 to avoid
putting any unnecessary pressure on the rate payers. Starting in 2013 we recommend increasing
the funding levels annually ro $113 thousand in 2013 and up to $178 thousand in 2015 to
help reduce the amount of new debt thar needs to be issued.

A.2 CAPITAL FUNDING PLAN

A summary of the capital funding plan is provided in Exhibit 4.1 on the following page. The
stormwater utility is anticipating $2.7 million in capital costs in 2008 through 2015. The capital
projects are made up of numerous main replacements, which include the Larson Street, Tucker
Avenue and others. Projects like the Larson Street are planned to be funded through revenue bond
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issues, other projects are planned to be funded through combination of available fund balances,
right-to-connect charges, annual system reinvestment funding and long term revenue bond debt
issues, The annual average capital need for the time period is $338 thousand, with the highest year
being 2012 at $838 thousand.

Exhibit 4.1 - Stormwater Uility Capital Funding Summary

CAPITAL PROJECTS
Imsprovement Upgrade & Expansions 5 373500 % - 5 186135 S - 5 Algmm s - % - 8 372408 S 1,350,753
Repaiss and Replacemems F73,500 - 186,035 - 416809 - . 72404 1,350,753
TOTAL CAPITAL EXPENDITURES $ 747000 3 - 5 37207 % - 3 BAI619 S - 3 - 3 744M17 |5 2,701,507
EUNDING SOUNCES
Existing Revenue Band & PWTF Proceeds § GHE,000 § - $ . s - $ - 1 - 5 . 5 . L GBH,O00
Capial Fund Dalanee - - 245,990 135,396 - - 236,884 618,274
Right To Connest Charges - TILOOD - 10000 - - HLOO Aln00Y
System Relovesiment 59,000 - 60,000 - 60000 - - 161,730 340,730
New Revenue Bond Praceeds - - 56,0808 - 632,223 - - 336,109 1.4124,502
TOTAL CARITAL RESOURCES 5 747000 3 - $ 372070 3 - 3 H37,610 3 - [] - § HMim7 |3 2701307

Due to the narture of the capital projects as identified, the majority of funding for future capital
needs is expected to come from the existing revenue bond proceeds and new revenue bond issues, the
remainder will be covered by a combination of existing capirtal fund balance, right-to-connect
charges and system reinvestment.

A.3 SUMMARY OF REVENUE REQUIREMENT

The operating forecast components of O8M expenses and debt service come together to form the
multi-year revenue requirement. The revenue requirement compares the overall revenue available to
the utility to the expenses to evaluate the sufficiency of rates. Exhibit 4.2 on the following page
provides a summary of the stormwater utility revenue requirement findings.
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Exhibit 4.2 - Stormwater Utility Revenue Requirement Summary

Revenues

Rate Revenues Under Existing Rates $ 325000 5 329,875 & 334,623 5 330,845 § 344,943 5 350,017 § 355369 5 360,700

Non-Rate Revenues 11,049 10,730 0,821 1,192 10,413 12,574 12,775 §2,982
Total Revenues S 336049 5 340,605 5 344,644 $ 350038 $ 355357 $ 362601 § 368,044 § 373,682
Expenses

Cash OB:M Expenses 5 206770 § 202445 5 208,672 § 215127 § 225795 S 228715 § 235836 § 243,196

System Reinvesument 76,000 76,000 76,000 76,000 76,000 113,400 128,140 177,730

New Debt Service - - 5,001 5.001 66,739 46,739 66,739 99,569

Existing Debr Serviee 66,665 124,035 126,540 123,865 126,002 122,964 124,757 59,687
Total Expenses "% 349435 3 402480 3 416214 3 419993 $ 490,536 S 531,817 3 555472 5 SEDIA2
Net Surplos {Deficlency) 3 (13,386) 3 (61,875} $ (71,569} 5 (69.956) § (135,180) $ (164,126) $ (187,328} $ (206,501}
9b of Rae Revenue 4.1254 18.76% 21.38% 20,5R8% 39.194% 48.31% 52.71% 5725%
Use of Reserves 13,386 19,282 - - - - - -
Ner Surplus (Delidency) afier Reserves ] - § (42592} $ (71,569} % (69,956) § (135,1B0) % (169,126} $ (187.328) § (206,501)
Req. Increase afier Use of Funds 0,00% §2.91% 21.38% 20.58% 39.19% 48.31% 52.71% 57.25%,
Anval Rate Adjustment 0.00% 14.30% 8.189% B.18% 8.18% 3.00% 3.00% 3.00%
Net Cash Flow After Rate Increase 5 - % - 3 6428 3 43069 5§ 16718 § 21 3 [ ]

The 2008 revenue requirement from rates is $330 thousand (total expenses minus non-rate

revenues). The revenue requirement analysis indicates a rate deficiency in the range of 4.12% in
2008 increasing to 57.25% by 2015. The majority of the rate increases are needed to cover the new

debr service obligations, which is needed to meet the capital improvement program costs. In order to
fund the ongoing operating and maintenance expenses and the existing debt service we recommend a
14.3% rate increases starting in January 2009, followed by three 8.18% increases 2010 through

2012 followed by 3.0% inflationary increases thereafter. Since the new rate increases are going into
effect in early 2009, $13 thousand had to be funded by the operating fund / reserve in 2008, another
$19 thousand is needed from the fund balance in 2009. Since the recommended rate adjustment is
not high enough to cover the complete rate requirement, there is a cash flow deficiency for that year.

The recommendation to cover the rate deficiencies with existing reserves was based on two factors:
the strength of the Town'’s fund balances and the goal to minimize unnecessary rate impacts on

customers, Exhibit 4.3 on the following page contains an analysis of the Town'’s stormwater fund

balances through the length of the study:
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Exhibit 4.3 - Stormwater Utility Fund Activity

Opetating:
Beginning Balznce 3 B3634 5 67979 % 33272 5 34302 S 35363 8 36459 5 3GAB1 S5 36.489
Ples: Net Cash Flow afier Race neicase - - 6428 43,069 16,718 21 8 9
Less: Use of Reserves for Rate Stabsilization {13,386) (19,282) - B - - - -
Less: Lise of Reserves lar Capital {2,26%9) {15.418) (5.404) {42,008) {15,622) - - -
Ending Balance 567979 8 533279 8 34302 8 35363 § 36459 3 36A4B] % 36489 5 36498
Minimum Operating Tager Balance 67,979 33,279 34,302 35,363 36,459 37,597 38,768 39,977
Days Mer {60 Day Targer} 120 60 60 a0 60 58 36 35
Capital:
Beginning Balance $ 133,027 5 150459 5§ 240,586 § 7550 3 119774 8 3749 5 111,266 $ 236,588
Plus: Rae Funded System Heinvesument 60,000 60,000 60,600 60,000 60,000 97,400 112,140 161,730
Plus: Existing Revenue Proceeds GBB, 000 - - - - - - -
Tlus: New Debi Proceeds - - - 56,080 B 632,223 - - 336,199
Plus: Funding from Translers 2,269 15,418 5,404 42,008 15,622 - - -
Plus: Right to Connect Charge Revenue 10,000 10,000 10,000 10,000 10,000 10,000 HLOOND 10,000
Plis: Intercst Earnings 4,163 4,709 7.330 236 3,749 117 3482 7,414
less: Caplnal Projeets {747,000) - (372,070} - (837.619) - - {744.817)
Ending Balance 3 150,459 3 240,586 7,530 § 119774 § 3,749 3 111,266 $ 236,BBF § 7414
Minimem Capioal Targer Aalance § 46917 5 46217 5 54358 5 543% 5 LIS LI S FLINL S 86607

As discussed in the “Key Assumptions” section above, two fiscal policy targets have been
incorporated into the analysis:

+  Operating Reserve: 60 days of O&M expenses ($33,000 to $40,000 each year)
+  Capital Contingency: 2% of rotal Plant-in-Service ($47,000 to $86,000 each year)

Although approximately $33 thousand of existing reserves are required to meet short term cash flow
needs in 2008 and 2009, the healthy operating fund balance in the stormwater utility enables the
Town to reach its operating fund fiscal policy targets in each year of the study through 2012, and
comes very close to the target balance 2013 through 2015. The Towns operating fund balances stay
above rhe industry standard of 30 days. The capital fund balance meets the capital fund targets every
year except 2010, 2012 and 2015, the years in which large capital projects are scheduled. As
previously mentioned for the other utilities, this fund balance is a new concept for the Town,
therefore it is strictly a target to strive for and not a target that should affect rates at this time. Similar
to the recommended approach for the water and sewer utilities, the Town should revisit stormwarer
rates for 2011 and beyond to ensure rates remain sufficient, the scheduled capital costs remain at
their levels and the fund levels are adequate to meet cash flow needs and target fund balances.

B. RATE DESIGN

As discussed in the water and the sewer utility section, the principal objective of the rate design stage
is to implement stormwarer rate seructures that collect the appropriate level of revenue as outlined in

the revenue requirement.
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B.1 EXISTING STORMWATER RATES

The current stormwater structure monthly service charge is based on the amount of impervious
ground cover contained within each parcel of property. The amount of impervious ground cover is
equated to the number of Equivalent Residential Units (ERU), 2,000 square feer of impervious
ground cover, contained on the property. All detached single family residences are deemed to
contain one ERU. All other property is assessed an ERU factor based on the measured impervious
ground cover of their property. Undeveloped property within the service area is not charged a service
charge. The current monthly charge per ERU is $10.25. The Low Income Senior / Disabled
customers receive a discount of 50% on their monthly charges. Exhibit 4.4 below prowdes a

summary Of the current Stormwater rate strucrure,

Exhibit 4.4 - Existing Stormwater Rate Schedule

Low Income
All Other

B.2 PROPOSED STORMWATER RATES

The proposed stormwater rate schedule contains no structural changes and passes the rate increase in
an across the board manner. Exhibit 4.5 below provides a summary of the proposed four-year

stormwater rate schedule.

Exhibit 4.5 - Proposed Stormwater Rate Schedule

Residential
Low Income

All Other

C. SUMMARY

The analysis described above concludes the utility rate study for the scormwater utility. The revenue
requirement analysis shows a need for several rate adjustments starting in 2009. System reinvestment
funding will increase from the current levels in 2013 and will increase annually through 2015 in
order to maintain a healthy capital replacement funding program. The detailed technical exhibits
developed as part of the stormwater rate study can be found at the end of this report in the

Technical Appendices.
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SECTION 5
RIGHT-TO-CONNECT CHARGES

A. INTRODUCTION

“Right-to-connect (or connection) charge” is a generic term referring to charges imposed as a
condition of connecting to the utility system. Right-to-connect charges differ from installation fees

- in thar they are intended as a means of ensuring that new customers bear their equirable share of the
cost of the system assets that serve all customers, and are not direct reimbursement for out-of-pocket
costs to connect the customer. We assume that right-to-connect charges are imposed in addition to
meter charges, labor and material charges, tap fees, inspection fees, or other non-capital charges
related ro the immediare expense of connecting a new service (nate that evaluating the level of those
fees was outside the scope of this study).

B. METHODOLOGY

The purpose of the “right-to-connect charge” is two-fold: 1) to provide a source for capital financing
and 2} to equirably recover the proportionate share of utility plant-in-service from new customers. In
the absence of a right-to-connect charge, growth-related costs would be borne in large part by
existing customers. The cost of the system to be recovered by right-to-connect charges can be
defined in two parts: a general facilities charge (GFC), which recaver existing costs, and a system
development charge (SDC), which recover future costs.

Revenues generated from the right-to-connect charges can be used to fund capital projects or to pay
debr service incurred to finance capital projects, but cannot be used to pay operating and

maintenance costs.

There are several documented approaches used in the industry to establish a right-to-connect charge
that is legally defensible if designed properly. Within the range of legally defensible approaches, the
choice of the costs the Town targets is a matter of policy. It is important that the Town follow a
methodical and rational approach to consistently determine and implement cost-based right-to-
connect charges.

Since the calculated charges represent the maximum allowable charge, the Town may choose to
implement a charge at any level up to the calculated charge. Revenues generated from the charge will
vary depending upon whether or not the full charge is implemented (e.g., phase-in strategies). The
lower the charge and longer the phase-in period, the less revenue will be collected and available to
help pay the cost of these facilities. This loss in revenue could result in delays in completing the
capital improvement program and/or result in increased costs to the Town'’s existing ratepayers

through rates for service.
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B.1 EXISTING COST BASIS {GFC APPROACH)

The general facilities charge developed in this study is based on facilities of general benefit, such as
storage reservoirs, transmission mains, intercepror trunk lines, etc. It is intended to recognize the
current ratepayers’ net investment in estimated original cost of the non-donated system assets and
the accumnulated interest on that investment. For Washington cities and towns, State statute (RCW
35.92.025) and subsequent legal interpretations provide a guideline for connection charges which
suggest that such charges should reflect the actual original cost of the utility system, and can include
interest on thar cost at the rate applicable at the time of construction. Interest can be accumulate for
a maximum of ten years from the date of construction, and cannot exceed the original cost of the
asset. In addition, outstanding debt principal (less any cash available to buy down debt) is deducted
from plant-in-service because new customers will pay their share of debr service through user rates.
For this study, the existing cost basis for each utility is based on the Town’s record of system assets as
of December 31, 2007, incorporating the adjustments noted above.

B.2 FUTURE COST BASIS (SDC APPROACH}

Systems development charges are intended to generate capital funds toward new capital facilities.
The statue enabling connection charges for cities and towns (RCW 35.92.025) does not specifically
address a charge based on planned future improvements. Note that the Town’s SDC has been
calculated by spreading future costs over all customers (existing and future, racher than just new
growth) since most of the planned improvements will serve and benefit all customers.

Common practice and legal opinion suggest that future facilities needed to serve growth, as well as to
provide for regulatory system improvement, can be included in the connection charge. It is common
practice for Cirties and Towns to include up to twenty (20) years of future costs. The future cost
basis can include utility capital projects planned for construction and identified in comprehensive
system planning documents. Projects directly funded by developers or special property assessments
are not included in the calculation. Major maintenance (repair and replacement) projects are most
often excluded from the calculation unless needed to increase the size of the system. The original
cost of replacement projects is already included in the existing cost basis.

C. DETERMINATION OF THE WATER RIGHT-TO-CONNECT CHARGES

C.1 EXISTING COST BASIS {(GFC)

As of 2007, water utility total fixed assets equal $6.7 million. Of this amount, about $655 thousand
was contributed and, therefore, excluded from the cost basis. Up to 10 years of interest is calculated
on non-contributed assets ($3.3 million). The water utility’s existing cash reserves were greater than
outstanding debt, and thus no adjustment wasmade to account for principal outstanding, After
adjusting the utility’s total assets for capiral contributions and chargeable interest, the total existing
cost basis is about $9.4 million.
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C.2 FUTURE COST BASIS (SDC)

The Town has planned for about $10.5 million of capital projects in the water utility berween 2008
and 2015, $5.9 million of which are related to the Raise Trout Lake Dam project. The Trout Lake
Dam is separated to account for the additional capacity (beyond 2015} that is available to serve new
growth beyond the 2015 time period. There are currently no ongoing projects, and none of the
$10.5 million of scheduled capital projects are planned to be funded through grants or developer
contributions or extensions.

Based on the data provided by the Town, the water utility has approximately 1,830 meter
equivalents (MEs). Incorporating the growth assumptions previously established with the Town staff
(1.5% per year), the udility will add 201 MEs over the next cight-year period - reaching a total
customer base of 2,030 by 2015. The Troutr Lake Dam’s is estimated to have a sustainable annual
yield of 169.00 million gallons of water per year (mgy). Current usage, as of March 2008, is at 139.5
mgy, which leaves approximately 20.43% for growth. Applying the estimated growth to the current
number of MEs produces 2,203 MEs at build out for the Trout Lake Dam,

C.3 CALCULATION OF THE WATER RIGHT-TO-CONNECT CHARGE

" To calculate the GFC portion of the charge, or the existing cost basis, the $9.4 million allocable
portion of the plant in service is divided by the 2015 total customer base of 2,030. The resulting
GFC charge is $4,6006.

To calculate the SDC portion of the charge, or the future cost basis, the $5.9 million Raise Trout
Lake Dam projects gets divided by the build out capacity MEs, 2,203, that it is capable of serving.
The remaining planned capital of $4.6 million gets divided by the 2015 MEs of 2,030. The resulting
$2,688 and $2,247 portions make up the $4,935 SDC charge. The total proposed right-to-connect
charge equals $9,541.

Exhibit 5.1 below summarizes the proposed water utility right-to-connect charge by meter size.

Exhibit 5.1 - Water Utility Right-T'o-Connect Charge by Meter Size

3,173

1" 15,920 23,851 7,931
1.5" 31,838 47,703 15,865
2" 50,942 76,325 25,383
3" 101,880 152,650 50,770
4" 159,190 238,516 79,326

The proposed rate sets the cost base right-to-connect charge for a 5/8” meter at $9,541. The
proposed charge is an increase of $3,173 (nor including B&O tax for the proposed charge) when
compared to the Town’s current charge of $6,368. It is important to note that the proposed charge
represents the allowable ceiling. The Town may set by policy a rate that is something less, if desired.
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D. DETERMINATION OF THE SEWER RIGHT-TO-CONNECT CHARGES

D.1 EXISTING COST BASIS (GFC)

As of 2007, sewer utility total fixed assets equal to $13.8 million. Of this amount, about $1.6
million was contributed and, therefore, excluded from the cost basis. Up to 10 years of interest is
caleulated on non-contribured assers ($5.2 million). The sewer utility’s outstanding debt was greater
than existing cash reserves, and thus a $3.9 million adjustment was made to account for principal
outstanding. After adjusting the utility’s total assets for capital contributions and chargeable interest,
the total existing cost basis is $14.2 million. Of the §14.2 million, $11.5 million is directly related to
_ the treatment portion of the allocable plant in service.

D.2 FUTURE COST BASIS (SDC)

The Town has planned for approximately $6.0 million in capital projects in the sewer utility
berween 2008 and 2015. Of the $6.0 million, we have assumed a $2.2 million will be funded with a
grant for the Sewer Replacement project based on discussion with Town staff. After adjusting for
this contribution, the remaining $3.8 million in projects forms the CIP future cost basis.

Based on the dara provided by the Town, the sewer utility has approximately 1,291 meter
equivalents (MEs). Incorporating the growth assumptions previously established with the Town staff
(1.5% per year), the udlity will add 142 MEs over the next eight-year period — reaching a total
customer base of 1,433 by 2015. The current treatment designed build out capacity for an average
dry weather day is 0.33 million gallons per day (mgd). Currently, as of year end 2007, the average
dry weather flow was recorded at 0.2774 mgd, which leaves 18.96% available capacity before build
out. Applying the available capacity to the current number of MEs produces 1,536 MEs at build

out.

D.3 CALCULATION OF THE SEWER RIGHT-TO-CONNECT CHARGE

To calculate the GFC portion of the charge, or the existing cost basis, the $11.5 million allocable
portion of the plant in service related to treatment is divided by the build out number of MEs it can
serve of 1,536. The rest of the plant in service is divided through the 2015 ME eustomer base of
1,433. The resulting $7,481 and $1,907 portions make up the $9,388 GFC.

To calculate the SDC portion of the charge, or the future cost basis, the $3.98 million in capital
improvement projects is divided by the 2015 MEs customer base. The result is a $2,690 SDC.

Exhibit 5.2 on the following page summarizes the proposed sewer utility right-to-connect charge by

meter size.
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Exhibit 5.2 - Sewer System Right-to-Connect Charge by Meter Size

5/8" $ 10301|% 12078|% 1777

1" 25,756 30,195 4,439
1.5" 51,509 60,390 8,881
2" 82,416 96,624 14,208
3" 164,830 193,248 28.418
4" 257,545 301,950 44,405

The proposed rate sets the cost base right-to-connect charge for a 5/8” meter at $12,078. The
proposed charge is an increase of $1,777 (not including B&O tax for the proposed charge) when
compared to the Town’s current charge of $10,301. It is important to note that the proposed charge
represents the allowable ceiling, The Town may set by policy 4 rate thar is something less, if desired.

E. DETERMINATION OF THE STORMWATER RICHT-TO-CONNECT
CHARGES.

E.1 EXISTING COST BASIS (GFC)

As of 2007, stormwater utility total fixed assets equal $1.6 million. There is no known contribution-
in-aid of construction or construction work in progress. Up to 10 years of interest is calculated on
non-contributed assets ($778 thousand). The stormwater utility’s outstanding debt was greater than
existing cash reserves, and thus a $60 thousand adjustment was made to account for principal
outstanding, After adjusting the utility’s total assets for capital contributions and chargeable interest,
the total allocable portion of the plant in service is approximately $2.3 million.

E.2 FUTURE COST BASIS (SDC)

The Town has planned for $2.7 million of capital projects in the stormwater urility between 2008
and 2015, There are no known donations or contributions in aid of construction planned in the
study period. Therefore, the future basis of the charge is $2.7 million.

Based on the data provided by the Town, the stormwater utility has approximarely 2,810 equivalent
residential units (ERUs). Incorporating the growth assumptions previously established with the
Town staff (1.5% per year), the utility will add 919 ERUs over the next twenty year period —
reaching a total customer base of 3,870 by 2027.

E.3 CALCULATION OF THE STORMWATER RIGHT-TO-CONNECT CHARGE

To calculate the GFC portion of the charge the existing cost basis of $2.3 million is divided by the
rotal, existing plus future, ERU basis of 3,870. The resulting GFC charge is $599.
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To calculate the SDC portion of the charge the future cost basis of $2.7 million is divided by the
total ERU basis of 3,870. The resulting SDC charge is $698.

Combining the GFC and the SDC portions, the right-to-connect charge is $1,297 per ERU.
Exhibit 5.2 below summarizes the proposed stomrwater utility right-to-connect charge.

ixhibit 5.2 - Stormwater System Right-to-Conncct Charge by Meter Size
it nscd ]

© Nowe: ERU - 2,000 5q.ft. af impervious ground cover T
The proposed rate sets the cost base right-to-connect charge for a single ERU at $1,297. The
proposed charge is an increase of $977 (not including B&O tax for the proposed charge) when
compared to the Town’s current charge of $320. It is important to note that the proposed charge
represents the allowable ceiling. The Town may set by policy a rate that is something less, if desired.
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SECTION 6
TECHNICAL APPENDICES
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RIGHT-TO-CONNECT
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Friday Harbor

Water Utility Rate Study
Right To Connect Charge

General Facilities Charge Basis '

Original Cost of Plant in Service $ 6,739,818
plus: Conslruction Work in Progress (as of 12/31/2007) _ e e
less: Contributions in Aid of Construction (as of 2003 Rate Study Update) {654,629).

Net Allocable Plant in Service $ 6,085,189
plus: Accumulated Interest in Existing Plant 3,267,199

Dept Principal (2009 and on) (768,611)
Total Cash Balances 2,627,674
less: Net Debt Principal Outstanding -
Basis for General Facilities Charge Portion $ 9,352,388
2 e 210]) = aroae B3
Planned Capital Improvement Program (without Raise Trout Leke Dam Project) $ 4,562,232
Raise Trout Lake Dam Project - 5,921,683
“less: Contributions in Aid of Construction e

Basis for System Development Charge Portion ' $ 10,483,925

Meter Equivalents 2008 1,830
Growth (2015) 7 _ 2M

Total ERUs {2015) 2,030
Buildout Capacity mgy 168.00
Current Usage mgy 139.50
Remaining Capacity 20.43% . 374

Total at Build out 2,203

General Facilittes Charge Basis 3 4,606

System Development Charge Basis
CIP (withoul Raise Trout Lake Dam) Portion (2015 MEs) § 2,247
Raise Trout Lake Dam Portion {Build out MEs) 2,688

System Development Charge Basis 4,935

Total Charge 9,541

. - Existing Proposed
Meter Size Meter Multiplier Charge Charge

5/8" Meter 1.00 5 5,368 | § 9,541

1" Meter 2.50 15,820 23,852

1 1/2" Meter 5.00 31,840 47,703

2" Meter 8.00 50,944 76,325

3" Meter 16.00 101,888 152,650

4" Meler 25.00 159,200 238,518




Friday Harbor

Sewer Utility Rate Study
Right To Connect Charge

General Facilities Charge Basis

Original Cost of Plant in Service

‘2008

Treatment Related $ 11,285,806
Other 2,471,373
plus: Construction Work in Progress (as of 12/31/2007) . 800,000
less: Contributions in Aid of Construction (as of the 2003 Rate Study Update) Treatment (1,318,631)
less: Contributions in Aid of Construction (as of the 2003 Rate Study Update) Other (288,755)
Net Allocable Plant in Service 5 12,849,793
plus: Accumulated Interest in Existing Plant {(Treatment) 4,092,108
plus: Accumulated Interest in Existing Plant (Other) 1,112,607
Debt Outstanding (6,787,154)
Cash Balances $ 2,853,678
less: Net Debl Principal Outstanding (3,933,476}
Basis for General Facilitiecs Charge Portion % 14,221,032
Treatment Portion 11,488,711
Other Portion 2,732,320
System Development Charge Basis
Planned Capital Improvement Program % 6,021,423
less: Contributions in Ald of Construction :(2,166,515)
Basis for System Development Charge Portion S 3,854,908

Allocation Basis '

Total

Meter Equivalents 2008 1,291
Growth (2015) 142
Total 1,433
Meter Equivalents 2008 1,291

Average Day Water Flow at Build out mgd 0.33

Current Average Day Water Flow mgd {2007) 0.28
Remaining Growth 18.96% 245
1,536

General Facilities Charge Basis

Connection Charge Calculation

9,388
2,680

Treatment {Build out MEs) 7,481

Other (2015 MEs) 1,807
Total GFC
Systemn Developrent Charge Basis {2015 MEs)
Total Charge

Meter Existing Proposed
Meter Size Multiplier | Charge Charge

5/8" Meter 1,00 $ 10,301 ;% 12,078
1" Meter 2.50 25,753 30,195
11/2" Meter 5.00 51,505 60,390
2" Meter 8.00 B2,408 96,624
3" Meter 16.00 164,816 193,249
4" Meter 25.00 257,525 301,951

12,078




i

Friday Harbor

Storm Utility Rate Study
Right To Connect Charge

plus: Construction Work in Progress
less: Contribulions in Aid of Construction

General Facilities Charge Basis
Originat Cost of Plant in Service (as of 12/31/2007) ) 1,598,851

2008

MNet Allocable Plant in Service ] 5 1,598,851
plus: Accumulated Interesi in Existing Plant 778,376
Debt Qutstanding (375,000)
Cash Balances $ 315130 S o
less: Net Debt Principal Qutstanding ' . (58,870)
Basis for General Facilities Charge Portion $ 2,317,358
System Development Charge Basis
Planned Capital Improvement Program 3 2,701,507
less: Contributions in Aid of Construction Sl TR
Basis for System Development Charge Portion ] 2,701,507
ERUs 2008 2,810
Growth (2027) 819
Total 3,870

General Facilities Charge Basis
System Development Charge Basis

Total Charge

Connection Charge Calculation

599
698

Existing Proposed
Per ERU _IGC (sqrit) Charge Charge
Single Family 2,000 $ 320 | § 1,297

1,297




