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Poll

What kind of water and/or sewer utility do you
represent?



Long-Term Planning to Improve
Resiliency and Environmental Service of
NC’s Water and Wastewater Utilities

Utilities that undertake
more or earlier|long-term planning efforts benefit from

more resilient finances/and

improved system performance

relative to other utilities.

Project Partner Funder
NCE)QU(N%% North Carolina Policy Collaboratory
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Results of the 2017-2018 North Carolina
Water and Wastewater Utility Management Survey
August 2018
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Response Rate by Type

Utility Ownership Invited Participated Response Rate

Municipality 381 168 44%
County/District 62 28 45%
Sanitary District 19 1 58%
Authority 9 8 89%
Metropolitan District 3 1 33%
Not for Profit 35 1 31%
For Profit 2 0 0%
Total 511 227 44%

Out of 511 utilities invited to participate in the
survey, 227 (44%) participated.

Response rate was highest for municipal utilities.
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Response Rate by Size

Service Connections Invited Participated Response Rate g 2 L
15-250 56 20 36% | B

251- 500 82 26 32% | B

501- 1,000 72 28 39% |

1,001 -4,000 160 76 48% | |

4,001 -10,000 82 44 54% |

10,0001 - 50,000 43 24 56% | W)

50,000 - 280,000 12 9 75% | 8

Total 511 227 44% D J

Utilities of all sizes participated in the survey.
Response rate was higher for larger utilities, but was
significant even for small utilities.



Planning Efforts

Financial plan: a plan to ensure that the performance of the utility fund
meets or exceeds identified financial targets and goals.

Asset management plan: a long-range plan identifying how the existing
assets will be managed, and when they will be replaced or rehabilitated.

Capital improvement plan: a plan that identifies capital projects to be
completed in the next few years.

Disaster / emergency / resiliency plan: identification of risks and
V#Inerﬁbilities to the utility's functions, and a course of action to mitigate
the risks.

Long-range water resources plan: an assessment of water supply needs
and/or wastewater demands long in the future (more than 10 years) and
the ability of the utility to meet those needs.




Which Color to Look At?

Blue
e Strengths e Challenges
* Glass half-full * Glass half-empty
* Opportunities to learn * Opportunities to
from/mentorship iImprove
* Best management * Focused assistance

practices



- Asset Management

_ 8 7 ”,

Currently have or
developing an
inventory

Do not have an
inventory

Don't know 3%

Eighty-seven percent of utilities have or are currently
developing an inventory of their key assets (such as pipes
and pumps) (n = 215).

Location is the most likely to be tracked, followed by asset age, operations
and maintenance plan, and maintenance history.



Capital Planning

Can cover all capital expenses

Can cover most (more than half) of capital
expenses

29%

Can cover some (less than half) of capital
expenses

Can cover very little (less than 10%) of capital
expenses

Cannot cover any capital expenses . 2%

Don't know whether can cover capital expenses 6%

The majority of utilities (53%) comfortably cover < half of
planned capital improvements and unplanned/emergency
capital improvements during the year.

51% of responding utilities have a capital reserve fund (n = 195).



Capital Planning

Has an official published plan for future capital N
projects (e.g. C.I.P.)

Has a list of future capital projects, don't know if -
officially published -

Has an unofficial list of future capital projects 23%

Does not have a list of future capital projects

Don't know if have a list of future capital

projects 4%

Most (81%) responding utilities have a list of potential future
capital projects (n = 208).

Most of these are published in official documents such as Capital
Improvement Plans.



Disaster / Emergency / Resiliency Planning
I ¢

Natural Disaster

Drought / Water
Shortage

Man-made Disaster
Contamination
Power Outage

Line / Main break

Other Equipment
Failure

Fire

Personnel

Water System
Reliability

Percent of 113 utilities
(Total exceeds 100%)

72% of utilities have or are currently developing

documentation of at least one type of system vulnerability.

System vulnerabilities utilities have documented include natural disasters
(62%), drought / water shortage (48%), and man-made disasters (29%).



- Long Range W / WW Resources Planning

Engages in long-term
supply or demand
forecasting

Does not engage in
long-term supply or
demand forecasting

Don't know if engage
in long-term supply or 9%
demand forecasting

Approximately half of all utilities engage in long-term supply
or demand forecasting (n = 205).

Demand and supply forecasts go out 10 to 20 years for half of all utilities.



Frequency of Planning

Financal Plan

101

8% 33% 17% 21%

1%

Utilities are
most likely
to update
plans of all
types every
% 2% % year.

Asset Management Plan

166

30% 8% 16% 10%

Capital
Improvement Plan
147

61% 7% 7%

Disaster / Emergency /

Resshency Plan

36% 4% 10% 5% 11%

n= 137

1%

Long-Range Water

O [] [] ] N |

Every2-3  Every4-5 Less frequently No update since
Conti ly Everyyear years years than 5years  Ad hoc creation Don't know!

51%

Resources Plan

1% 3%



Integration With Other Local Plans
s ectgovernmentspon - I -

Utility was sometimes consulted for input in a local

34%
government's plan [

Utility was not involved in preparing local government
plans, but was informed of relevant plan elements

—

Utility was not involved at all with broader local
government’s plans

Don't know

Utilities sometimes play a role in the broader (non-utility) |
planning efforts of the local governments served by the
utility (n = 173).



Reviewing Rates

Did not ask for a rate increase [l 7%

Rate increase was not approved

Approved a rate increase less than the amount . 1
in the review

Approved arate increase greater than or equal N ¢
DO o

to the amount in the review

Other | 1%

Don't Know

rate< hased o ™ I n ".'YW.-"'YWA".',

Of utilities who reported a need to raise rates, 66% approved
a rate increase greater than or equal to the amount
recommended in the rates review (n = 152).



Current Revenues

Less than O&M costs l 2%

All O&M costs, but none of the debt service thatis
owed

All O&M costs and some debt service (but not all)

>

All O&M and all debt service
More than O&M and debt service but not enough for all

of the short-term capital needs -
All O&M and debt service and needed reserves for _ 104
. ',.4- .
short-term capital needs
4

Don't know

Nearly half of utilities anticipate generating enough revenue
for some capital needs (n = 192).



Setting Financial Targets



Financial Performance

WATER AND SEWER FUND
Water and Sewer Revenues
Actual Adopted Estimated Adopted

FY 2016-17 FY 201718 FY 2017-18 FY 201819 Change
Investment & Rental Income
Interest: Investments and Assess, $ 1863375 $ 1978739 $ 1978739 $ 1062918 -46.28%
Rental Income 158,325 200,000 200,000 200,000 0.00%
Total Investment & Rental Income $ 2,021,700 § 2178,739 § 2,178,739 § 1262918 -42.03%
Operating Revenue
Water & Sewer Sales
Water & Sewer Sales $ 38,178481 $ 40,767,159 $ 38,080,413 $ 47,355,747 16.18%
Contract Water Sales 1,773,520 116,000 63,733 9,310 -91.97%
Late Fees 65,173 60,000 61,636 61,800 3.00%
Industrial Monitoring 10,605 15.000 10,400 15,300 2.00%
Sewer Surcharge 189,782 142,000 144 928 148,300 3.03%
Suspended Solids 9,551 8,000 6,909 8,160 2.00%
Subtotal $ 40,207,112 $ 41,108,159 § 38,368,109 § 47,596,617 15.78%
Other Operating Revenues
=~ .l T el Dy 2 k3 KAGAA [-3 Mﬂ -3 Ad 000 2 Gﬂ 40 ‘)m

Budget



Financial Performance

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
For The Year Ended June 30, 2015

Major Enterprise
Fund
= Water and
Sewer Fund
OPERATING REVENUES:
Charges for Services $324,180
Water and Sewer Taps 1,500
Other Operating Revenues 13,706
Total Operating Revenues B i
OPERATING EXPENSES:
Personnel $176,759
Water and Sewer Operations 148499
Depreciation 140,087
Total Operating Expenses T 465345

Audited Financial Statement




Financial Policies

* Guidelines for an organization’s financial operational
and strategic decision making

e Often focused on financial stability and health of the
utility

* GFOA recommends local governments adopt and use
financial policies

-

Cl .
Policies




Examples of Financial Targets

* Minimum Reserves / Cash on Hand
* Working Capital Reserves
e Debt Service Coverage Ratio

e Debt Burden or Debt-Per-Customer

e Cash Financing of Capital Projects
e Rates Affordability
* Credit Rating



Poll

Does your utility set financial targets?



Has financial targets and goals approved by
. 40%
the governing body

Sets financial targets and goals, but don't I »
know if approved by the governing body

Sets financial targets and goals, but not

approved by the governing body 19%

Does not set financial targets and goals 31

Don't know if sets financial targets and goals 6%

Over 62 percent of utilities set specific financial targets and
goals.

Most have the targets and goals approved by the governing body (n = 216).



Financial Self-Assessment

Monitoring current finances against budget at least monthty [ -

Monitoring changesin longterm multi-year trendsin

financial performance

Monstorning recent financial performance against

benchmarks/specific targets

Companng rates with ebgibelity requirements for gram s and

subsidured loans

Comparing financial performance with peer utidities or

state/national benchmarks

Comparing financial performance with credit rating agencies'
SCONNg cntena

Other methods to assess financial performance

None of the above

Don't know

Percent of 203 utilities

(total exceeds 100%)

A majority of utilities monitor their finances against

the benchmarks or specific targets.




Evidence of Success

Utilities that set financial targets
by 2013:

* Had higher operating ratios in
FY2017

* Were twice as likely to have
higher operating revenues than
operating expenses in FY2017

When comparing utilities against others of similar size, similar number of FTEs, and similar
presence/absence of a full-time utility manager



Poll

If you set targets, what are they? (Select all that apply)



Chapter on Financial Strategies

Water Research
Foundation report (2014).

Chapter 4: Strategies and
Practices for Revenue
Resiliency.

https://efc.sog.unc.edu/project/defining-resilient-business-model-

water-utilities or
http://www.waterrf.org/PublicReportLibrary/4366.pdf

Q

e, SEPA

T -

Defining a Resilient Business Model
for Water Utilities



https://efc.sog.unc.edu/project/defining-resilient-business-model-water-utilities
http://www.waterrf.org/PublicReportLibrary/4366.pdf

Diversity of Approaches

* Formal vs. Informal

* Accountability vs. * Should be customized for
Flexibility each utility.

* Policy vs. Procedure

e Actionable vs.
Philosophical

25% Middle 50% of
— e ———— 00— ——¢ Utilities

-=Median

10% _———
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Year

Source: Water Research Foundation
report on Defining a Resilient
Business Model for Water Utilities.

“  Debt Service Payments as a Percent of Total
Operating Revenue



Common Beginnings

e Experienced staff

'hat peers are doing (but customize)

. ‘ ™y
‘e

oard

WA ‘&v:_ @;
e



Minimum Cash on Hand Target

Town of Shallotte, NC T <37
Water and wastewater utility >\,x'{ 4“12,

A e
2,300 accounts / ,”'":é'

/

\ *“OME

. ‘ /

SHALLOTTE

.. e



Minimum Cash on Hand Target




Minimum Reserve Target
Roanoke Rapids Sanitary District

Water and wastewater utility
/7,600 accounts




Minimum Reserve Target

Composite

of multiple
funds

Total Annual Revenue Requirements
O&M (Including Depreciation)

Debt Service

TOTAL

Capital Plan
FY19
FY20
FY21
FY22

FY23
AVERAGE

Operating Fund
Capital Fund

Rate Stabilization/Demand Shortfall Fund
TOTAL

Cash Reserves
Appropriated Fund Balance
Undesignated Fund Balance

Over/(Under) Funded Reserves

8,611,996
658,404

9,270,400

3,376,600
3,887,100
3,565,700
3,042,200
3,469,500

$

3,468,220

33.00%
100.00%
10.00%

11,988,512

3,359,475

$

3,059,232
3,468,220
927,040

$

S

7,454,492

8,629,037

1,174,545




Debt Service Coverage Ratio

e Usually 1.2 or 1.25 in bond covenants

* But more ambitious utilities set a higher target (1.5
or 2.0)

A measure of the ability to pay debt service with
revenue left over after operating expenses



Cash Financing of Capital Projects

* No less than [25%, 30%, 35%, etc.] of annual capital
expenditures — various

e All unbudgeted revenue above 60 days of O&M
expenses — Arlington Water Utilities Department




‘FitchRatings

Appendix E: 2018 Medians Relative to Rating Category

Capital Demands and Debt Burden

Average Annual CIP Costs Per Customer ($)

CIP Debt Financed (%)

Total Outstanding Debt to Net Plant Assets (%)
Debt to FADS (x)

Debt to Equity (x)

Total Outstanding Long-Term Debt Per Customer ($)*
Total Outstanding Long-Term Debt Per Capita ($)"
10-Year Principal Payout (%)

20-Year Principal Payout (%)

Projected Debt Per Customer Year Five $)°
Projected Debt Per Capita Year Five ($)’

Charges and Rate Affordability

Individual Water/Sewer Utility Average Monthly Residential Bill ($)
Individual Water/Sewer Utility Average Annual Bill as % MHI
Combined Water/Sewer Utility Average Monthly Residential Bill ($)
Combined Water/Sewer Utility Average Annual Bill as % of MHI
Average Annual Projected Water Rate Increases (%)

Average Annual Projected Sewer Rate Increases (%)

Coverage and Financial Performance/Cash and Balance Sheet Considerations
Three-Year Historical Average Senior Lien ADS Coverage (x)°
Senior Lien ADS Coverage (x)*

Senior Lien ADS Coverage Excluding Connection Fees (x)
Senior Lien ADS Coverage Net of Transfers Out (x)
Minimum Projected Senior Lien ADS Coverage (x)*

Senior Lien MADS Coverage (x)

Senior Lien Debt Service as % of Gross Revenues
Three-Year Historical Average All-In ADS Coverage (x)°
All-In ADS Coverage (x)°

All-In ADS Coverage Excluding Connection Fees (x)

All-In ADS Coverage Net of Transfers Out (x)

Minimum Projected All-In ADS Coverage (x)*

All-In MADS Coverage (x)

All-In Debt Service as % of Gross Revenues

Operating Margin (%)

Operating Cash Flow Ratio (x)

Operating Revenue Growth Current Year (%)

Operating Revenue Growth Three-Year Average (%)
Operating Expenditure Growth Current Year (%)
Operating Expenditure Growth Three-Year Average (%)
Days of Operating Revenues in Accounts Receivable
Days Cash on Hand”

Days of Working Capital®

Quick Ratio

Current Ratio

Free Cash as % of Depreciation”

Capital Spending as % of Depreciation




Measurement

Dashboard of
revenues,
expenditures,
cash and
investments,
and capital
projects.
Updated
monthly.

TOWN OF SHALLOTTE

Monthly Financial Dashboard

FISCAL YEAR ENDING June 30, 2019
Reporting Period: August 2018

A I
Fund | Fircol Yeor Budget S 4188180 $ 1,497,178
OTHER REVENUES S ¥29.214 $ 398v47¢
Farey YTOPS Colls of Bhadiom I 5% 4,.24% 23295 [Uripent Budaet Pemaining § 4,491 002 T581%
SYSTEM DEV FEES 1s san "5 3vevans
Parws YTOR Cali of Bluciost $ 42003 21.49% 4.90%| |ENTERPRISE FUND | Fucol Yeor o 3 |
WATER CHARGES 1% 1077 "5 39eva7e | [oerarTmanTs 17/18 Budget Coment FY | Corent FYTO%
Farws YTOPS Colirs of Blucioet $ 208.609 19.34% 27.04%| |Water Ceportment s 1581625 § 146,979 9.29%
|SEWER CHARGES 18 1780058 "3 3989474 | |sewer Depariment 2.407 851 285 084 11.84%
Fews YTOPS Colis of Budipet $ 31950 17 55% L&L0TR
FUND TOTALS 9% of Becged $  308P4Te § 42038 10.85%
Goneoral Fund $ 4188180 $ S54v342
Revenues FITD $ 0.9 " Fhcal Yeor Budget $ 3Mrars § 432038
Emterprize Fund F$ amrare § 35%052
Revenues FITD $ 405.740 15% Unipent Budast Pemaining _ § 3 557 441 89.17%
(OURCASH AND INVESTMENTS | Enterprise Fund
Balonces on Aug 30. 2018 in whole dollars
CASH & INVESTMENTS BY FUND Riverwak $ 1.500,000,00
ENTERPIILE FUNDS Legal Sves $ 4000000
| SReTes
June 2018 Avgest 2018 Mrolessionol v § 25000000 § 8.080.,00
Water/sewer Fund $ 1340576 § 1043217 Capital Outiay $ 1.500,000.00
Fiert Bank s 208§ 3ve e — o
NCCM $ 100848 § 104,806 fotor $371000000 § 1808000
Waler/sewer Fund Savings  § 2510517 § 2.513.628
TOTALOTHIR FUNDS  § 4282144 5 3988484 CF Rovgoes  $YSudget  Curent Rov |
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