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October 2, 2020

Karl Hagerman, Utility Director
Borough of Petersburg

PO Box 329

Petersburg, AK 99833

Subject: Utility Rate Study

Dear Karl:

FCS GROUP is pleased to submit this Water, Wastewater, and Sanitation Rate Study report prepared
for the City of Petersburg. This report summarizes the methodology, findings, and recommendations
for each of the core study elements.

Recommended water and wastewater rate adjustments were presented at a public meeting in
September 2019. These rate adjustments were revised in June 2020 due to the COVID-19 pandemic.
Sanitation rate adjustments and recycling scenarios were presented to the Assembly in August 2020.

The table below outlines the annual rate revenue adjustments for each utility. The combined monthly
residential bill based on average water use (4,000 gallons or 4 kgals) is estimated at $119.50 in FY
2021. The combined monthly residential bill in FY 2022 is estimated at $123.70 or a monthly
increase of $4.20 from the prior year.

Annual Rate Revenue Adjustments

FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

Water 0.00% 3.00% 3.00% 3.00% 3.00%
Wastewater 0.00% 3.00% 3.00% 3.00% 3.00%
Sanitation 0.00% 5.00% 5.00% 5.00% 5.00%

Monthly Residential Bill Impact

Utility FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
Water (3/4" Meter and 4 kgals) $44.51 $44.51 $45.85 $47.22 $48.62 $50.10
Wastewater $44.48 $44.48 $45.81 $47.18 $48.59 $50.07
Sanitation (32G + Recycle) $30.51 $30.51 $32.04 $33.64 $35.32 $37.09
Total $119.50 $119.50 $123.70 $128.04 $132.53 $137.26
Monthly Increase from Prior Year $0.00 $4.20 $4.34 $4.49 $4.73

We appreciate the contributions from Borough staff to this study process. It has been a pleasure
working with you and we look forward to assisting you with your future financial / management
needs. Any questions or commentary regarding this report can be directed to Matt Hobson at (425)
615-6056 or matthewh@fcsgroup.com.

Regards,
C‘\’u%(\g\;“ﬂ“ lo )’/ﬂ/f@@%\ Chewsw %W»‘T
Angie Sanchez-Virnoche Matt Hobson Chase Bozett

Principal and Vice President Project Manager Senior Analyst
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Section!|. INTRODUCTION

l.A. PURPOSE

FCS Group was engaged by the Petersburg Borough (“Borough”) to conduct a utility rate study for
the water, wastewater, and sanitation utilities. The purpose of this study was to provide a utility rate
and financial forecast for the FY 2021 to FY 2025 planning period. The water and wastewater
analyses were conducted sequentially in fall 2019 and the sanitation analysis was completed in spring
2020.

|.B. APPROACH

The methods used to complete the study are based on analytical principles that are generally accepted
and widely followed throughout the industry — rates and charges should generate enough revenue to
maintain self-supporting and financially viable utilities.

Throughout the study, we worked with staff from the Borough to arrive at rate conclusions that meet
forecasted utility financial obligations, achieve financial reserve goals, comply with legal
requirements, and adhere to industry best practices. Meetings were held with Borough staff to
validate input parameters, review interim findings, and receive policy direction. Recommended water
and wastewater rate adjustments were presented at a public meeting in September 2019.

Following the initial completion of the utility study, we worked with staff to revise the rate
recommendations to align them to the Borough’s policy goals related to COVID-19. These
adjustments are reflected in this report and were reviewed with Borough staff in June 2020.

l.C. SCOPE

The scope of the project included the following key elements:
® Review of fiscal policies.

® Assess revenue needs for a multi-year period that includes adequate funding for operations and
maintenance, system reinvestment, debt service, and other program activities.

Project capital needs and incorporate these needs into a multi-year funding forecast.
Facilitate staff reviews of preliminary results.

Facilitate an Assembly workshop and public hearing to present final results, options, and
recommendations of the multi-year plans.

® Adjust rate recommendations based on the Borough’s policy goals related to COVID-19.

The general methodology for the utility rate study is summarized in Section Il of the report. Section
11, IV, and V, and VI detail the assumptions, key factors, conclusions, and recommendations of the
water, wastewater, and sanitation utilities. Supporting analyses and financial models for the utility
rate study were provided in Microsoft Excel format to the Borough.

‘:E) FCS GROUP www.fcsgroup.com
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Section ll. METHODOLOGY

I.A. OVERVIEW

The methods used to establish customer rates are based on principles that are generally accepted and
widely followed throughout the industry. These principles are designed to produce rates that
equitable recover costs from each class of customer by setting the appropriate level of revenue to be
collected from ratepayers. Exhibit 1 illustrates the rate setting methodology used throughout the
study.
Exhibit 1
Rate Setting Methodology

Define Rate Operating
Financial REVEIE Expenditure
Policies Forecast Forecast

Financial Reserves Projected Accounts Line-ltem Cost Inflation

Debt Management Projected Demand New Programs
System Reinvestment Planned Rate Changes Economic Assumptions
Rates Existing Debt Service

Capital Needs Revenue Rate
and Sufficiency Strategy
Funding Tests Development

Capital Projects Annual Cash Flow Annual Rate Schedule
Contnbutions Debt Service Coverage Fixed Charges
Rates and Reserves Financial Ratios Variable Charges
Loans and Bonds Financial Reserves

11.B. REVENUE REQUIREMENT

A revenue requirement analysis forms the basis for a long-range financial plan and multi-year rate
management strategy for each utility. It also enables the Borough to set utility rates which fully
recover the total cost of operating each system: capital improvement and replacement, operations and
maintenance, general administration, fiscal policy attainment, cash reserve management, and debt
repayment. Linking rate levels to a financial plan such as this helps to enable sound financial
performance for the Borough’s utilities and creates a clear and reasonable relationship between the
costs imposed on utility customers and the costs incurred to provide the service.

A revenue requirement analysis includes the following core elements to form a complete portrayal of
the utility’s financial obligations.

0:3) FCS GROUP www.fcsgroup.com
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e Fiscal Policy Analysis: Identifies formal and informal fiscal policies of the Borough to ensure
that current policies are maintained, including reserve levels, capital/system replacement funding,
and debt service coverage.

® Capital Funding Plan: Defines a strategy for funding the Borough’s capital improvement
program, including an analysis of available resources from rate revenues, debt financing, and
other special resources that may be readily available.

® Operating Forecast: Identifies future annual non-capital costs associated with the operation,
maintenance, and administration of the system.

® Strategy Development: Designs a forward-looking strategy for adjusting rates to fully fund all
financial obligation on an annual basis over the FY 2021 to FY 2025 time period. In July 2020
Borough staff requested that the Sanitation study period extend to FY 2026. This draft report

‘:E) FCS GROUP www.fcsgroup.com
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Section Ill. WATER UTILITY

lI1.LA.  INTRODUCTION

The Borough owns and operates the water utility, which provides water services to customers within
the service area. Water is provided from two surface water sources: Cabin Creek and City Creek. As
of 2019, the City serves approximately 1,100 connections and maintains over 27 miles of water
distribution mains.

11.B. REVENUE REQUIREMENT

The revenue requirement is the amount of revenue that a utility’s rates must generate to meet is
various financial obligations. This analysis has two main purposes — it serves as a means of
evaluating the utility’s fiscal health and adequacy of current rate levels, and it sets the revenue basis
for near-term and long-term rate planning. The rate revenue required is defined as the net difference
between total revenue needs and the revenue generated through non-rate revenues. Hence, the
revenue requirement analysis involves defining and forecasting both needs and resources.

[11.B.1. Operating Forecast

The purpose of the operating forecast is to determine whether the existing rates and charges are
sufficient to recover the costs the utility incurs to operate and maintain the water utility. The
operating forecast was developed for the FY 2021 to FY 2025 time period. The FY 2020 budget
formed the baseline of the forecast. The operating forecast includes revenues, operating expenses,
and debt service.

I11.B.1.a Financial Reserves

® Total Fund Balance: A total fund balance is designed to provide financial resources to the
utility in two ways. The first is as a liquidity cushion to protect the utility from the risk of short-
term variation in the timing of revenue collection or payment of expenses and can help smooth
rate increases over time. The second is to have funds set aside in case of an emergency should a
piece of equipment or a portion of the utility’s infrastructure fail unexpectedly. This study
assumes an operating reserve target of four months (~120 days) of operating and maintenance
expenses consistent with the Borough’s current policy. This minimum reserve ranges from
$265,000 to $295,000 through the study period.

I1.B.1.b  Operating Revenues
® Rate Revenue: Based on budgeted FY 2020 residential and commercial sales revenue.
® Non-Rate Revenue: Line-item adjustments were made to non-rate revenues are described below:

»  The utility receives revenue from charges for services and water delivery in addition to
monthly residential and commercial rate revenue. Annual revenue from these sources totaled
$16,000 in FY 2020, which is assumed throughout the financial forecast.

» Economic development subsidy based on a minimum of $165,000 or debt service owed to
debt related to Cabin Creek and Scow Bay.

» State PERS Relief based on FY 2021 budget and tied to State PERS Relief expense.

‘:E) FCS GROUP www.fcsgroup.com



Petersburg Borough Final Utility Rate Study
October 2020 page 7

» Investment interest was calculated based on unused fund balances during the study period
and a 1.75 percent interest rate. The interest rate was based on feedback from Borough staff
and historical investment earnings.

[11.B.1.c  Operating and Maintenance (O&M) Expenses

® General Cost Inflation: 3.00 percent per year; based on the Borough’s historical cost increases
and discussions with Borough staff.

» Professional Services: Baseline forecast adjusted downward by $34,000 in FY 2021 to
account for one-time expenses in FY 2020 (e.g., periodic safety inspections at reservoirs and
rate study). Inflationary adjustments are applied at 3.00 percent per year thereafter with
exception to FY 2023 which includes a one-time $20,000 adjustment for the safety
inspections at the reservoirs.

11.B.1.d Debt Service

® EXxisting Debt: The water utility’s existing debt consists of three state loans as well as one loan
related to Cabin Creek, and one loan related to Scow Bay improvements. Annual debt service for
all existing debt is approximately $355,000 in FY 2020 and decreases to approximately $260,000
by the end of the forecast period due to the retirement of the Cabin Creek loan.

® New Debt: Annual loans issued by the Alaska Department of Environmental Conservation
(ADEC) are assumed in the water revenue requirement. Total loan proceeds throughout the
period total $2,325,000. Each loan is expected to be financed based on the following terms

»  Twenty (20) year term
» 1.50 percent annual interest rate
» No debt issuance costs

» Historically, a portion of the Borough’s ADEC loans have been forgiven (maximum
$500,000 annually or 50 percent of the loan). Based on discussions with Borough staff, the
likelihood of future loans being forgiven may be lower than in the past. To be conservative,
the forecast assumes that ADEC loans would be repaid by the Borough in full. If the Borough
were to have a portion of a loan forgiven, it would reduce the reliance on future borrowing.

Il.B.1.e  System Reinvestment

System reinvestment funding is a utility best practice that promotes system integrity. It is a funding
strategy that recognizes and proactively plans for the eventual retirement and replacement of utility
assets with rate revenues. Target system reinvestment funding levels are commonly linked to the
annualized replacement cost of assets determined through an asset management plan. In the absence
of a formal asset management plan, annual depreciation expense is used as a funding target. The
specific benchmark used to set system reinvestment funding targets is a matter of policy and must
balance various objectives including managing rate impacts, keeping long-term costs down, and
promoting “generational equity” (i.e. not excessively burdening current customers with paying for
facilities that will serve a large group of customers in the future).

The Borough does not have a formal system reinvestment policy. While we would generally
recommend enacting a reinvestment policy, the Borough has a unique financial resource through
low-interest state loans that provides a similar benefit to a system reinvestment policy. Unlike many
utilities, the Borough has access to low-interest loans from the Alaska Drinking Water Fund State

‘:E) FCS GROUP www.fcsgroup.com
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Revolving Fund which is administered by the Alaska Department of Environmental Conservation
(ADEC). This state program allows the Borough to access capital project funding at a relatively low
interest rate and provides a chance that the loan may be forgiven. Implementing a system
reinvestment policy is not recommended at this time. This policy decision should be revisited by the
Borough in the future given any changes to the ADEC loan program.

111.B.2. Capital Funding Plan

The water utility’s original capital plan totaled $6.9 million over the FY 2020 to FY 2025 time
period. After an initial review with staff, a revised capital plan was developed to mitigate significant
rate increases or “spikes” to customers. The revised rate plan includes $2.8 million from FY 2020 to
FY 2025. Projects not funded within this time frame would be deferred to later years. Funding for
these projects has been identified as existing reserves, interest on available fund balance, and ADEC
loans. Based on this plan, the Borough would cash fund approximately 17 percent of the capital plan
while the remaining 83 percent would be funded by low-interest, forgiveness-eligible, ADEC loans.
Exhibit 2 provides a summary of funding strategy by year.

Exhibit 2

Water Capital Funding Strategy

$1,200,000
$1,000,000
$800,000
$600,000
$400,000
. I
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

Cash mADEC Loan Proceeds

.C. SUMMARY OF REVENUE REQUIREMENT

The operating forecast components come together to form the multi-year revenue requirement. The
revenue requirement compares the overall revenue available to the water utility to the expenses and
evaluates the sufficiency of current rates on an annual basis. Exhibit 3 illustrates a summary of the
revenue requirement findings.

’:E) FCS GROUP www.fcsgroup.com



Petersburg Borough Final Utility Rate Study

October 2020 page 9
Exhibit 3
Water Utility Revenue Requirement
$1,400,000 3.0%
3.0% 0% 0% 0
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000
$0
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
mmmmmm Operating Expenses mmmmm Existing Debt Service
mmmmm New Debt Service e Total Revenue before Rate Increase

«» a» o Total Revenue after Rate Increase

Key observation of the revenue requirement include:

® Total revenues at current rates are sufficient to cover operating cost and existing debt obligations
through the forecast period. Existing rates are not sufficient to cover new debt service associated
with financing the utility’s FY 2020 to FY 2025 capital plan.

® Final debt payment related to Cabin Creek occurs in FY 2020. As a result, existing debt service is
expected to decrease in FY 2021. Debt service for the Cabin Creek and Scow Bay debt are
partially offset each year by revenue from the Economic Development Subsidy. This subsidy is
expected to decrease in FY 2021 as the Cabin Creek debt reaches maturity.

® To meet projected financial obligations and achieve the Borough’s financial targets, annual
revenue increases are needed from FY 2022 to FY 2025 at 3.0 percent.

® In addition to the rate revenue increases, the utility will likely need to rely on available fund
balance from FY 2023 to FY 2025. The utility’s fund balance is projected to remain above the
minimum reserve target of four months (~122 days) of operating expenses through the forecast
period. By 2025, the projected fund balance is estimated at 269 days of operating expenses or
approximately $652,000 as illustrated in Exhibit 4.
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Exhibit 4
Water Fund Balance

$900,000
$800,000
$700,000
$600,000
$500,000
$400,000
$300,000
$200,000

$100,000

$-
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mmmm Ending Fund Balance ~ emssss|\linimum Target Balance

Exhibit 5 illustrates the projected water rates for each customer class from FY 2021 to FY 2025
based on the rate revenue recommendations. All rates are projected to remain at current levels in FY
2021. Annual rate adjustments from FY 2022 to FY 2025 are applied equally or across the board
(ATB) to residential and commercial rate classes and to base and volumetric rates. Between FY 2021
and FY 2025 the 3/4-inch residential base charge is expected to increase from $35.31 to $39.74 —a
difference of $4.43 over the five-year period. The commodity charge is expected to increase from
$2.30 per 1,000 gallons to $2.59 per 1,000 gallons over the same time period.
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Exhibit 5
Projected FY 2021 to FY 2025 Water Rates
Across-the-Board Rate Schedule Existing ~ATB ~ ATB ATB  ATB ATB
FY 2020 | FY 2021 FY 2022 FY 2023 FY 2024 | FY 2025

Annual System-Wide Rate Increase 0.00% 3.00% 3.00% 3.00% 3.00%

Charges
3/4" Residential Base Charge $35.31 $35.31 $36.37 $37.46 $38.58 $39.74
3/4" Residential 1,000 Gallon Charge $2.30 $2.30 $2.37 $2.44 $2.51 $2.59
3/4" Residential Senior Discount Base Charge $17.66 $17.66 $18.19 $18.74 $19.30 $19.88
3/4" Residential Senior Discount 1,000 Gallon Charge $1.15 $1.15 $1.18 $1.22 $1.26 $1.29
1" Base Charge $47.39 $47.39 $48.81 $50.28 $51.78 $53.34
1" 1,000 Gallon Charge $4.10 $4.10 $4.22 $4.35 $4.48 $4.61
1.5" Base Charge $118.48 | $118.48 | $122.03 ! $125.70 | $129.47 | $133.35
1.5" 1,000 Gallon Charge $4.00 $4.00 $4.12 $4.24 $4.37 $4.50
2" Base Charge $248.81 | $248.81 | $256.27 | $263.96 | $271.88 | $280.04
2" 1,000 Gallon Charge $3.81 $3.81 $3.92 $4.04 $4.16 $4.29
3" Base Charge $544.98 | $544.98 | $561.33 | $578.17 | $595.51 | $613.38
3" 1,000 Gallon Charge $2.38 $2.38 $2.45 $2.52 $2.60 $2.68
4" Base Charge $829.33 | $829.33 | $854.21 | $879.84 | $906.23 | $933.42
4" 1,000 Gallon Charge $1.84 $1.84 $1.90 $1.95 $2.01 $2.07
6" Base Charge $1,244.02 {$1,244.02 |$1,281.34 {$1,319.78 | $1,359.37 {$1,400.16
6" 1,000 Gallon Charge $1.04 $1.04 $1.07 $1.10 $1.14 $1.17

Exhibit 6 compares sample residential bills between nearby and similar jurisdictions. It is assumed
that the typical residential customer uses 4,000 gallons per month with a ¥ inch meter (based on
figures from 2019 water quality report).

Exhibit 6
Sample Bill Comparison
$70
$57.93
$60 $54.98 $55.02
550 $44.51
$40 $37.62 $39.05
$32.28
$30
$20
$10
$-
Wrangell Juneau Haines Petersburg Fairbanks Anchorage Ketchikan
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Section IV. WASTEWATER UTILITY

IV.A.  INTRODUCTION

The Borough owns and operates the wastewater utility, which provides wastewater services to
customers within their service area. The wastewater collection system includes 17 miles of
underground piping and 20 lift stations. The wastewater treatment plant processes approximately 200
million gallons of wastewater annually from 1,100 connections.

IV.B. REVENUE REQUIREMENT

Similar to the water utility, the revenue requirement is the amount of revenue that a utility’s rates
must generate to meet is various financial obligations. This analysis has two main purposes — it
serves as a means of evaluating the utility’s fiscal health and adequacy of current rate levels, and it
sets the revenue basis for near-term and long-term rate planning. The rate revenue required is defined
as the net difference between total revenue needs and the revenue generated through non-rate
revenues. Hence, the revenue requirement analysis involves defining and forecasting both needs and
resources.

IV.B.1. Operating Forecast

The purpose of the operating forecast is to determine whether the existing rates are sufficient to
recover the costs the utility incurs to operate and maintain the wastewater utility. The operating
forecast was developed for the FY 2021 to FY 2025 time period. The FY 2020 budget formed the
baseline of the forecast.

IV.B.1.a Financial Reserves

® Total Fund Balance: A total fund balance is designed to provide protection in two ways. The
first is as a liquidity cushion to protect the utility from the risk of short-term variation in the
timing of revenue collection or payment of expenses and can help smooth rate increases over
time. The second is to have funds set aside in case of an emergency should a piece of equipment
or a portion of the utility’s infrastructure fail unexpectedly. This study assumes a target of 4
months (~122 days) of operating and maintenance expenses consistent with the Borough’s
current policy. This minimum reserve ranges from $230,000 to $260,000 through the study
period

IV.B.1.b  Operating Revenues
® Rate Revenue: Based on budgeted FY 2020 residential and commercial sales revenue.
® Non-Rate Revenue: Line-item adjustments were made to non-rate revenues are described below:

»  The utility receives revenue from charges for services in addition to monthly residential and
commercial rate revenue. Annual revenue from this source totaled $10,000 in FY 2020,
which is assumed throughout the financial forecast.

»  State PERS Relief based on FY 2021 budget and tied to State PERS Relief expense.
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» Investment interest was calculated based on unused fund balances during the study period
and a 1.75 percent interest rate. The interest rate was based on feedback from Borough staff
and historical investment earnings.

IV.B.1.c  Operating and Maintenance (O&M) Expenses

® General Cost Inflation: 3.00 percent per year; based on the Borough’s historical cost increases
and discussions with Borough staff.

» Professional Services: Baseline forecast adjusted downward by $14,000 in FY 2021 to
account for one-time expenses in FY 2020. Inflationary adjustments are applied at 3.00
percent per year thereafter.

IV.B.1.d Debt Service

® Existing Debt: The wastewater utility’s existing debt consists of four state loans as well as three
loans related to Kiseno Street, Scow Bay Pump Station 1, and Pump Station 4 Force Main that
begin repayment in FY 2022. Annual debt obligation ranges from $150,000 at the beginning of
the study period to $210,000 at the end of the period.

® New Debt: Annual ADEC loans are assumed in the wastewater revenue requirement. Total loan
proceeds throughout the period total $2,250,000. Each loan is expected to be financed based on
the following terms

»  Twenty (20) year term
» 1.50 percent annual interest rate
» No debt issuance costs

» Historically, a portion of the Borough’s ADEC loans have been forgiven (maximum
$500,000 annually or 50% of the loan). Based on discussions with Borough staff, the
likelihood of future loans being forgiven may be lower than in the past. To be conservative,
the forecast assumes that ADEC loans would be repaid by the Borough in full. If the Borough
were to have a portion of a loan forgiven, it would reduce the reliance on future borrowing.

IV.B.1.e  System Reinvestment

Similar to the water utility, the Borough does not have a formal system reinvestment policy for the
wastewater utility. While we would generally recommend enacting a reinvestment policy, the
Borough has a unique financial resource through low-interest state loans that provides a similar
benefit to a system reinvestment policy. For a description of these state loans and their impact on the
water and wastewater utility financial plans, please refer to pages 6 and 7 of this report. In summary,
this state program allows the Borough to access capital project funding at a relatively low interest
rate and provides a chance that the loan may be forgiven. Implementing a system reinvestment policy
is not recommended at this time. This policy decision should be revisited by the Borough in the
future given any changes to the ADEC loan program.

IV.B.2. Capital Funding Plan

The wastewater utility’s capital plan totals $3.7 million from FY 2020 to FY 2025. Funding for these
projects has been identified as existing reserves, interest on available fund balance, and ADEC loans.
Based on this plan, the Borough would finance approximately 39 percent of the capital plan while the
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remaining 61 percent would be funded by low-cost, forgiveness-eligible ADEC loans. Exhibit 7
provides a summary of the capital funding strategy by year.

Exhibit 7
Woastewater Capital Funding Strategy

$1,000,000
$900,000
$800,000
$700,000

$600,000
$500,000
$400,000
$300,000
$200,000
$100,000
$0 [ |

FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

m Cash ®ADEC Loan Proceeds

IV.C. SUMMARY OF REVENUE REQUIREMENT

The operating forecast components come together to form the multi-year revenue requirement. The
revenue requirement compares the overall revenue available to the wastewater utility to the expenses
and evaluates the sufficiency of current rates on an annual basis. Exhibit 8 illustrates a summary of
the revenue requirement findings.
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Exhibit 8
Wastewater Revenue Requirement
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a» a» o Total Revenue after Rate Increase

Key observation of the revenue requirement include:

Total revenues at current rates are sufficient to cover operating cost obligations through the
forecast period. Beginning in FY 2022, revenue levels are not projected to cover existing and
new debt service costs.

The initial rate recommendation included 3.0 percent annual adjustments from FY 2021 to FY
2025. In response to the financial impacts of COVID-19, this initial recommendation was revised
in June 2020 to defer any rate action in FY 2021. The revised rate recommendation includes 3.0
percent annual rate adjustments beginning one year later from FY 2022 to FY 2025.

By deferring rate action in FY 2021, the wastewater utility will need to rely more on available
fund balance to meet its operating cost and debt service obligations. The utility’s fund balance is
projected to remain above the minimum reserve target of four months (~122 days) of operating
expenses through the forecast period. By FY 2025, the projected fund balance is estimated at 269
days of operating expenses or approximately $573,000 as illustrated in Exhibit 9.
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Exhibit 9
Wastewater Fund Balance
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Exhibit 10 illustrates the projected wastewater rates for each customer class from FY 2021 to FY
2025 based on the rate revenue recommendations. All rates are projected to remain at current levels
in FY 2021. Annual rate adjustments from FY 2022 to FY 2025 are applied equally or across the
board (ATB) to residential and commercial rate classes and to base and volumetric rates. Between
FY 2021 and FY 2025 the residential base charge is expected to increase from $40.40 to $45.57 — a
difference of $5.07 for the five-year time period. The commodity charge is expected to increase from
$1.02 per 1,000 gallons to $1.15 per 1,000 gallons over the same time period.
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Exhibit 10
Projected FY 2021 to FY 2025 Wastewater Rates
Across-the-Board Rate Schedule Existing ATB ATB ATB ATB ATB
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
Annual System-Wide Rate Increase 0.00% 3.00% 3.00% 3.00% 3.00%
Base Charges
Residential $40.40 $40.40 $41.61 $42.86 $44.15 $45.47
1" Sewer $90.51 $90.51 $93.23 $96.02 $98.90 $101.87
1.5" Sewer $217.81 $217.81 $224.34 $231.07 $238.01 $245.15
2" Sewer $435.64 $435.64 $448.71 $462.17 $476.04  $490.32
3" Sewer $839.16 $839.16 $864.33 $890.26 $916.97 $944.48
6" Sewer $2,191.66 $2,191.66 $2,257.41 $2,325.13 $2,394.89 $2,466.73
Industrial $528.61 $528.61 $544.47 $560.80 $577.63 $594.96
Commodity Charge per 1,000 Gallons
Senior Citizen Discount $0.51 $0.51 $0.53 $0.54 $0.56 $0.57
All Other Accounts $1.02 $1.02 $1.05 $1.08 $1.11 $1.15

Exhibit 11 compares sample residential bills between nearby and similar jurisdictions. It is assumed

that the typical residential customer uses 4,000 gallons per month.

Exhibit 11
Sample Sewer Bill Comparison
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Section V. SANITATION UTILITY

V.A. INTRODUCTION

The Borough owns and operates the sanitation utility, which provides solid waste and recycling
services to customers within the service area. As of 2018, the City serves approximately 1,200
customers. The City collects municipal solid waste from customers and utilizes service contracts for
the transport, disposal, and material processing of collected material. The planning period for the
Sanitation utility was originally FY 2021 to FY 2025. In July 2020, Borough staff requested to
extend the planning period by one additional year to FY 2026.

V.B. REVENUE REQUIREMENT

Like the water and wastewater utilities, the revenue requirement analysis for sanitation evaluates the
revenue sufficiency of existing rates against forecasted operating, capital, and financial policy
expenses. This assessment provides the foundation for a multi-year rate plan that ensures long-term
financial sustainability and compliance with the Borough’s financial reserve goals.

V.B.1. Operating Forecast

The purpose of the operating forecast is to determine whether the existing rates and charges are
sufficient to recover the costs the utility incurs to operate and maintain the sanitation utility. The
operating forecast was developed for the FY 2021 to FY 2026 time period. The FY 2020 budget
formed the baseline of the forecast. The operating forecast includes refuse collection rate revenues,
baler charges, and operating expenses (e.g., staff, equipment fuel and maintenance, disposal contract
charges).

V.B.1.a Financial Reserves

® Total Fund Balance: A total fund balance is designed to provide financial resources to the
utility in two ways. The first is as a liquidity cushion to protect the utility from the risk of short-
term variation in the timing of revenue collection or payment of expenses and can help smooth
rate increases over time. The second is to have funds set aside in case of an emergency should a
piece of equipment or a portion of the utility’s infrastructure fail unexpectedly. This study
assumes an operating reserve target of four months (~120 days) of operating and maintenance
expenses consistent with the Borough’s current policy. This minimum reserve ranges from
$295,000 to $350,000 through the study period.

V.B.1.b Operating Revenues

® Rate Revenue: Based on budgeted FY 2020 refuse collection and baler/landfill charges revenue.
No growth in customer accounts are assumed in the forecast.

® Non-Rate Revenue: Line-item adjustments were made to non-rate revenues are described below:
» State PERS Relief based on FY 2020 budget and tied to State PERS Relief expense.
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V.B.1.c Operating and Maintenance (O&M) Expenses

® General Cost Inflation: 3.00 percent per year; based on the Borough’s historical cost increases
and discussions with Borough staff.

» Motorpool O&M line item is adjusted downward in FY 2021 from approximately $109,000
to $90,000.

»  Additional maintenance expenses for a new baler are estimated at $26,000 per year beginning
in FY 2021 and increases each subsequent year with general cost inflation.

»  Additional annual equipment replacement funding for a new collection truck estimated at
$4,000 in FY 2021 and increasing to $18,000 each year thereafter.

® MSW Transport and Disposal: 3.50 percent per year; based on the Borough’s 2018 contract
renewal with Republic Services.

V.B.1.d Debt Service

The Sanitation utility currently does not have any outstanding debt and is not projected to issue debt
for any capital projects over the study period.

V.B.2. Capital Funding Plan

The sanitation utility’s capital plan totals $250,000 over the FY 2020 to FY 2026 time period.
Exhibit 12 provides a summary of capital by year. The Borough has also identified a roof
replacement project beyond the study period for $200,000 (FY 2028).

Exhibit 12
Sanitation Capital Plan
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V.C. SUMMARY OF REVENUE REQUIREMENT

The operating forecast components come together to form the multi-year revenue requirement. The
revenue requirement compares the overall revenue available to the sanitation utility to the expenses
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and evaluates the sufficiency of current rates on an annual basis. Exhibit 13 illustrates a summary of
the revenue requirement findings.

Exhibit 13
Sanitation Utility Revenue Requirement
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Key observation of the revenue requirement include:

® Total revenues at current rates are sufficient to cover operating costs including the transport and
disposal contract in FY 2021.

® Operating expenses begin to outpace rate revenues beginning in FY 2022. Operating expenses are
expected to exceed revenues by $175,000 in FY 2026.

® Annual rate adjustments of 5.00 percent beginning in FY 2022 are anticipated to fund operating
expenses, generate revenue for the planned capital projects, and maintain a financial reserve at or
near the Borough’s target level.

Exhibit 14 summarizes the fund balance through the forecast period compared to the target level of
four months of operating expenses.
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Exhibit 14
Sanitation Fund Balance
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Key observations on the utilities ending fund balance include:

® Fund balance drops to 110 and 108 days of O&M expenses in FY 2022 and FY 2023 respectively
to fund capital needs.

® Fund balance increases after FY 2023 to target levels throughout remaining years of study period.

Exhibit 15 illustrates the projected sanitation rates for each customer from FY 2021 to FY 2026

based on the rate revenue recommendations. All rates are projected to remain at current levels in FY

2021. Annual rate adjustments from FY 2022 to FY 2026 are applied equally or across the board

(ATB) to all rates.

Based on this multi-year rate plan, the customer monthly rate for a 32-gallon solid waste can and
recycling service is expected to increase from $30.51 to $32.04 in FY 2022 — an increase of $1.53.

Between FY 2021 and FY 2026 the customer monthly rate for a 32-gallon solid waste can and
recycling service is expected to increase from $30.51 to $38.94 — a increase of $8.43 over the five-
year period.
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Exhibit 15
Projected FY 2021 to FY 2026 Sanitation Rates

-the-Board Rate Schedule i B ATB ATB ATB ATB ATB
FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026

Annual System-Wide Rate Increase 0.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Charges
GIR $ 3051 $ 3051 $ 3204 $ 3364 $ 3532 $ 3709 $ 3894
Gl $ 3661 $ 3661 $ 3844 $ 4036 $ 4238 $ 4450 $  46.72
G2 $ 5419 $ 5419 $ 5690 $ 5974 $ 6273 $ 6587 $ 69.16
G2S $ 2710 $ 2710 $ 2846 $ 2988 $ 3137 $ 3294 $ 3459
G3 $ 6357 $ 6357 $ 6675 $ 7009 $ 7359 $ 7727 $ 8113
G1S $ 1830 $ 1830 $ 1922 $ 2018 $ 2118 $ 2224 $ 2336
G1SR $ 1525 $ 1525 $ 16.01 $ 1681 $ 1765 $ 1854 $ 19.46
G5 $ 30484 $ 30484 $ 32008 $ 336.09 $ 35289 $ 37053 $ 389.06
G6 $ 18420 $ 18420 $ 19341 $ 203.08 $ 21323 $ 22390 $ 235.09
G7 $ 34254 $ 34254 $ 35967 $ 37765 $ 39653 $ 41636 $ 437.18
G8 $ 8368 $ 8368 $ 878 $ 9226 $ 9687 $ 10171 $ 106.80
G9 $ 12389 $ 12389 $ 130.08 $ 13659 $ 14342 $ 15059 $ 158.12
G10 $ 36516 $ 36516 $ 38342 $ 40259 $ 42272 $ 44385 $ 466.05
G11 $ 60643 $ 60643 $ 63675 $ 66859 $ 70202 $ 73712 $ 773.98
G12 $ 68183 $ 68183 $ 71592 $ 75172 $ 789.30 $ 82877 $ 87021
G13 $ 11316 $ 11316 $ 11882 $ 12476 $ 131.00 $ 13755 $ 14442
Gl4 $ 18420 $ 18420 $ 19341 $ 203.08 $ 21323 $ 22390 $ 235.09
G15 $ 54611 $ 54611 $ 57342 $ 60209 $ 63219 $ 66380 $ 696.99
G16 $ 908.01 $ 908.01 $ 95341 $ 1,001.08 $ 1,051.14 $ 1,103.69 $ 1,158.88
G117 $ 1,021.11 $ 1,021.11 $ 1,07217 $ 1,125.77 $ 1,182.06 $ 1,241.17 $ 1,303.22
G18 $ 24452 $ 24452 $ 25675 $ 26958 $ 283.06 $ 297.22 $ 312.08
G19 $ 48579 $ 48579 $ 51008 $ 53558 $ 56236 $ 59048 $ 620.00
G20 $ 24452 $ 24452 $ 256.75 $ 26958 $ 283.06 $ 297.22 $ 312.08
G21 $ 72706 $ 72706 $ 76341 $ 80158 $ 84166 $ 88375 $ 927.93
G22 $ 1,209.60 $ 1,209.60 $ 1,270.08 $ 1,333.58 $ 1,400.26 $ 1,470.28 $ 1,543.79
G23 $ 1,360.39 $ 1,360.39 $ 142841 $ 1,499.83 $ 157482 $ 165356 $ 1,736.24
G24 $ 908.01 $ 908.01 $ 95341 $ 1,001.08 $ 1,051.14 $ 1,103.69 $ 1,158.88
G25 $ 151119 $ 151119 $ 1,586.75 $ 1,666.09 $ 1,749.39 $ 1,836.86 $ 1,928.70
G26 $ 1,699.68 $ 1,699.68 $ 1,784.66 $ 1,873.90 $ 1,967.59 $ 2,065.97 $ 2,169.27
G27 $ 2,076.66 $ 2,076.66 $ 2,180.49 $ 2,289.52 $ 2,403.99 $ 2,524.19 $ 2,650.40
G28 $ 237825 $ 2,37825 $ 2,497.16 $ 2,622.02 $ 2,753.12 $ 2,890.78 $ 3,035.32
G29 $ 1,088.97 $ 1,08897 $ 1,14342 $ 1,200.59 $ 1,260.62 $ 1,323.65 $ 1,389.83
G30 $ 1,081.43 $ 1,081.43 $ 1,13550 $ 1,192.28 $ 1,251.89 $ 1,31448 $ 1,380.21
G31 $ 217468 $ 2,174.68 $ 228341 $ 2,397.58 $ 2,517.46 $ 2,643.34 $ 2,775.50
G32 $ 68182 $ 68182 $ 71591 $ 75171 $ 78929 $ 82876 $ 870.19
G33 $ 1,360.39 $ 1,360.39 $ 142841 $ 1,499.83 $ 157482 $ 1,653.56 $ 1,736.24
G34 $ 2,038.96 $ 2,038.96 $ 2,140.91 $ 2,247.95 $ 2,360.35 $ 2,478.37 $ 2,602.29
G35 $ 271753 $ 2,71753 $ 2,853.41 $ 2,996.08 $ 3,145.88 $ 3,303.17 $ 3,468.33
G36 $ 3,396.10 $ 3,396.10 $ 3,565.91 $ 3,744.20 $ 3,931.41 $ 4,127.98 $ 4,334.38
G37 $ 4,074.67 $ 4,074.67 $ 427840 $ 4,492.32 $ 4,716.94 $ 4,952.79 $ 5,200.43
G38 $ 475324 $ 4,753.24 $ 4,990.90 $ 524045 $ 550247 $ 5777.59 $ 6,066.47
G39 $ 2,038.96 $ 2,038.96 $ 2,140.91 $ 2,247.95 $ 2,360.35 $ 2,478.37 $ 2,602.29
G40 $ 72706 $ 72706 $ 76341 $ 80158 $ 84166 $ 88375 $ 927.93
G41 $ 40286 $ 40286 $ 423.00 $ 44415 $ 46636 $ 489.68 $ 514.16
G42 $ 52349 $ 52349 $ 54966 $ 57715 $ 60601 $ 63631 $ 668.12
G43 $ 1,043.73 $ 1,043.73 $ 1,095.92 $ 1,150.71 $ 1,20825 $ 1,268.66 $ 1,332.09
Ga4 $ 1563.96 $ 1563.96 $ 1,642.16 $ 1,724.27 $ 1,81048 $ 1,901.00 $ 1,996.05
G45 $ 96833 $ 96833 $ 1,016.75 $ 1,067.58 $ 1,120.96 $ 1,177.01 $ 1,235.86
G46 $ 2,604.44 $ 260444 $ 2,734.66 $ 2,871.40 $ 3,014.96 $ 3,165.71 $ 3,324.00
G47 $ 16410 $ 16410 $ 17231 $ 18092 $ 189.97 $ 19946 $ 209.44
G48 $ 4447 $ 4447 $ 4669 $ 4903 $ 5148 $ 5405 $ 56.76
G49 $ 6815 $ 6815 $ 7156 $ 7514 $ 7889 $ 8284 $ 86.98
G51 $ 2,084.20 $ 2,084.20 $ 2,18841 $ 2,297.83 $ 2,412.72 $ 2,533.36 $ 2,660.03
G52 $ 11216 $ 11216 $ 117.77 $ 12366 $ 12984 $ 13633 $ 143.15
G53 $ 36516 $ 36516 $ 38342 $ 40259 $ 42272 $ 44385 $ 466.05
G54 $ 3,883.73 $ 3,883.73 $ 4,077.92 $ 4,281.81 $ 4,49590 $ 4,720.70 $ 4,956.73
G55 $ 3,056.82 $ 3,056.82 $ 3,209.66 $ 3,370.14 $ 3,538.65 $ 3,715.58 $ 3,901.36
G56 $ 50855 $ 50855 $ 53398 $ 56068 $ 58871 $ 618.15 $ 649.05
G57 $ 145413 $ 145413 $ 1526.84 $ 1,603.18 $ 1,683.34 $ 1,767.50 $ 1,855.88
G97 $ 30484 $ 30484 $ 32008 $ 336.09 $ 35289 $ 37053 $ 389.06

‘:E) FCS GROUP www.fcsgroup.com



Petersburg Borough Final Utility Rate Study
October 2020 page 23

V.D. RECYCLING PROGRAM ALTERNATIVES

FCS Group coordinated with Borough staff to estimate the cost and rate impacts of reducing or
eliminating recycling service. These recycling service alternatives included:

® Every-other-week recycling service (existing service is weekly)
® Replace weekly recycling collection with a drop off site for recyclables
® Eliminate recycling service

The following section summarize the estimated rate impacts of each scenario as well as the key
assumptions supporting the estimates. Figure 16 compares the projected sanitation rate increases of
each scenario to the baseline annual rate adjustment of 5 percent from FY 2021 to FY 2026.

Exhibit 16
Projected Sanitation Rate Increases by Recycling Service Scenario
Scenario FY2021  FY2022  FY2023  FY2024  FY2025 FY 2026
Baseline 0.00% 5.00% 5.00% 5.00% 5.00% 5.00%
Every-Other-Week Collection 0.00% 3.00% 3.00% 3.00% 3.00% 3.00%
Recycling Drop-Off Center 0.00% 2.00% 2.00% 2.00% 2.00% 2.00%
Eliminate Recycling Senice 0.00% 1.00% 1.00% 1.00% 1.00% 1.00%

V.D.1. Every-Other-Week Recycling Service

In this alternative, recycling pick-up would be picked up every other week compared to the current
weekly service. Key changes to the utility’s cost include:

® Recycling routes are run half as often as current levels reducing Motorpool O&M costs.
® Routes are recalibrated to move one front-line truck to a reserve truck.

® With reduced recycling pickups, it is assumed that a portion of previously recycled materials will
be placed in solid waste bins which will increase disposal costs and reduce recycling processing
costs.

V.D.2. Drop Off Site Only Recycling

In this alternative, recycling collection service is replaced by a recycling drop-off center. Key
assumptions for this scenario include:

All recycling routes are eliminated reducing the Motorpool O&M costs.
Routes are recalibrated to move one front-line truck to a reserve truck.
Fifty (50) percent of recycling tonnage would be baled as solid waste for disposal.

$20,000 worth of capital improvements would need to be completed at the drop off site to
accommodate increased customer traffic.

V.D.3. Eliminate Recycling Service

In this alternative recycling service is eliminated and all municipal solid waste is collected in the
garbage bin. Key changes to the utility’s cost include:

® All recycling routes are eliminated reducing the Motorpool O&M costs.
® Routes are recalibrated to move one front-line truck to a reserve truck.
® All recycling tonnage would be baled as solid waste for disposal.

‘:E) FCS GROUP www.fcsgroup.com



Petersburg Borough Final Utility Rate Study
October 2020 page 24

Section VI. CONCLUSION

The results of this study provide a financial plan and rate strategy for the water, wastewater, and
sanitation utilities for the FY 2021 to FY 2025 planning period. The recommended annual rate
adjustments are designed to generate adequate funding in each year of the planning period for utility
operations, existing and new debt service, capital projects, and the Borough’s financial reserve
policies.

Throughout the study, we worked with staff from the Borough to arrive at these rate
recommendations. Meetings were held with Borough staff to validate cost and revenue assumptions,
review interim findings, and receive policy direction. Recommended water and wastewater rate
adjustments were presented at a public meeting in September 2019. Sanitation rate adjustments and
recycling scenarios were presented to the Assembly in August 2020.

Exhibit 17 outlines the annual rate revenue adjustments for each utility. The combined monthly
residential bill based on average water use (4,000 gallons or 4 kgals) is estimated at $119.50 in FY
2021. The combined monthly residential bill in FY 2022 is estimated at $123.70 or a monthly
increase of $4.20 from the prior year. We recommend that the Borough regularly monitor the
financial status of the utility, adjusting the rate strategy as needed to maintain equitable rates that are
adequate to meet the Borough’s financial needs.

Exhibit 17
Summary of Annual Rate Adjustments and Monthly Residential Rates

Annual Rate Revenue Adjustments

FY 2021 FY 2022 FY 2023 FY 2024 FY 2025

Water 0.00% 3.00% 3.00% 3.00% 3.00%
Wastewater 0.00% 3.00% 3.00% 3.00% 3.00%
Sanitation 0.00% 5.00% 5.00% 5.00% 5.00%

Monthly Residential Bill Impact

Utility FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025
Water (3/4" Meter and 4 kgals) $44.51 $44.51 $45.85 $47.22 $48.62 $50.10
Wastewater $44.48 $44.48 $45.81 $47.18 $48.59 $50.07
Sanitation (32G + Recycle) $30.51 $30.51 $32.04 $33.64 $35.32 $37.09
Total $119.50 $119.50 $123.70 $128.04 $132.53 $137.26
Monthly Increase from Prior Year $0.00 $4.20 $4.34 $4.49 $4.73
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