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A. Executive Summary

This document was prepared to summarize the work performed by the Municipal & Financial
Services Group (“MFSG”) during the comprehensive water and sewer rate study authorized by the
City of Portsmouth (“The City”). The study covers approximately a two year period, as our project
team has provided ongoing rate support for the development and adoption of water and sewer
rates for fiscal years (FY) 2014 and FY 2015. This report provides a summary of the activities
completed over this two year period. The following section provides a study background and a
summary of the key findings and recommendations developed during the completion of the study.

1. Study Background

The City of Portsmouth provides water and sewer service to residents and businesses located
within the City limits, to customers in several surrounding Towns and the Pease International
Tradeport. The day-to-day operation and maintenance of the water and sewer systems are
managed by the Divisions of Water and Sewer within the City’s Public Works Department. The City
accounts for the operations of the water and sewer systems in a separate Water and Sewer
Enterprise Fund. As such, the operations and maintenance of the water and sewer utilities are fully
supported by the users of the systems through user rates and fees. The Fund includes
approximately 46 employees who manage all aspects of the water and sewer systems. The City’s
last water and sewer rate study was completed in 2006.

In 2012, the City engaged MFSG to conduct a comprehensive water and sewer rate study. The key
objectives for the study were identified as:

* Determine the cost of water and wastewater system services to allow for establishment of
usages rates and fees;

¢ Develop and evaluate alternative rate structures;

¢ Develop a comprehensive water and sewer rate model;

* Develop a five-year financial plan accounting for capital improvements, resulting debt and
operating budgets; and

* Development of public outreach/education and stakeholder input regarding cost of service
and rate alternatives.

The objectives for the study were to be accomplished in a transparent and public manner to ensure
that all stakeholders and interested parties were aware of the key issues and are allowed to
provide input.
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2. Summary of Meetings

To ensure that the study was completed in an open and transparent manner, a number public of
meetings were conducted during the course of the study. A summary of the meetings conducted
during the study are provided below.

* Public Informational Workshop (12-4-12) - A workshop intended to engage the public at
the beginning of the study. The workshop provided background on the water and sewer
systems, an overview of the rate study approach, key policy factors that would be examined
during the study and the study schedule.

* City Council Work Session (2-11-13) - A work session with the City Council to provide an
overview of the water and sewer systems, the rate study process, rate history and
community comparisons, policy factors to be evaluated during the study and the study
schedule.

¢ City Council Public Input Session {3-13-13) - A public input session with the City Council to
review the key policy factors for the rate study including the recommended actions related
to each key policy factor.

* City Council Water and Sewer Budget Work Session (4-16-13) - A work session with the
City Council to present the proposed FY14 budgets and supporting adjustments to rates.

¢ City Council Public Input Session (3-19-14) - A public input session with the City Council to
provide an overview of the rate study work completed during the previous year and
analysis and recommended actions for each of key policy factors.

* City Council Water and Sewer Budget Work Session (5-14-14) - A work session with the
City Council to present the proposed FY15 budgets and supporting adjustments to rates and
to discuss remaining policy factors.

3. Key Study Findings and Recommendations

To complete the water and sewer rate study, a comprehensive water and sewer rate model was
developed. The rate model was used to prepare a long-term forecast of the cost of operating and
maintaining the water and sewer systems and to evaluate rate structure policy factors. The rate
model served as the primary tool to facilitate the study. Copies of the models developed to
support the FY14 and FY15 budgets and rates are provided in Appendix B of this report.
Additionally, MFSG completed technical analysis of a number of the City’s other charges including
capacity use surcharges and wholesale water rates. The calculations for these rates and charges
are included in the models and are documents in technical memorandums included in Appendix D
of this report.
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During the course of the study a number of key findings and recommendations were developed
and discussed during the public meetings. The key findings are presented below. It should be
noted that the City was aware of a number of the findings prior to the study, but the study
provided data to fully support the findings.

The City has experienced a leveling off/decline in water and sewer consumption within the
City’s service area. The change in customer usage patterns has had an impact on the
revenues of the water and sewer system. The average Portsmouth customer uses
approximately 5 hundred cubic feet (HCF) per month as compared to the historical
perception that the average customer uses 10 HCF which was based on using State of New
Hampshire Department of Environmental Services calculations. The detailed customer
usage analysis is presented in Appendix C.

The City is facing significant capital investments due to the need for repair and replacement
of aging infrastructure and the need to comply with regulatory requirements. The capital
investments required for the sewer system will have a significant impact on the cost of
providing sewer service over the next five to ten years.

Based on the forecasted cost of operating and maintaining the water system, the City was
able to keep rates flat during FY14 and FY15 but will be required to adopt modest
inflationary increases in future years (2% to 3% annual increases).

Based on the forecasted cost of operating and maintaining the sewer system, the City was
required to increase rates by 12% in FY14 and 5% in FY15. The City will be required to
increase sewer rates annually in the range of 4% to 5% to ensure that the financial health of
the Sewer Fund in light of the necessary sewer capital investments.

The key recommendations developed during the course of the study are presented below. It
should be noted that all of the recommendations have been adopted by the City.

The City should continue with the use of a stabilized financial planning approach for
adjusting water and sewer revenues. This approach takes a long-term view of each of the
funds and adjusts rates in a predictable and stable manner allowing for proactive
management of the water and sewer systems.

The City should maintain a minimum net position within the Water and Sewer Funds of 20%
of the annual expenditures within each fund. This net position will allow the City to
maintain stability. Additionally, over time we recommend that the maximum amount
maintained within each fund should equal no more than 30% of the annual expenditures
within each fund.

The City should update the rate model on an annual basis to allow for a long-term view of
the health of each fund and to evaluate future rate adjustments.
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A number of policy factors related to how the City charges for water and sewer service
were evaluated during the course of the study. The specific recommendations for each
policy factor include the following:

o Additional Tiers - It was recommended that the City not add additional tiers because

of the impact on large water and sewer users and the inability of this approach to
assist low income/elderly customers.

Irrigation Meter Availability - It was recommended that the City not expand
irrigation meter availability to multi-family and commercial customers. Increased
availability would result in the need for increases to sewer rates and would be
inconsistent with the City’s sustainability goals.

Multi-Family Condo Billing - It was recommended that the City not provide a tier
allowance per dwelling unit for multi-family condo accounts. This approach would
require a significant amount of administrative effort on the part of the City and
would not result in a true equitable allocation of costs. The City currently allows for
individual metering of condo units.

Assistance Program - It was recommended that the City consider the adoption of a
customer assistance program that would specifically target those within the
community that require assistance in paying their water and sewer bills.
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B. Public Information Workshop: December 4, 2012

On December 4", 2012 a public information workshop was held at the Portsmouth Public Library in
the Levenson Community Room. The primary purpose of the meeting was to provide the public
with a background and overview of the water and sewer systems and the rate study process. A
summary of the key topics discussed at the meeting are presented in this section of the report.
The specific presentation that provides the detail presented at the workshop is provided in
Appendix A.

Water and Sewer Systems and Enterprise Fund Overview

To begin the meeting the public was provided with several of the key reasons as to why the City
was undertaking the water and sewer rate study. The primary reasons identified were the
reductions in billable consumption experienced within the City, the City’s changing water and
sewer customer base, rate structure policy issues, regulatory requirements and capital project
costs facing the City. The public was then provided with a brief overview of the water and sewer
systems including how the City accounts for the systems as Enterprise Funds, the process used for
metering and billing customers, the current water and sewer rate structures, the water and sewer
system characteristics (number of customers served and system assets), the system cash
requirements for each system and the planned capital improvement plans. It was clearly noted
during the meeting that the sewer system capital improvements facing the City are substantial with
estimates at the time of the meeting totaling over $75 million.

Rate Study Process

Following the overview and background on the water and sewer systems, the public was provided
with the process that would be used to complete the rate study. This included the key components
that would be utilized within a financial rate model necessary to complete the study. It was
mentioned that the model would take into consideration the usage trends within the City, the
specific policy goals identified for the study, each systems revenue needs all while using industry
standards and best practices. The public was provided with an overview of the key principles of
setting water and sewer rates which include ideas that water and sewer operations are self-
supporting, that water and sewer rates are user fees and not taxes and that rates are set on a zero
sum basis. Finally, the public was provided with the specific rate setting process that was used for
the study, with the general steps being:

1) Revenue Requirements - the identification of the cost of providing service
2) Cost of Service - allocation of costs to customer classes

3) Pricing - determining how the service is priced within a specific rate structure

Several of the key considerations associated with each of the rate setting steps were provided.
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Community Comparisons and Rate History

One the key reasons for the rate study is the fact that the City has experienced reductions in
billable consumption. The public was provided with the facts and figures demonstrating how over
the past several years, usage within the City’s system has been declining with the average usage
per customer account declining over 8% since 1999. In addition to the usage figures within the
City, the public was provided with data that demonstrates declining usage is occurring on a
national level. Appendix C of this report provides a detailed customer usage analysis that was
completed by Tighe & Bond to assist with the completion of the rate study. In addition to the
customer usage figures, the public was provided with an overview how water and sewer bills
within Portsmouth compare to similar localities within New England. The comparison showed that
water bills are in the middle of the range with other comparable utilities, while sewer bills are at
the higher end of the range.

Potential Policy Changes to Be Evaluated

The presentation outlined several of the key policy changes that would be evaluated during the
course of the study. The policy changes discussed included:

¢ Base charges - The City does not include a base charge for sewer customers.

* Usage Tiers — Should the City modify the two tier approach for water and sewer variable
charges?

* Irrigation Meter Charges and Policies — The City only offers irrigation meters to single-family
residential customers. Should irrigation meters be offered to all customers?

*  Multi-Family Billing — Should allowances within the usage tiers be offered based on number
of dwelling units?

¢ Fire Service Charges — Are the current fire service charges appropriate?

All of the policy changes were reviewed with the caveat that additional policy issues would
potentially be reviewed as part of the study.

Study Schedule

The final aspect of the presentation was an overview of the proposed schedule for the rate study
which identified key dates with an estimated completion date of April 1 in preparation for the FY14
budget process.

Results and Next Steps

The public workshop provided a comprehensive overview of the City’s water and sewer systems,
the key issues facing the City’s utilities and how the rate study would be used to ensure that the
City maintains safe, effective and financially viable water and sewer operations. The meeting
provided for a public kickoff to the study and allowed the project team and the City to move
forward with the completion of the rate study.
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C. City Council Work Session: February 11, 2013

On February 11™, 2013 a City Council work session was held at City Hall. The primary purpose of
the work session was to provide the City Council with an overview of the water and sewer rate
study and discuss the key policy changes identified for the study. Significant portions of the work
session paralleled the information provided during the public information session held on
December 12" of 2012. A summary of the key topics discussed at the meeting are presented in
this section of the report. The specific presentation that provides the detail presented at the work
session is provided in Appendix A.

Water and Sewer Systems Overview

The City Council was provided with a general overview of the City’s water and sewer systems. It
was pointed out that the City’s water and sewer systems are regional with the water system
providing service to Newington, Greenland, Rye and New Castle and the sewer system providing
service to the New Caste, portions of Rye and Greenland. The Council was also provided with the
primary reasons why the City needed to examine water and sewer rates as mentioned above at the
public meeting.

Enterprise Fund Accounting, FY13 Budget and Current Rates

Following the overview of the water and sewer systems, the Council was reminded that the water
and sewer systems are operated as Enterprise Funds and the specific requirements associated with
accounting for the systems in this manner. It was explained that as Enterprise Funds the City
accounts for water and sewer operations in a manner similar to a private business and that water
and sewer rates must support the operations of each system as there is no outside funding source,
such as property taxes.

The Council was provided with the FY13 budget on both a cash and accrual basis, with the key
components of the cash requirements identified for each system. The cash requirements for the
water system in FY13 were $8.98 million and for sewer were $11.3 million. Following the review of
the FY13 budget the Council was provided with an overview of the current water and sewer rates
in place at the time of the meeting. It was noted that the water rates consist of both a fixed charge
based on the size of the customers meter and two tiered variable charges for all meter water
usage. The sewer charges include only a variable charge structured in the same manner as the
water variable charges (i.e. two-tiers).

Rate Study Process

The City Council was provided with an overview of the rate study process outlining the same
principles and steps described previously at the public information workshop.
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Factors Impacting Rates

The City Council was provided with an overview of the key factors that are currently impacting the
City’s water and sewer systems. The key factors discussed included:

* Capital Needs — Water and sewer are capital intensive services, the City infrastructure is
aging and regulatory requirements result in significant capital investments.

* Declining Water Usage — Billable consumption has been declining within the City for a
number of years resulting in reduced billable revenues.

It was noted that the City is not alone in facing these issues but rather that they are issues the vast
majority of utilities across the nation are attempting to address.

Rate and Fee Policy Factors

The vast majority of the City Council work session focused on a number of key rate and fee policy
factors that were addressed during the study. Each of the issues was discussed and the project
team presented its preliminary recommendation for each item. The policy factors are summarized
in Table 1 along with our recommended actions presented at the meeting.

Table 1 - Rate and Fee Policy Factors

Policy Factor

Background

Recommended Action

Basis for Recommendation

Additional Tiers

Should the City add

additional tiers to the
current and water and
sewer rate structure?

Include a new tier providing
a minimum quantity of water
(0 —2 units) at a lower rate

Adding a new tier at a lower
rate would provide
assistance to the smallest
users of the system

Base Charges

Are the current base
charges appropriate?

Increase percentage of
revenue collected from hase
charges, including addition
of base charge for sewer

Rate modeling results
calculate base charges at
21% - water, 24% - sewer

Industry standard sets base

charges for water and sewer
structures at approximately

20 to 30%

Irrigation Meter
Availability

Should irrigation meters be
expanded to multi-family
and commercial customers?

No recommendation
provided

Key issue for City Council
discussion and input

Irrigation Tier

If Irrigation meter use is
expanded should Irrigation
be charged at an additional
peak tier in the water rate
structure?

Dependent upon irrigation
meter availability

MFSG
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Multi-Family
Condo Billing

Should Multi-Family condo
accounts be provided with
a usage allowance per tier,
based on the number of
dwelling units?

No implementation
recommended — No action
required

Implementing average use
per dwelling unit would
greatly increase
administrative costs.

Implementation would shift
usage to lower tiers charge,
in turn decreasing overall
revenues resulting in
necessary higher rates.

True equity would require
individual meters, which is
currently allowed.

Fire Protection
Charges

Should Fire Protection
Charges be increased?

Incrementally increase

Hydrant Fees and Fire Line
Charges to recommended
levels over next five years

Rate modeling analysis
calculates 10% of water
costs are due to fire
protection.

Current fire protection
charges only generate 3% of
water revenues.

As a result fire protection
charges are currently set at
a level well below the cost
of providing fire protection
services.

The rate and fee policy factors generated a significant amount of discussion at the work session.
The discussion revolved primarily around the addition of tier(s) to the rate structure, irrigation
meter availability and multi-family condo billing. In most instances there was limited consensus on
any of the policy factors.

Results and Next Steps

Based on the feedback provided from the City Council during the work session it was determined
that the rate study would proceed forward with the development of water and sewer rates under
the current structure, necessary to fund the FY14 budget. The policy issues discussed at the work
session would be addressed in the next fiscal year (FY15) given the lack of consensus and time

required to address the policy factors prior to budget and rate adoption.
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D. City Council Public Input Session: March 13, 2013

On March 13", 2013 a City Council public input session was held at City Hall. The primary purpose
of the public input session was to provide the City Council and the public with an update on the
water and sewer rate study (including background and overview), to provide the proposed FY14
budgets for the water and sewer systems and to recommended adjustments to rates. A summary
of the key topics discussed at the meeting are presented in this section of the report. The specific
presentation that provides the detail presented at the work session is provided in Appendix A.

Water and Sewer Systems Overview and Enterprise Fund Accounting

The City Council and public were provided with a general overview of the water and sewer
systems, highlighting the fact that the City maintains a regional water system serving 7,980
accounts and a sewer system serving 6,336 accounts. The Council was reminded and the public
informed that the water and sewer systems are operated as Enterprise Funds and the specific
requirements associated with accounting for the systems in this manner. It was explained that as
Enterprise Funds the City accounts for water and sewer operations in a manner similar to a private
business and that water and sewer rates must support the operations of each system as there is no
outside funding source, such as property taxes.

Rate Study Overview

Following the brief background discussion, an overview of the rate study was provided. This
included identification of the key components of the study and how the financial model developed
during the study brought all of the components together to allow for a comprehensive financial
assessment of the water and sewer systems.

At this meeting the primary goal for the rate study was provided. The goal of the study was to:

Provide long-term financial health, stability and predictability within the City’s water and sewer
enterprise funds, while appropriately pricing water and sewer service based on the costs
incurred by the City.

As mentioned in the goal of the study, one of the keys aspects of the study was to provide financial
stability and predictability. It was mentioned that the rate model serves as the key tool to assist in
helping to meet this goal by providing long-term planning. The rate model allows for water and
sewer rates to be adjusted using a stabilized financial plan approach, as compared to jumping rates
up and down based on annual cash needs. This aspect of the model was emphasized because this
type of approach had not been used by the City in the past (i.e. gradual rate increases to provide
stability).

MFSG 10 City of Portsmouth



Proposed FY14 Water Enterprise Fund Budget and Rates

The City Council and public were provided with an overview of the proposed Water Fund budget
for FY14 on both a cash and accrual basis. The proposed cash based Water Fund budget was
identified as approximately $9.55 million. The key components of the budget (identified as the
revenue requirements) were outlined as the personnel costs, other operating (chemicals, energy,
repairs, etc.), capital outlay and debt service. It was explained that the financial model was used to
forecast the components of the revenue requirements over a ten-year period. For presentation
purposes, a five-year forecast of water revenue requirements (FY14 — FY19) was provided along
with the estimated revenues from water rates at the time (FY13 water rates).

The analysis showed that the water revenues would only fund the water revenue requirements in
FY15, each following year the revenues would not be sufficient to fund the water system, with
average loses of about $700k per year. Two alternative approaches to addressing the shortfalls
were presented including; a breakeven approach that would increase and decrease rates based on
annual cash needs and a stabilized financial plan approach. It was recommended that the City
gradually adjust water rates in future years to fund the water system. To facilitate this approach,
the City would be required to use a portion of its unrestricted net assets within the Water Fund. It
was mentioned that this was an acceptable approach but that we recommend that the City
maintain unrestricted net assets within a range of 20% to 30% of the annual Water Fund budget.

The recommended water rate adjustments assumed no increase in FY14 followed by annual
increases of 3%. Given the recommendation for no water rate increase, it was mentioned that the
water rates in place in FY13 would remain the same in FY14.

Proposed FY14 Sewer Enterprise Fund Budget and Rates

The proposed Sewer Fund budget and forecast were presented during the meeting. Similar to the
Water Fund the key components of the Sewer Fund revenue requirements were identified. It was
mentioned that the revenue requirements for the Sewer Fund are anticipated to increase
substantially over the next five years due primarily to the new debt issued to fund the wastewater
treatment plant upgrades (estimated at $62.5 million when presented at the meeting). It was
demonstrated that given these significant cost increases, current sewer revenues would need to be
adjusted significantly to meet the funding needs. Breakeven rate increases and a stabilized
financial plan approach were both presented. The stabilized financial plan approach was
recommended. Under this approach, a 12% increase in sewer rates was recommended for FY14
followed by 2 years of 11% increases and 2 years of 5% increases. Under this approach the City
would utilize a portion of the unrestricted net assets in the Sewer Fund but maintain the
recommended 20% to 30% of annual budget in the fund.

The sewer rates under the recommended 12% increase were presented to the City Council and
public for review. The Tier 1 rate was recommended to increase from $9.54 per hundred cubic feet
(HCF) to $10.68 per HCF and the Tier 2 rate would increase from $10.49 per HCF to $11.75 per HCF.
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Results and Next Steps

As a public input session the City Council did not provide its input on the presentation but rather
listened to comments from the public. There was limited public input regarding the information
presented at the meeting. The next steps identified at the meeting included finalizing the water
and sewer budget and rates for FY14 to be brought back to the City Council for adoption during the
budget process in April. It was mentioned that in the fall of 2013 a City Council work session would
be held to review the rate model policy factors discussed at the February 11 City Council work
session. The rate model would be modified to incorporate policy changes approved by the City
council for preparation on the FY15 budget.
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E. City Council Water and Sewer Budget Work Session: April 16, 2013

On April 16", 2013 a City Council Water and Sewer Budget work session was held at City Hall. The
primary purpose of the budget work session was to review the proposed Water and Sewer
Enterprise Fund budgets and rates for FY14. The information presented at the meeting was similar
to the information presented at the March 13" public input session. The meeting was conducted
in a manner that allowed the City Council to provide input on the budget and rates. A summary of
the key topics discussed at the meeting are presented in this section of the report. The specific
presentation that provides the detail presented at the work session is provided in Appendix A.

Rate Study Overview

To begin the meeting the City Council was provided with a brief overview of the rate study. This
included reminding the Council of the meetings that had been held to date, the goal of the utility
rate study (mentioned in the previous section of this report) and the components of the rate
model. The Council was also provided with an overview of the various components of the water
and sewer system revenue requirements and how the financial rate model was used to forecast
the revenue requirements. The approaches that can be used to adjusting water and sewer rates
were reviewed with the City Council. This included discussion of the use of the breakeven
approach, where rates are increased or decreased annually based on cash flow needs, and the use
of a stabilized financial plan that provides for more predictable and steady rate adjustments.

To provide specific recommendations related to the use of the stabilized financial plan the Council
was provided with recommendations that the City increase net assets or utilize net assets to
stabilize user rates from year to year while maintaining a minimum unrestricted net asset balance
between 20% - 30% of the fiscal year’s cash requirements. The use of this recommended approach
would allow for financial stability and predictability within the water and sewer funds. The Council
was provided with a reminder of how the water and sewer systems are accounted for (as
Enterprise Funds) and the requirements associated with this type of accounting. Lastly, the current
and projected staffing for the water and sewer systems was reviewed. It was mentioned that the
current staffing levels (FY13) include 47.3 positions and that this would increase to 48.5 positions in
Fy14,

Proposed FY14 Water Enterprise Fund Budget and Rates

The City Council was presented with the proposed budget for the Water Fund for FY14. The
budget was the same as the one presented at the March 13™ public input session totaling
approximately $9.55 million. The slides in Appendix A for the April 16" meeting present the
detailed revenue requirements. In addition the key operational budget changes were outlined.
These include increases from FY13 to FY14 in: sludge and grit removal of $100k, chemicals of
$103k, health insurance of $45k and retirement benefits of $23k. The planned capital projects for
FY14 were also reviewed. The planned capital projects for FY14 totaled $2.14 million and the City
planned to cash fund all of the projects from current water revenues. It was noted that the annual
water line replacement project accounts for the majority of the water capital costs at $1.8 million.
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To fund the water system revenue requirements, it was recommended that the City gradually
adjust water rates in future years. The recommended water rate adjustments assumed no increase
in FY14 followed by annual increases of 3%. Given the recommendation for no water rate increase,
we recommended that the current water rates remain in place in FY14.

The Council was also provided with a breakdown of the sources of water revenues proposed for
FY14 which include user fees at S8 million, miscellaneous fees at $550k, use of unrestricted assets
of $900k and special agreements at $42k.

Proposed FY14 Sewer Enterprise Fund Budget and Rates

The proposed Sewer Fund budget and forecast were presented during the meeting. The same cash
based budget was presented as the at the March 13 public input session, which totaled $12.2
million. In addition the key operational budget changes from FY13 to FY14 were outlined. These
include increases in: reallocation of personnel costs from Water Fund $180k, utilities of $121k,
chemicals of $76k, health insurance of $34k and retirement benefits of $50k. The FY14 capital
improvement projects were also reviewed. The capital plan included $880k in cash funded projects
and $6.0 million projects that the City planned to fund with bond proceeds. The bond funded
projects included upgrades at the Peirce Island and Pease Wastewater Treatments plants. To fund
the sewer system revenue requirements it was recommended that the City increase sewer rates by
12% in FY14. The sewer rates, under the recommended 12% increase were presented to the City
Council and public for review. The Tier 1 rate was recommended to increase from $9.54 per
hundred cubic feet (HCF) to $10.68 per HCF and the Tier 2 rate would increase from $10.49 per
HCF to $11.75 per HCF.

The Council was also provided with a breakdown of the sources of sewer revenues proposed for
FY14 which include user fees at $11.3 million, miscellaneous fees at $208k, rate stabilization
reserve of $1.8 million, state aid grant of $412K, Pease payback toward debt of $153k and special
agreements at $200k.

Lastly, the Council was provided with sample sewer a sample sewer bill for a City of Portsmouth
customer using 5 hundred cubic feet (or 5 units) per month. It was noted that 66% of the City’s
customers use 5 units or less per month. The sample bill demonstrated that the sewer bill for this
customer in FY13 was $47.70 and it would increase by $5.70 to $53.40 under the proposed FY14
sewer rates.

Results and Next Steps

There was a significant amount of discussion regarding the water and sewer rates with the City
Council. The specific questions asked by the Council members included:

e What is the actual breakdown of water usage per tier within the City?
e What is an average customer’s water and sewer bill?
e |f customers are using less water why aren’t costs less?
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e Can the City charge separate irrigation rates for non-profits

It was mentioned that answers to these specific questions would be addressed as part of the FY15
budget process. The next steps identified at the meeting included the presentation by staff of the
utilities budget for adoption by the City Council.
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F. City Council Public Input Session: March 19, 2014

On March 19, 2014 a City Council public input session was held at City Hall. This meeting was
conducted during the second year of the rate study, following the adoption of the FY14 Water and
Sewer Fund budgets and adjustments to the FY14 sewer rates. The primary purpose of the public
input session was to discuss the key policy factors reviewed with the Council during the FY14 water
and sewer rate setting process. A summary of the key topics discussed at the meeting are
presented in this section of the report. The specific presentation that provides the detail
presented at the work session is provided in Appendix A.

Overview of Systems and Background on FY14 Rate Work

The City Council and the public were provided with an overview of the water and sewer systems.
This overview provided information on where the City provides service and the physical assets that
make up the water and sewer systems. In addition to the overview of the systems, a brief
background on the work completed as part of the FY14 rate study was reviewed. This included the
reasons why the study was completed and the number of public meetings that had been held to
discuss the study. The Council and the public were provided with an overview of the current water
and sewer rates which included the adjustment to sewer rates which were adopted by the City for
FY14 as recommended as part of the rate study.

Water Use Demographics

Following the overview, the Council and public were provided with information regarding the
water use demographics within the City’s service area. It was mentioned that this is important
information due the changing water usage patterns within the service area and the resulting
impact on water and sewer revenues. The data provided demonstrated that the average
residential customer within the City uses approximately 5 hundred cubic feet per month (5 HCF or
units). The overall water demand trends where presented which demonstrate a flattening of
demand within the City which is at least partially due to the City water efficiency efforts. It was
also mentioned that the way regulatory agencies measure “average use” has evolved for Single-
Family Residential (SFR) customers. Prior to 2012 the New Hampshire Department of
Environmental Services (NHDES) Drinking Water Bureau published average use for SFR as 275
gallons per day. In 2012 the Water Bureau reduced the average use for SFR to 185 gallon per day.
The NHDES Wastewater Bureau current uses 240 gallon per day for SFR where the City’s average
SFR customer uses approximately 123 gallon per day. The detailed water and sewer usage analysis
is presented in Appendix C.

Enterprise Fund Accounting, FY14 Budgets and Approaches to Adjusting Rates
Similar to the previous meetings with the public and the Council, the basics of Enterprise Fund

Accounting were reviewed. The presentation also included a brief over of the FY14 budgets for
water and sewer and a refresher on the two approaches to adjusting water and sewer rates with
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mention of the stabilization approach developed as part of the rate study and recommended for
consideration moving forward into the FY15 budget process.

Rate and Fee Policy Factors

The primary focus of the public input session was to provide the City Council and the public with
specific responses to the questions raised by the Council during the FY14 work session and to
provide an analysis of the key rate and fee policy factors discussed during this work session. The
responses to the Council questions are highlighted below.

Question: What is the actual breakdown of usage per tier?

Answer: The detailed usage by 1 unit increments was provided at the meeting. The analysis
showed that the vast majority of customers use 5 units or less per month. The detailed usage table
is shown in Appendix A within the presentation for March 19", 2014 meeting.

Question: What does a typical customer pay for water and sewer service?

Response: It was mentioned that in historical discussions regarding water and sewer rates 10 units
per month were used as the typical customers water use to determine a typical water and sewer
bill. However given the usage analysis, it was demonstrated that the average customer does not
use this amount of water but rather about half this amount at 5 units. Therefore an average
customers’ water bill is $25.70 and sewer bill is $53.40. The bill for a smaller user (using 2 units per
month) is $13.25 for water and $21.37 for sewer.

Question: Customers are using less water, why aren’t costs less?

Response: It was mentioned that in the short-term (5 to 7 years), usage reductions have limited
impact on costs because the majority of the costs of operating the systems are fixed. It was
estimated that approximately 92% of the water system revenue requirements are fixed. These
fixed costs would include personnel, administrative overhead, existing debt service and capital
investments related to regulatory requirements and replacement of existing assets. It was
mentioned, however, that in the long-term, reduced water use can have a significant impact on
costs due to capital cost avoidance. [f the City is not required to bring new sources of water supply
on line or expand capacity at existing facilities, the City would see significant savings due to
reduced water demands.

Question: Can the City have a separate irrigation rate for non-profits?

Response: It was mentioned that one of the key principles of water and sewer rates and fees are
that they are based on cost of providing service. As such, unless it can be determined that it costs
less to provide water to non-profit customers that irrigate, a separate rate would violate this
principle.
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After addressing the specific questions raised by the City Council, the rate model key policy factors
were reviewed. It should be noted that based on the discussion at previous work sessions the key
rate policy factors were narrowed down to three key factors. The following section of the report
outlines the policy factor discussion.

Policy Factor #1 - Should additional tiers be added to the current water and sewer rate structure?

To evaluate this policy factor, a third low usage tier was developed in the financial model and
presented during the meeting. The additional tier would be for 0 to 3 units of water and be priced
at a lower rate. To ensure that the same amount of revenue would be raised the remaining tier
would need to be increased as demonstrated in Table 2.

Table 2 — Water and Sewer Rates with Additional Tiers

Water Rate Structure Sewer Rate Structure
2-Tiered Rates 3-Tiered Rates 2-Tiered Rates 3-Tiered Rates
Tier 1: 0-3 Units . $3.83 . $8.58
- $4.15 per unit $9.54 per unit
Tier 2: 3 —10 Units $4.19 $11.18
Tier 3: Over 10 Units $5.00 per unit $5.04 10.49 per unit $12.13
Irrigation: All Usage $5.00 per unit $5.04 n/a n/a

To demonstrate the impact of the change from 2-tiered rates to 3-tiered rates, sample water and
sewer bills were presented for a wide range of customers with differing usage patterns. The
analysis revealed that while a significant number of residential customers would see modest
reductions in their water and sewer bills under the 3-tiered rates, large customers would see
sizable increases. It was recommended that the Council continue to consider adding an additional
tier and take up the issue again at the time the budget work session.

Policy Factor #2 - Should irrigation meters be expanded to multi-family, commercial and non-profit
customers?

It was mentioned that the City currently has 241 irrigation accounts within the water system. If the
City were to expand the availability of irrigation meters, it was estimated that due to the reduction
in billable sewerage amount sewer rates would have to increase by approximately 8.7%.
Additionally, the fact that the expansion of irrigation meter availability would not encourage
efficient use of water was brought to the Council attention since this practice would not be
consistent with the City’s sustainable practice goals. Due to these issues it was recommended that
the City not expand irrigation meter availability.

Policy Factor #3 - Should multi-family condo accounts be provided with a usage allowance per tier,
based on the number of dwelling units?

It was explained that under the City’s current approach to billing multi-family condo accounts with
a single meter, that the account is given 10 units at the lower usage rate and all remaining
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consumption is billed at the higher usage rate. This is the approach the City uses for single-family,
commercial and industrial accounts. Due to the fact that multiple water users dwelling units are
served by the single mete brings to question whether each housing unit should be considered an
individual account and provided with a usage allowance per tier. It was explained that the City
could provide a usage allowance per account but that several concerns with using this approach
would have to be addressed. These concerns include:

e The City would need to confirm the number of occupied dwelling units for each multi-family
account.

® |mplementation of providing a usage allowance per dwelling unit would greatly increase the
administrative costs to the City.

e |mplementation would shift usage to the lower tier charge which would reduce overall
revenues resulting in necessary increases in water rates.

e The approach would not provide true equity because it would not account for the fact that
one unit may use substantially more water than another unit.

It was mentioned that the only true way to provide equity would be to require individual meters
within these condo complexes. Due to the concerns mentioned above, it was recommended that
the City not implement a per unit usage allowance for multi-family condos.

Results of Meeting and Next Steps

The City Council agreed with the recommendations provided regarding the key policy factors but
provided a significant amount of input related to the addition of tiers to the water and sewer rate
structures. Specifically, the Council requested that more than 3 tiers be considered, requesting
that a 4™ tier be modeled for high water and sewer users. It was mentioned that when the FY15
water and sewer budget and rates were brought back for consideration as part of the budget
process, additional tiers would be presented for Council consideration.
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G. City Council Water and Sewer Budget Work Session: May 14, 2014

On May 14", 2014 a City Council Water and Sewer Budget work session was held at City Hall. The
primary purpose of the work session was to provide the City Council with the proposed FY15 water
and sewer budgets, to present proposed adjustments to rates and to address the outstanding rate
structure policy factor. A summary of the key topics discussed at the meeting are presented in this
section of the report. The specific presentation that provides the detail presented at the work
session is provided in Appendix A.

Water and Sewer Fund Highlights for FY15

To begin the meeting the City Council was provided with a brief overview of the water and sewer
systems and how the City accounts for the systems as Enterprise Funds. The number of employees
within each fund was provided (water with 23.35 employees and sewer with 26.95). To conclude
the overview the key challenges facing the Water and Sewer Funds were outlined. These include:

* Aging Infrastructure — Significant portions of the water and sewer systems are near or at
their useful lives and therefore the City will be required to address ongoing asset
replacement needs.

* Regulatory Compliance — Regulatory requirements continue to evolve requiring a greater
and greater level of system investment to ensure compliance.

* Evolving Technology and Complexities — Water and sewer treatment facilities are becoming
ever more complex and require skilled staff.

* Major Capital Projects — The City is facing several key capital projects including the Peirce
Island Wastewater Facility Upgrade, water and sewer pipe replacements and the Hobbs Hill
water tank replacement.

It was mentioned that all of the factors must be considered during the budget development
process and are factored into the City’s water and sewer rate model.

Proposed FY15 Water Enterprise Fund Budget and Rates
The City Council was presented with the proposed budget for the Water Fund for FY15. The
proposed Water Fund budget cash requirements totaled approximately $8.96 million. The key

components of the budget were outlined as presented in Table 3.

Table 3 - FY15 Water Fund Budget Cash Requirements

Budget Category Budget Amount Percentage of Budget
Personnel Costs $2,097,363 23.41%

Other Operating Costs $2,717,158 30.33%

Capital Qutlay $1,459,000 16.29%

Debt Service $2,684,241 29.97%

Total Budget $8,957,763 100%
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Detail was provided regarding the specific water capital projects that were included in the FY15
budget. The budget included $1.46 million worth of projects that would be cash funded and $7.3
million in bond funded water projects. The two largest projects included the Hobbs Hill water tank
replacement ($3.5 million) and the Maplewood Avenue waterline replacement ($3.3 million).

The key changes in the FY15 Water Fund budget were provided in comparison to the FY14 budget.
The most significant changes were a 37.4% reduction in capital projects (totaling $0.87 million) and
increases in principal and interest of approximately $0.33 million. The total estimated revenues for
the Water Fund by type were presented. Table 4 provides a summary of the revenues.

Table 4 - FY15 Water Fund Budgeted Revenues

Revenue Category Budget Amount Percentage of Budget
Water Consumption Charges $7,433,983 82.99%
Meter Fees $737,390 8.23%
Other Fees §733,000 8.18%
Special Agreement 544,040 0.49%
State Revenues $9,350 0.10%
Total Revenues $8,957,763 100%

As demonstrated in Table 4 the vast majority of the water revenues are generated from the water
consumption charges at almost 83% of total revenues. Based on the review of the Water Fund
within the rate model, it was determined that the City would not need to adjust water rates to
support the FY15 budget. Given the recommendation for no water rate increase, the current water
rates remain in place in FY15.

Proposed FY15 Sewer Enterprise Fund Budget and Rates
The City Council was presented with the proposed budget for the Sewer Fund for FY15. The
proposed Sewer Fund budget cash requirements totaled approximately $13.34 million. The key

components of the budget were outlined as presented in Table 5.

Table 5 - FY15 Sewer Fund Budget Cash Requirements

Budget Category Budget Amount Percentage of Budget
Personnel Costs $2,440,161 18.29%
Other Operating Costs $4,274,759 32.05%
Capital Outlay $1,387,000 10.40%
Debt Service $5,236,796 39.26%
Total Budget 513,338,716 100%

Detail was provided regarding the specific sewer capital projects that were included in the FY15
budget. The budget included $1.2 million worth of projects that would be cash funded and $2.0
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million in bond funded sewer projects. The single largest sewer project scheduled for FY15 was
Pease Wastewater Treatment Facility upgrades at $1.0 million.

The key changes in the FY15 Sewer Fund budget were provided in comparison to the FY14 budget.
The most significant changes were a 22% increase in principal on debt (totaling $0.65 million) and
increases in capital projects of approximately $0.26 million. The total estimated revenues for the
Sewer Fund by type were presented. Table 6 provides a summary of the revenues.

Table 6 - FY15 Sewer Fund Budgeted Revenues

Revenue Category Budget Amount Percentage of Budget
Sewer Consumption Charges $13,899,608 93.39%
Special Agreements $388,249 2.61%

State Aid Grants $310,359 2.09%
Miscellaneous Fees $282,500 1.90%
Interest on Investments $3,000 0.02%

Total Revenues $14,883,716 100%

Similar to the water system, the vast majority of the revenues in the Sewer Fund are generated
from consumption charges at almost 94% of total revenues. Based on the review of the Sewer
Fund within the rate model, it was determined that the City would need to adjust sewer rates by
5% in FY15 to support the FY15 budget and to provide rate stability in subsequent years as the City
undertakes significant sewer system capital projects.

The sewer rates, under the recommended 5% increase were presented to the City Council. The
Tier 1 rate was recommended to increase from $10.68 per hundred cubic feet (HCF) to $11.21 per
HCF and the Tier 2 rate would increase from $11.75 per HCF to $12.34 per HCF.

Rate Model Status

The City Council was provided with an overview of the rate model study including the key
components of the study and the history on the meetings conducted in support of the rate model
and rate study process. The approaches to adjusted water and sewer rates were reviewed with the
Council with explanation that a stabilized financial plan approach had been recommended the prior
year as part of the rate study and that we recommended that the City continue to use this
approach to adjusting water and sewer rates. The use of this approach was presented for the
Water Fund demonstrating the Water Fund revenue requirements and the projected revenues with
modest increases of 0% in FY15, followed by two years of 2% increases in FY16 and FY17 and 3%
increases in FY18 and FY19. The current and projected water bill for an average Portsmouth
customer using 5 units was presented. The current bill at this usage level is $25.70 and would
increase to $27.85 by FY19 based on the projected water rate increases.

The rate stabilization approach was also presented for the Sewer Fund. Under this approach to
funding the sewer system revenue requirements, sewer revenues would be increased annually at
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5% in FY15, FY16 and FY17. The increases would be reduced to 4% per year in FY18 and FY19. The
current and projected sewer bill for an average Portsmouth customer using 5 units was presented.
The current bill at this usage level is $53.40 and would increase to $66.85 by FY19 based on the
projected sewer rate increases. It was mentioned that the average customer would experience a
$2.66 per month increase based on the proposed FY15 rates.

Policy Discussion

The Council was presented with a summary of the policy factors discussed at the public input
session meeting held on March 19", Per the request of the Council, the policy factor related to the
addition of tiers to the water and sewer rate structures was brought back for review. At this
meeting two options for adding tiers to the rate structures were presented and discussed. The
options included the following:

« Adding a third tier as presented at the March 19" public input session (as presented in
Table 2 in the previous section of this report).

» Adding a third and fourth tier, with the fourth tier being targeted towards large water and
sewer users.

The rates under the four tier approach are presented in Table 7.

Table 7 — Water and Sewer Rates with Four Tiers

Water Rate Structure Sewer Rate Structure
2-Tiered Rates 4-Tiered Rates 2-Tiered Rates 4-Tiered Rates
Tier 1: 0-3 Units €415 . $3.07 Sa.54 : $7.61
; er uni : er uni
Tier 2: 3~ 10 Units g S4.14 “ $9.56
Tier 3: 10 - 100 Units ) $5.03 $11.51
= : $5.00 per unit 10.49 per unit
Tier 4: Over 100 Units $5.34 $14.83
Irrigation: All Usage $5.00 per unit $5.34 n/a n/a

It was mentioned that the addition of the 3 and 4™ tiers would shift costs to customers that use a
larger quantities of water. To provide some context in terms of the percentage of City’s customers
using water within the various tiers Table 8 was presented at the meeting.

Table 8 — Customer Demographics in Tiers

-Ti f
Cursent 2-Tiered ] 3-Tiered Rates | % of Customers 4-Tiered Rates % of Customers
Rates Customers
Tier 1: 0-3
, M 29.95% Tier 1: 0- 3 Units 29.95%
Tier 1: 0- 10 81.85% Units
ai . (] 7
L HePEG=iy 52.26% Tier 2: 3 - 10 Units 52.26%
Units
i ’ ; ! Tier 3: 10 — 100 Units 16.02%
Tier 2: Qver 10 18.15% Tier 3: (?ver 10 18.15%
Units Units Tier 4: Over 100 Units 2.13%
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It was mentioned, as shown in Table 8, that the vast majority of the City’s customers use 10 units
or less per month. Only a small portion of the City’s customers would fall into the 4™ tier
(approximately 2.13%). However it was mentioned that the City generates a significant portion of
its water and sewer revenues from commercial and industrial customers that typically use large
guantities. Table 9 presents the revenue breakdown by type of customer under the City’s two-
tiered rate structure.

Table 9 - Consumption Charge Revenue Breakdown

Customer Class Water Sewer
Single Family Residential 23% 23%
Multi-Family Residential 13% 17%
Commercial 37% 34%
Industrial 25% 25%

As Table 9 demonstrates nearly 60% of revenues are generated by commercial and industrial
customers while these classes only account for 13% of the City’s customers. It was pointed out
that these two customer classes are already bearing a significant portion of the City’s cost of
operating and maintaining the water and sewer systems and that adding additional tiers would
further shift costs to these customers. To demonstrate this point a number of sample customer
bills were presented for each of the rate structure options. The bills demonstrated that large
multi-family, commercial and industrial customers would experience tremendous bill increases
with some customers experiencing an annual increase of over $100k.

Several observations were presented regarding the addition of tiers to the rate structures. The
general observations include that adding one or two tiers to the current rate structure would result
in slightly reduced water and sewer bills for the vast majority of Portsmouth customers. However,
the reduction in revenue from a significant number of users would be made up for by large volume
water and sewer customers and as a result there would be a significant shift in costs to larger
volume users. Based on the analysis it was recommended that the City maintain its current rate
structure. The recommendation was made because of the fact that the shift of costs to large
volume users in the City would be significant with potentially negative results, such as losing a large
employer. Additionally, large multi-family complexes often house low income and/or elderly
residents. Lastly, there is a limited cost of service basis to shift costs to larger users.

Results and Next Steps

There was a significant amount of discussion regarding the presentation on the additional tiers. In
general the City Council supported the recommendation to maintain the 2-tier rate structure
approach. However, the Council expressed concern regarding the affordability of water and sewer
service. It was mentioned that the use of a rate structure to attempt to address affordability has a
number of consequences and is generally difficult to use to target those in need. It was pointed
out that the City may want to consider adopted an affordability program as a means to help those
that have difficulty paying water and sewer bills. While the City current does have a number of
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avenues to help those in need, an affordability program could be a way to further provide support.
The Council directed the City staff to examine other affordability programs provided by other Cities
around the United States and to report back to the City with a program that would be appropriate
for the City of Portsmouth. In addition to consider an affordability program, the City would take up
the proposed budget and sewer rate increase as part of the budget adoption.
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Appendix A - Meeting Presentations



City of Portsmouth
Water and Sewer Rate Study

Public Informational Meeting
December 4, 2012

Levenson Community Room
Portsmouth Public Library

Overview of Tonight's Meeting

Introduction
Overview of Water and Sewer Systems
Process to Update Rates

History of Rates and Community
Comparisons

m Potential Policy Changes to be Evaluated
m Proposed Schedule
Questions & Comments




Why Update the Rate Model

m Reduction in Billable Consumption
m Changing Water and Sewer Customer Base

m Policy Questions Such as Additional Tiers,
Irrigation Meters

m Regulatory Requirements
m Capital Project Costs
m Good Practice to Update Model on Regular Basis

Rate Study Components

Customer

Allocations Develop

Technical Alternatives
Evaluation

of Data

by o Regional
Capital ‘ and
Costs and i National
Financing e 8 Trends

Water &
Sewer

System
Costs

Policy
Factors




System Funding:
Enterprise Funds

* Enterprise Funds Account for Operations
That are Financed and Operated in a
Manner Similar to Private Business

Must have Fees and or Charges Sufficient
Enough to Cover the Cost of Providing
Goods and Services, Including Capital costs
(i.e. Depreciation and Debt Service)

Note: Property Taxes do not Subsidize the
Water and Sewer Funds

Water and Sewer Metering and Billing
Process

<, .mber’s ¢
This bill is for Septem! s e kb information

Utility rates. paymenl opt




Residential Meter Registers

e

5/8" Meter (normal residential size)

Customer

Classification Accounts :
L MaZiGF4 O7/121HE

Commercial s210072 ._ou E

Industrial

Municipal

Residential

Irrigation

These dials move but you are
100 cubic feet = 1 Unit (748 gal) billed for whole units

Residential Water Meter Setup

Register

Water Meter
(5/8-Inch Meter)




Automated Meter Reading (AMR) Setup

AMR Radio Used to Transmit
Meter Register Data to Datamatic

Mosaic Reading System

Customer
Meter

Datamatic
AMR System
(offsite)

Radio
Transmission
of Meter
Readings to
Datamatic
AMR
Computer
Database

Finance
Billing

Department

Meter Reading and Billing System

Datamatic
AMR System
Collects
Meter
Readings
(offsite)

AMR data is
transmitted
and
downloaded
to the City’s
Pentamation
Billing System

Pentamation
Billing System
Calculates
Customer Bills

Custamer Bill
is Printed at
Billing
Department
and Mailed to
Customer




Monthly Water and Sewer Bill
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Current Rate Structure

FY13 User Rates, Effective 7/1/12

Water Rates Sewer Rates
First Tier Rate (10 units or less per month)
General Operations $1.37 $5.54
Capital Relaled Expenses 7 $2.78 $4.00
Total Tier 1 Rate, per unit $4.15 $9.54

Second Tier Rate {units over 10 per month)
General Operations $2.22 $5.49
Capital Related Expenses §2.78 $4.00
Total Tier 2 Rate, per unit $5.00 $10.49




Meter Charge - Water Only

Meter Size Monthly Meter Charge

5/8” and 3/4" $4.95
17 $8.27

11" $14.25

2" $22.91

3” $36.26

4 $68.74
6" $120.27
8" $168.01
10" $252.02

Current Rate Structure

m Capacity Use Surcharge for New
Customers or Change in Use

m Surcharge for High Strength
Commercial/Industrial Sewer Discharges

m Water and Sewer Extensions are paid by
the Benefitting Parties

m Irrigation Meter for Single-Family
Residential Customers




Payment Methods - Current

Five Payment Options:
At the City’'s Tax Collector Office
By mail
The Gray Drop-box in front of City Hall

Automatic monthly electronic debit transfer from
checking or savings account

Online with checking account or credit card. Access
through the City’s Website

_Official Municipal Website

City Hall, 1 Junkins Avenue, Portsmouth, NH 03801, Tel: (603) 431-2000. Hours Monday-Friday 8:00 a.m. to 4:30 p.m.

ONLINE BILL PAYMENT

Online Bill Payments

PARKING ET, WATER/SEWER and PROPERTY TAX ick here

Request From Customers:

Option to have Electronic Bill (Paperless
Billing) with Electronic Notification of Bill
Availability

— Currently reviewing State RSA’s

Ability for Customers to Monitor Their Usage
On-line

Option to have Automatic Electronic
Notification of Unusual Water Usage

Historical Water Usage Information with Bills




Rate Study Components
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Water System

+ Bellamy Reservoir
« Madbury Water Treatment Facility
o« 9 Wells

+ 5 Storage Tanks

« Two Pressure Zones |
« 4.5 to 6.5 Million Gallons a DaayI

Water System

e 189 miles of pipe
e 972 Fire Hydrants
e 2,840 Valves

e ~8,200
Meters/Customers




Water Division FY 2013 Cash Requirements

Stock Materials Sludge/Grit Removal,
. . 1
Prof Services: Contract, $111g:300 Admlmst;:;l;c; ;;verhead $ 10(:,:;00
Lab Testing, e c 5;/ e
N (]
$31 ‘:_;: 55 Other Operating,
3.5% $287,574
3.2%
Repairs & Maintenance,
5237:555 Facility Property Taxes,
2.6% $118,000
Utilities, $474,530 1.3%
5.3%
Chemicals,
$318,600

3.6%

Personnel Costs,

$1,991,742 Capital Projects,
22.2% $4,383,313
48.8%

Equipment
$146,000
1.6%

Wastewater System

Wastewater Treatment Facilities
B

L2

12,'" L) S
& g

Collection System
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Wastewater System

- —
L P I

Portsmouth
;1'/—_,?-"": oy LA
¢ Town of New Castle

il

Greenland —
2 Commercial
Customers

Peirce Island

4.8 Million Gallons per Day Capacity

1.2 Million Gallons per Day Capacity




Wastewater
System .

e 115 Miles of piping

« 20 pumping Stations
e« 1,650 Manholes

e ~6,350 Customers

Sewer Division FY 2013 Cash Requirements

Sludge/Grit Removal,

Administrative Overhead $340’?°°
$481,670 L0%
4.2% ,
Stock Materials Permt E*}f:;:es"l-ega!
$‘:)5£/5° $407,000
EnEle 3.6%
Prof Services: Contract, / 3
Lab Testing, $388,842 Hilier Qperating
3.4% Expenses, $561,713

4.9%
Repairs & Maintenance
$450,145
3.9%

Utilities
$710,200
6.2%

Chemicals
$831,000
7.3% Capital Projects
$4,864,274
42.7%
Personnel Costs
$2,095,845
18.4%

Equipment
$205,300

S Total $11,381,839




Rate Study Components

Capital
Costs and

Financing i' /vﬂ
e "'-"';_.l& e ., - 1} | cial i -
_ Model |

Capital Needs are Driven by:

* Aging Infrastructure

* Regulatory Requirements

* Safe Drinking Water Act
* Clean Water Act (Sewer)




Recent Water
System Improvements

R i

e T Water Meter Upgrade
Spinney Road Tank

Future Capital Improvements

Project

Annual Water Line Replacement $ 3,300,000 Revenues

Stage II Disinfection By-Product Rule $ 674,000 Revenues

Maplewood Avenue Waterline $ 3,300,000  Bond/SRF

Osprey Landing Tank Demolition $ 100,000 Bond/SRF

' Hobbs Hill Water Tank (rehabilitate or replace)

' $2,800,000  Bond/SRF

Well Station Improvements $ 400,000 Revenues

New Castlué “Watér Line Im‘ﬁrovélhgﬁ:s

' $ 3,040,000 Bond/SRF
Pressure and Storage Improvements $ 1,550,000 Bond/SRF

TOTAL : 1 %$15,164,000




Sewer Projects Completed Since
1997 - over $42 Million

Peirce Island Bridge Forcemain

Essex Sheffield Separation

Thaxter Fells Separation

Pannaway Manor Separation

Brickbox Cleaning

Brackett Road Sewer Extension

Peirce Island WWTP Improvements
Mechanic Street Pumping Station Upgrade
Route One Sewer Improvements

Upper Court Street (LTCP)

South Mill Pond Area - Contract 1 (LTCP)
South Street Sewer Separation

Pease Interceptor Upgrade

Lafayette Road Pumping Station Upgrade
SCADA System Upgrade

Gosling Road Pumping Station Upgrade
Dennett Street Sewer Separation
Pleasant Point Sewer Extension

Lower Court Street (LTCP)

Deer Street Pumping Station (LTCP)
Borthwick Avenue Sewer (LTCP)
Bartlett Area (LTCP)

State Street (LTCP)

LN OUI S N T
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improvement - Was_téw‘ater

Project
Fleet Street Utilities Upgrade $ 580,000 Bond/SRF

Peirce Island $ 62,500,000 Bond/SRF
Wastewater Treatment Plant Upgrades

Pease Wastewater Treatment Plant Upgrades $ 3,250,000 Bond/SRF
Annual Sewer Line Replacement $2,250,000 Revenues
Maplewood Avenue Sewer Line Replacement $500,000 Revenues
Lafayette Road Pumping Station $550,000 Bond
Mechanic Street Pumping Station $5,500,000 Bond

TOTAL $75,130,000




Rate Study Components

Customer
Allocations Develop
Alternatives

Technical
Evaluation

of Data l

Rate Model Development

Takes into consideration:
= Usage Trends

* Policy Goals

* Revenue Needs

* Industry Standards

y

\Env:ronmcm  vas Economic
"

\\\_J’/




Principles of Rate Setting

e Water and sewer operations are self-supporting

Rates and fees are set to recover cost of
providing service

No profit and no subsidy from General Fund
Operations function as a business

Utilities reimburse General Fund for support
services

Principals of Rate Setting

Water and sewer rates are user fees rather than
taxes and therefore are designed to charge
customers based on their use of the service.

» Should be cost-based
» Cannot be arbitrary




Principals of Rate Setting

» Water and sewer are set on a zero sum basis

» Reductions in revenues due to decreased usage,
rate structure changes or other factors result in the
need for rate increases

Rate Setting Process

Step 1 - Revenue Requirements
Identification of the cost of providing water and
sewer service

Step 2 - Cost of Service
Allocation of costs to customer classes

Step 3 - Pricing the Service
Defines how costs are recovered from
customers




Step 1:
Recommended "Building Blocks” of Revenue
Requirements

Contributions to Reserves

HELL G ReT:Th#]
Improvement Projects Total Revenue
Requirements

Existing Debt Service

Operating & Maintenance
Expenses

Step 2:
Cost of Service Analysis

* Goal of cost of service analysis is to
appropriately allocate revenue requirements
based on cost of providing service.

Allocation Factors
Residential

Water:
- Total Volume
- Peak Demand Commercial
Revenue

Requirements :
Sewer: Industrial

- Total Volume
- Strength of Waste
Outside City




Step 3:
Rate Design - Pricing the Service

Rate design is largely influenced by policy
objectives of the utility.

Revenue g
Stability Affordability

Existing Economic
Agreements Development

Encouraging Use Dlscolr;:gmg

: Ease of
Equity Implementation

Rate Design: = s
Current Rates - Current Water Rates

Water Base Charges
Meter Size Moné::g. eter
5/8" and 3/4" $4.95
1” $8.27
11" $14.25
2" $22.91
3" $36.26
4~ $68.74
$120.27
$168.01
$252.02

| Usage Rates - Variable Portion
5  Monthly Usage
Rates

Tier 1: 0 = 10 Units $4.15 per Unit

, All User Classes
CF = cubic feet,

1 CF = 7.48 gallons
CCF = 100 cubic feet Tier 2: Over 10 Units $5.00 per Unit

Monthly Usage
Rates

All Usage $5.00 per Unit

1 Unit = ‘100 cubic feet Irrigation
100 cubic feet = 748 gallons




Rate Design:
Current Rates -

Sewer

Current Sewer Rates

Base Charges

CF = cubic feet,

1 CF =7.48 gallons

CCF = 100 cubic feet

1 Unit = 100 cubic feet

100 cubic feet = 748 gallons

Monthly Meter

Meter Size

5/8” and 3/4"
1"
11"
2"
3
4"
6"
8"
10”

,7!3&3,,95 qu_:_egi— !ariable Portion

Monthly Usage
Rates
$9.54 per Unit

$10.49 per Unit

All User Classes

Tier 1: 0 = 10 Unit
Tier 2: Over 10 Units

Rate Design — Base Charge

What Costs to
Recover

-Meter Reading
- Billing & Collection
-Customer Service
-Debt Service
-Other

»Higher the base charge the
greater the revenue stability

»Higher the base charge the
more expensive service is for
smallest user

Basis for Applying
the Charge

-Account
-Meter size
-Equivalent Residential Unit
(EDU)

»Basis selected should be
consistent with costs
recovered




Rate Design - Variable Usage Charge

e Common variable usage charge structures

» Uniform: All metered water and sewer use billed at the
same unit rate.

Inclining Block (City of Portsmouth): Metered water and
sewer use billed at increased rate with increased use.

Seasonal: Metered water use billed at higher rate
during summer for usage that exceeds winter usage.

Pyramid: Metered water and sewer use billed at
increased rate with increased use to a point and then
rate reduced for higher usage.

Rate Study Components

Regional
and
National

; ’ Trends




Portsmouth Compared with
Regional and National Trends

* Aging Infrastructure

* Regulatory Requirements
* Safe Drinking Water Act
* Clean Water Act (Sewer)

* Reduction in Billable Usage

Normal Portsmouth Usage Pattern
(Million Gallons Per Day)

Portsmouth Water System - Average Customer Use Per Day - 2011

Peak Month - 4.82 MGD
Irrigation Months =
4.05 MGD

-
3

Baseline = 3.14 MGD I
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Portsmouth Water Demand Trends

Million Gallons per Day and 5 Year Rolling Average

2012 Water System Master Plan Analysis

Current
Average Per
Account Average
Customer Gallons Per Billable Units
Classification Accounts Day Per Month

Commercial 976 1,444 59
Industrial 81 6,904 282
Municipal 66 1,659 68
Residential 199 8
Irrigation 275 11

Rye and New Castle
Water Districts 61,932




2012 Water System Master Plan Analysis

Current
Average Per
Account
Customer Gallons Per | average Residential
Classification Accounts Day Usage has declined

by 8.3% since 1999
when it was 217
Gallons per Day

Residential

Water Use - Community Breakdown

Town Customers
Durham 2
Greenland 508 GrEEnland, 3.6% Madburv, 0.4%
Madbury 52 Durham, 0.0%

New. Castle 222 Rye, 1.5% New Castle,
Newington 398 i TN 4,2%

Portsmouth 7157 Newington,

Rye 73 o 7 125%

Portsmouth,
77.7%




Usage Trends — Regionally

Portsmouth, New Hampshire -

26% Decrease from 2002 to 2011

— Portsmouth 2012 Water & Sewer Rate Study

Boston Water Sales - o "
32.5% Decrease since 1985 Boston Water and

! Sewer Commission
— Boston Water & Sewer Commission - 2012 Rate Document

Champlain Water District

Champlain Water District - et S
18% Decrease from 2001 to 2010

— Champlain Water District 2010-2011 Annual Report

City of Peabody, Mass -
10% Decrease from 2002 to 2011

— Peabody 2012 Water & Sewer Rate Study

il 1l
BRTRERERRZRRAGG

Fiacaiver Endiag

Usage Trends — Nationally

Milwaukee, Wisconsin: 46% reduction in Residential
Use since 1975

- AWWA Streamlines, August 23, 2012
Seattle, Washington: 30% reduction in Total Use
since 1995

- AWWA Streamlines, August 23, 2012
Louisville, Kentucky: 20% reduction in Total Use
from 1975 to 2000

— AWWA Journal, February 2011

“When the price of residential water increases by one
percent, the quantity demanded falls by 0.41%"

—~ USEPA: The Importance of Water to the U.S. Economy, September 2012 Public Review Draft
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Rate Comparison - Sewer

Average Annual Residential Sewer Bills
(based on 8 units/month)

* Newington only has Commercial Customers

o Many nearby
Rate Com pa rison - Sewer systems are facing
significant capital
{based on 8 units/month) needs to upgrade
facilities

Average Annual Residential Sewer Bills

* Newington only has Commercial Customers




Rate Comparison - Combined

$1,600.00
$1,400.00 +
$1,200.00
$1,000.00

$800.00
$600.00

$400.00 +~

$200.00 |

Rate Comparison - Sewer Bill Offsets

Some Systems Utilize General Funds to offset
capital and/or operating costs:
« Peabody, MA:
« 20% of sewer costs are paid for by the General Fund
-  Wolfeboro, NH:

« All sewer capital projects are financed through the
General Fund (43% of overall sewer costs)




National Trends - Rates

m Overall United States Water and Sewer
Rates Increased 53% from 2001 to 2009

— Black & Veach 2009/2010 Water/Wastewater Rate Survey

Combined Water and Sewer Rate Increases

S R
American Water Works Association

MINMEAPOLIS 8% :
+77% PROVIDENCE 8
+81%

& NEWARK
@ SACRAMENTO @ SALT LAKE CITY /@ DES MOINES o)

o +78%
+79 L ' @ WASHINGTON.DC
i @oeftn INDIANAPOUIS @ g cincinman — +81%

f{*AN JOSE K +¥80% +71% @ RICHMOND
+89% LoulsviLLE® +88%
+76% @ GREENSBORO
® +79%
OKLAHOMA CITY
UTTLE
+77% KoL @
+77%

DALLAS
& HONOLULU 75%

+73% 8 JACKSONVILLE

+71%
@ SAN ANTONIO.
@ ANCHORAGE 85%
+78%




Combined Water and Sewer Rate Increases

2000 to 2010 (80% to 129%)
American Water Works Association

@ SEATTLE
+109%

@ ALAMEDA COUNTY
@ +102%

|
SANTA CRUZ
R el

Portsmouth 108 %

l‘

|

BOSTOM J
+119%

@
o @ HARTFORD
@ DETROIT 127 %
CHICAGD @ +119% £ ALLENTOWN
OMAHA @ +116% +108%

+92% & C(lJLuMBus
-

18%
@ COLORADO @ KANSAS CITY
SPRINGS +02%

'a
+97%

LANSING
+“?%

@ CHARLOTTE
SPARTANBURG @  +112%
+107%

JACKSOND
+110%

@ AUSTIN
96%
@ TAMPA
7%

Combined Water and Sewer Rate Increases
2000 to 2010 (Over 130 to 233%)

American Water Works Association

@ PORTLAND
+161%

@ saN FRANCISCO
+211%

@ SAN DIEGO!
+141%

2010 Water and Wastewater Rate Survey

BINGHAMTON
+143%

NEW. YORK
CLEVELAND +151%
SIOUX FALLS @ +130% ®
+140% S | °
| e @ PHILADELPHIA
D,
WATERLOO BALTIMORE 0?‘ +164%

+145% i WILMINGTON

+200%
WICHITA®
+153%

ATLANTA @
33 O ALSTA




Rate Study Components

Policy
Factors

Potential Policy Changes to Be
Evaluated

m Base Charges (Readiness to Serve)

— Currently, the revenue collected from base charge is approximately
10% for water

— No base charges are assessed for sewer customers

— Industry standard is typically 20 to 30% of revenues are generated
from base charges




Billable Units are a Critical Component
of Portsmouth’s Water Revenue -

Water Cash Requirements
FY13 Proposed Budget

Revenue

Revenue

%

Fees

$544,500

6.1%

State Aid Grant

S0

0.0%

Minimum Charges

$700,001

7.8%

Use of Retained Earnings

$100,000

1.1%

Other Utility Revenue

$45,550

0.5%

Special Agreements

$42,000

0.5%

Billable Units Tier 1

394,405

$1,636,781

18.2%

Billable Units Tier 2

1,183,215

$5,916,075

65.8%

84% of Revenue from Billable Units

Billable Units are even more Critical for
Portsmouth’s Sewer Revenue -

Sewer Cash Requirements FY13
Proposed Budget

Revenue

Revenue
%

Fees

$210,500

1.9%

State Aid Grant

$423,687

3.5%

Pease Reimbursements

$41,529

0.4%

Special Agreements (Interest)

$28,931

Use of Retained Earnings

SO

Pease Payback toward debt

$116,289

Special Agreements (principal debt)

$65,142

Other Agreements

$100,000

Billable Units Tier 1

336,920

$3,214,217

Billable Units Tier 2

684,051

$7,175,695

91% of Revenue from Billable Units




Potential Policy Changes to Be
Evaluated

m Water and Sewer Tiers
Currently only a two-tiered system

Should this be increased to three tiers or dropped to a single-tiered
rate?

Life-line tier
Irrigation tier

Potential Policy Changes to Be
Evaluated

m Irrigation meter charges and policies
— Currently available to single-family residential customers
— Metered irrigation is billed only for water

» This currently results in a 1% reduction in overall
billable sewer use

— Should irrigation meters be made to all customers?

» Potential reduction in billable sewer use is estimated
to be 10 to 15%




Potential Policy Changes to Be
Evaluated

m Multi-Family Billing
— Currently these facilities pay the tiered rate based on their metered
use
— Alternatively:

» Should this use be divided by the number of dwelling units to
assess a tiered use based on the average dwelling use? Or

» Have each dwelling unit install separate meters

Potential Policy Changes to Be
Evaluated

m Fire Service Charges

— Currently only 3% of water revenues are based on the fire
service charges

— Comparable systems have fire service charges that
amount to 10 to 30% of their revenue




Proposed Schedule

Data Analysis |

Rate Alternatives Analysis

Questions and Comments
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City of Portsmouth
Water and Sewer Rate Study

City Council Work Session
February 11, 2013

TigheBond

Overview of Tonight’s Meeting

s Introduction of the Study

s Enterprise Fund Accounting Requirements
s Factors Impacting Water and Sewer Rates
m Rate and Fee Policy Factors

s Next Steps

Questions & Comments




Portsmouth Regional Water System

: =T - = : =

| Newington i \ 7,980 Accounts

s
\&

Portsmouth

New Castle -
& New Castle Water District

& Rye Water District

i
NTED. Temtom inermap 0. UIKGS FAC S HACAN Geolse. ity

Scuries £ Devdrmes 1
Kucases til Oenee Surory Ext dxan MET) Esn Chma vong Xong) and ihe GIS User Comvrmaty

Bl
Portsmout
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Town of New Castle

Greenland -
Commercial
Customers

L/
E?L'Q’L s >
1 6,336 Accounts

10/23/2014
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Why Update the Rate Model

Reduction in Billable Consumption
Changing Water and Sewer Customer Base

Policy Questions Such as Additional Tiers,

Irrigation Meters
Regulatory Requirements
Capital Project Costs

Good Practice to Update Model on Regular Basis

Enterprise Fund Accounting
Requirements




10/23/2014

System Funding:
Enterprise Funds

» Enterprise Funds Account for Operations That
are Financed and Operated in a Manner
Similar to Private Business

Must have Fees and or Charges Sufficient
Enough to Cover the Cost of Providing Goods
and Services, Including Capital costs (i.e.
Depreciation and Debt Service)

Note: Property Taxes do not Subsidize the
Water and Sewer Funds

Cash VS. Accrual
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Full Accrual vs. Cash Requirements
Water Fund FY13 Budget

Operations and Maintenance
Madbury Property Taxes
Equipment & Minor Capital needs
Depreciation

Interest on Debt

Accrued Interest

Principal Debt

OPEB Liability

Capital Projects, Vehicle
Replacement

Total

Full Accrual ~ Cash
Basis of Requirements
Accounting =l
4,334,664 4,334,664
118,000 118,000
146,000 146,000
1,168,763 0
937,726 937,726

0 33,870

0 1,569,717

o

0 1,842,000

$6,728,473 48,981,977

Cash Basis Revenue Requirements:
FY 13 Water Fund - $8,928,430

Debt Service
$2,487,766.
27.86%

Capital
Outlay
$1,842,000-
20.63%

Personnel
Costs
$1,968,422
22.05%

Other
-_Operating
$2,630,242
29.46%



Cash Basis Revenue Requirements:
FY 13 Sewer Fund - $11,189,853

Debt Service
$3,753,788
33.55%

Capital Outlay -
$1,086,000
9.71%

Personnel
Costs
$2,084,054
18.62%

Other
Operating
54,266,011
38.12%

Rate Design: Current Rates —-Water

Meter Size Monthly Meter
5/8” and 3/4"
1"
T
o
3"
4"
657
8"
10" $252.02

CF = cubic feet,

1 CF = 7.48 gallons

CCF = 100 cubic feet

1 Unit = 100 cubic feet

100 cubic feet = 748 gallons

|Monthly Usage Rates — Variable Portion |

All User Classes
Capital Related Rate :
per unit billed $2.78 per Unit
First 10 units billed
per month

Tier 1: 0 - 10 Units

$1.37 per Unit
$4.15 per Unit

Capital Related Rate
per unit billed

Over 10 units billed
per month

$2.78 per Unit
$2.22 per Unit

Tier 2: Over 10 Units $5.00 per Unit

Irrigation
Capital Related Rate
per unit billed
Over 10 units billed
per month

All Usage

$2.78 per Unit
$2.22 per Unit
$5.00 per Unit

10/23/2014



Rate Design: Current Rates —-Sewer

Meter Size M°"(t:::a\:_ eter {Monthly Usage Rates - Variable Portion |

5/8" and 3/4" i | All User Classes

1 Capital Related Rate )
17" per unit billed $4.00 per Unit

4 First 10 units billed
< per month $5.54 per Unit

2,, Tier 1: 0 - 10 Units  $9.54 per Unit

6"

8" Capital Related Rate ;
10" per unit billed %4.00 per Unit

Over 10 units billed ’
per month $6.49 per Unit

CF = cubic feet, Tier 2: Over 10 Units $10.49 per Unit
1 CF = 7.48 gallons

CCF = 100 cubic feet

1 Unit = 100 cubic feet

100 cubic feet = 748 gallons

Municipal Financial Services Group

s Specialized Financial and Management Consulting
Practice
» Focus on Municipal and Environmental Infrastructure
» Efficient Delivery of Public Sector Services

m National Practice Since 1976 MFSGZ—_‘

m Clients Range from Large (New York, Washington, DC,
Cleveland, San Francisco) to Very Small (Prudhoe Bay) -
Clients Serve 45% of Nation's Population

m Recent work for numerous governments in New England
» Water and sewer studies and financial plans
New Hampsh
Massachu ¥
nnecticut - Branford, Cheshire, | C or, Middletown, Watertown
Rhode Island - Bristol,

10/23/2014
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Rate Study Components

AL Customer
5 Allocations Develop
Techm_cal Alternatives
Evaluation

of Data

Regional
and
National
Trends

Capital
Costs and
Financing

Water & L i
ey 7 Financial Policy
System sige Factors
Costs

Principals of Rate Setting

s Water and sewer operations are self-supporting

Rates and fees are set to recover cost of providing
service

No profit and no subsidy to or from General Fund
Operations function as a business

Utilities reimburse General Fund for support services
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Principals of Rate Setting

m Water and sewer rates are user fees rather than
taxes and therefore are designed to charge
customers based on their use of the service.

» Should be cost based

» Cannot be arbitrary

s Water and sewer are set on a zero sum basis
» Reductions in revenues due to decreased usage, rate
structure changes or other factors result in the need for

rate increases

Factors Impacting
Water and Sewer Rates




Portsmouth Capital Needs

s Capital Intensive Service 6

= Aging Infrastructure

s Regulatory Requirements
» Safe Drinking Water Act

» Clean Water Act (Sewer)

Portsmouth Water Demand Trends

Million Gallons per Day and 5 Year Rolling Average

10/23/2014
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Portsmouth Water Demand Trends

s Factors Contributing to Declining Demand

Water fixture change-outs

Fewer people per household
Economic conditions
"Going-Green"” conservation ethic

Response to rate increases

Usage Trends — Regionally

Massachusetts Water Resources Authority
Average Daily Delivery — Million Gallons

2002 2 2008 2009 2010 2011

Source: Summary Report of MWRA's Demand Management Program for Fiscal Year 2012

10/23/2014
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Bill Comparison - Water

Average Annual Single Family Residential Water Bill

(based on 65 units/year)

Reading, MA:

$502
|

Portsmouth, NH:
$329

|

Bill Comparison - Sewer

Average Annual Single Family Residential Sewer Bill

(based on 65 units/year)

* Newington only has Commercial Customers

10/23/2014
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Bill Comparison - Combined

Average Annual Water and Sewer Bill Companson
Single Familiy Residential (Based on 65 Units of Annual Ce i

Portsmouth, NH:
$949

g& 5&4”#4’@758?@.{ 4’4"5’&' FFs
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Rate Model Alternatives

TISIITISES

10/23/2014

13



10/23/2014

Policy Issues

M
m Issue #1 - Additional Tiers

Issue #2 - Base Charges (monthly meter charges)
Issue #3 - Irrigation Meter Availability

Issue #4 - Irrigation Tier

Issue #5 — Multi-Family Condo Billing

Issue #6 - Fire Protection Charge

Issue #1 - Additional Tiers

Should additional tiers be added to the current
water and sewer rate structure?

i - :
Water Rate Sewer Rate
Structure | | Structure
Tier 1: 0 — 10 Units $4.15 per Unit $9.54 per Unit

Tier 2: Over 10 Units $5.00 per Unit $10.49 per Unit

Irrigation: All Usage $5.00 per Unit

14



Issue #1 - Additional Tiers

Should additional tiers be added to the current
water and sewer rate structure?

Basis for Recommendation:

» Of the largest customer class (SFR), 84% of water consumption
and 90% of sewer usage falls within current Tier 1 (10 units/
manth)

Adding a new tier at a lower rate would provide assistance to the
smallest users of the system

Recommended Action:

Include a tier to aide the small users of the
system

Issue #1 Results — Additional Tiers

Water Rate Structure | Sewer Rate Structure

Current C Current | e
3-Tiered 2-Tiered | 3-Tiered

i 2-Tiered |
Rates | Rates | Rates | Rates

Tier 1: 0 - 2 Units $3.47 per Unit $6.77 per Unit
$4.15 per Unit $9.54 per Unit
Tier 2: 2 - 10 Units $4.23 per Unit $9.90 per Unit

Tier 3: Over 10 Units $5.00 per Unit $5.08 per Unit $10.49 per Unit  $10.84 per Unit

Irrigation: All Usage $5.00 per Unit $5.08 per Unit

10/23/2014
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Issue #1 Impacts - Additional Tiers

Customer
Class
Single Family Residential
Single Family Residential
Single Family Residential
Non-Single Family Residential

Monthlvi
| Usage |
(Units) I

Current
FY 13
$13.25
$25.70
$124.77
$146.45

Issue #1
FY 13
$11.89
$24.59

$125.30

$147.39

Sample Total Water Bill Impact (Including Monthly Meter Charge)

%

$

Increase | Increase

-10.3%
-4.3%
0.4%

($1.36)
($1.11)
$0.53

0.6% $0.94
Non-Single Family Residential

Irrigation Account

$2,027.76  $2,058.76 1.5% $31.00

$34.95 $35.44 1.4% $0.49
Sam-ple SeuTer Iﬁlr;ﬁact

Customer | Current l Issue #1
Class FY 13 FY 13

| |
Single Family Residential $19.08 $13.54
Single Family Residential $47.70 $43.25
Single Family Residential

$252.75 $255.40
Non-Single Family Residential $305.20 $309.61

$4,186.50  $4,321.45

% |
Increase | Increase |
-29.0%
-9.3%
1.0%
1.4%
3.2%

($5.54)
($4.45)
$2.65
$4.41
$134.95

Nen-Single Family Residential

Issue #2 Results — Base Charges
(Monthly Meter Charge)

Are Current Base Charges Appropriate?

‘ | Water Rate Structure |

| | Sewer Rate Structure
. Current Monthly | Current Monthly
Meter Size | Meter Charge I Meter Charge
| (8.5% of Revenues) ‘ (0% of Revenues) |
5/8" and 3/4"
17

1%

$4.95
$8.27
$14.25
$22.91
$36.26
$68.74
$120.27
$168.01
$252.02

16
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Issue #2 - Base Charges
(Monthly Meter Charge)

Are Current Base Charges Appropriate?

Basis for Recommendation:
» Rate modeling resuits calculate base charges at
21% - water, 24% - sewer

industry standard sets base charges for water and sewer
structures at approx. 20 — 30%

Increases in base charges increases revenue stability of Fund

Recommended Action:

Increase percentage of revenue collected
from base charges over time

Issue #2 Results — Base Charges
(Monthly Meter Charge)

Sewer Rate Structure

Current Monthly| Monthly Meter |Current Monthly‘ Monthly Meter |

Meter Charge Charge Meter Charge Charge
15% of Revenues’ 0% of Revenues) | (10% of Revenues

$10.87

$14.27 : $18.17

$24.60 . $31.31

$39.54 $50.33

$62.59 $79.66

$118.65 = $151.01

$120.27 $207.59 - $264.22
$168.01 $289.99 - $369.10

$252.02 $434.99 = $553.65

17
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Issue #2 Impacts — Base Charges
(Monthly Meter Charge)

Sample Water Bill Impact (Including Monthly Meter Charge)
" T

| Manthiv] o rent Issue #2 | % | $
: ('i'f;_lai?:) FY13 | FY13 Increase | Increase |
| |
Single Family Residential 5/8" 2 $13.25 $16.84 27.1%
Single Family Residential 5/8" 5 $25.70 $29.29 14.0%
Single Family Residential 1 25 $124.77 $130.77 4.8%
Non-Single Family Residential 3/4" 30 $146.45 $150.04 2.5%
Non-Single Family Residential 3" 400 $2,027.76  $2,054.09 1.3%

Irrigation Account 3/4" 6 $34.95 $38.54 10.3%

Customer | Meter
Class Size

| Sample Sewer Bill Impact (Including Monthly Meter Charge) ]
L_“_‘—'_—‘F‘_————' T .

Customer er | Current Issue #2 | % $ |
Class | Si FY 13 | FY 13 | Increase | Increase
| |

Single Family Residential $19.08 $29.95 57.0%
Single Family Residential % $47.70 $58.57 22.8%
Single Family Residential $252.75 $270.92 7.2%
Non-Single Family Residential $305.20 $316.07 3.6%
Non-Single Family Residential $4,186.50 $4,266.16 1.9%

Issue #3 - Irrigation Meter Availability

Should Irrigation meters be expanded to Multi-
Family and Commercial Customers?

Consideration:
» Currently there are 241 Irrigation Accounts
» Is this consistent with City’s sustainable practice goals?

» Increased irrigation meter availability would result in a loss of
approximately 8.7% of billed sewer usage. Lost billable usage
would resuit in increased fees to make up the lost revenues

18



Issue #4 - Irrigation Tier

If Irrigation meter use is expanded should

Irrigation be charged at an additional peak tier
in the water rate structure?

‘ Water Rate
Structure

Irrigation: All Usage $5.00 per Unit

Policy Discussion - Irrigation Tier

Should Irrigation be charged an additional peak
tier in the water rate structure?

Basis for Recommendation:

» Customers with irrigation meters did not pay for the
capacity they are using (do not pay the water capacity use
surcharge fee)

irrigation use is non-essential use of water and non-
irrigation customer should not subsidize cost of providing
this capacity

Recommendation Action:

Irrigation water should be charged at a
higher tier rate

10/23/2014
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Issue #4 Results & Impacts -
Irrigation Tier

Water Rate Structure

Irrigation: All Usage $5.00 per Unit = $5.56 per Unit

Sample Water Bill Impact

| Monthly

Usage
(Units) |

Customer Meter

‘ Current Issue #4 : % $
Class Size

FY 13 FY 13 Increase ‘ Increase

Irrigation Account % $34.95 $38.31 9.6%

Issue #5 - Multi-Family Condo Billing

Should Multi-Family condo accounts be provided
with a usage allowance per tier, based on the
number of dwelling units?

tondo Accdunt with |
1 Master Meter and 4 Residential Dwgllings |
| Monthly | Monthly | Monthly
| Water Sewer | Combined |
1 2 3 4 N | e | Bl | BN

1" Meter Charge $8.27 $ - $8.27
Usage 20 Units 20 Units 20 Units
15t Tier Charge $41.50 $95.40 $136.90
2M Tier Charge $50.00 $104.90 $154.90
Total Bill $99.77 $200.30 $300.07
Cost/Res. Dwelling $24.95 $50.08 $75.02

20
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Issue #5 — Multi-Family Condo Billing

Should Multi-Family condo accounts be provided
with a usage allowance per tier based on the
number of dwelling units?

Basis for Recommendation:

» Implementing average use per dwelling unit would greatly
increase administrative costs

Implementation would shift usage to lower tiers charge, in turn
decreasing overall revenues resulting in necessary higher rates

True equity would require individual meters which is currently
allowed

Recommended Action:

No implementation recommended - No
action required

Issue #6 - Fire Protection Charges

Should Fire Protection Charges be increased?

Public Fire Protection | Current
Annuzl Hydrant Fee $100

Private Fire Protection Current
Monthly Charge per Line Size
3l $2.55
1" $3.82
2" $5.09
2%" $7.64
g¥ $12.22
4" $19.35
= $31.57
$38.69
$71.28
$107.93
$162.88

21
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Issue #6 - Fire Protection Charges

Fire Protection Allocation % Comparison

Percentage of Revenue from Fire Protection

Issue #6 — Fire Protection Charges

Should Fire Protection Charges be increased?

Basis for Recommendation:

Rate modeling analysis calculates 10% of water costs are due
to fire protection

Current fire protection charges only generate 3% of water
revenues

As a result fire protection charges are currently set at a level
well below the cost of providing fire protection services

>

Recommended Action:
Incrementally increase Hydrant Fees and
Fire Line Charges to recommended levels
over five years starting in FY15

22



Issue #6 Results & Impacts -
Fire Protection Charges

Public Fire Protection
Annual Hydrant Fee
Private Fire Protection

Monthly Charge per Line Size
It
1%
2
234"
3~
4"

5
6"
8"

0
on

Annual Collected Revenues
Public Fire Protection
Private Fire Protection
Total Fire Services

Current

$100

Current

$2.55
$3.82
$5.09
$7.64
$12.22
$19.35
$31.57
$38.69
$71.28
$107.93
$162.88

Current
$104,000
$187,787

$291,787

Recommended
FY 15
$200
Recommended
FY 15

$2.55
$3.82
$5.09
$7.64
$12.22
$19.41
$32.32
$42.37
$81.35
$130.09
$200.96

Recommended
FY 15

$208,000
$211,957
$419,957

10/23/2014

Issue #7 — Minimum Unallocated
Retained Earnings Balance

What minimum unallocated retained earnings
balance should be maintained in the water and

sewer funds?

Basis for Recommendation:
» Unallocated retained earnings should be maintained to include:
» Aworking capital reserve equal to 30 days of operating
expenses
A capital stabilization reserve based on asset replacement
analysis

Recommended Action:
Maintain 30% of Annual Budget

23



Policy Issues Summary

| ISSUE | TOPIC
i 1

| m Issue #1 | Additional Tiers

- B;se fﬁarges

| (Monthly Meter Charge)
1 Irrigation Meter

| Availability

|m Issue #2

m Issue #3

| w Issue #4 |Irrigation Tiers
[ Multi—Fami}y
| Condo Billing

|
Issue #6 | Fire Protection Charges

| m Issue #5

Next Steps

Finalize Rate Model

RECOMMENDED ACTION

Inciude a tier to aide the small
| users of the system

Increase percentage of revenue

| Dependent upon Issue #3

No implementation recommended
| = No action required

Incrementally increase Hydrant
Fees and Fire Line Charges to

| recommended levels over next five |

Develop Proposed FY 14 Water and Sewer Rate

Present Proposed Budget and Water Sewer Rate at March

13, 2013

Modify rate model to incorporate policy changes approved

by City Council for preparation of FY 15 budget

10/23/2014
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Questions and Comments

25
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Issue #5 — Muliti-Family Condo Billing

If Multi-Family Condo billing is implemented:

» Implementation will require significant amount of time.
Earliest Implementation recommended at FY 2015.

All dwelling units should be charged minimum monthly

meter charge.
Property owner would be responsible for plumbing changes
Property owner would have to purchase the meter?

One-time administrative fee for service setup and

inspection?

26
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Issue #5 Impacts - Multi-Family Condo
Billing

20 Units/Month - Water Billing

© 0 0 O
|

Condo 4 Residential Condo 4 Residential
1 Meter Dwellings 4 Meters Dwellings

1" Meter Charge $8.27 5/8" Meter Charge $4.95
Usage 20 Units Usage 5 Units
1%t Tier Charge $41.50 1t Tier Charge $20.75
27 Tier Charge $50.00 2" Tier Charge $00.00
Total Monthly Bill $99.77 Total Monthly Bill $25.70

Cost/Res. Cost/Res.
Dwelling $24.95 Dwelling $25.70

Issue #5 Impacts — Multi-Family Condo
Billing

20 Units/Month - Sewer Billing

EBENEREN
i | | |

O 0 0 O
LS el | SO

|

4 Residential 4 Residential
Dwellings Dwellings

1" Meter Charge $0.00 5/8" Meter Charge $0.00
Usage 20 Units Usage 5 Units
1%t Tier Charge $95.40 15t Tier Charge $47.70
27 Tier Charge $104.90 2 Tier Charge $00.00
Total Monthly Bill $200.30 Total Monthly Bill $47.70

Cost/Res. Cost/Res.
Dwelling $50.08 Dwelling $47.70

27
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Issue #5 Impacts — Multi-Family Condo
Billing

20 Units/Month — Water & Sewer Combined

ENENENEN
@ 0 0 o
, |

Condo 4 Residential Condo 4 Residential
1 Meter Dwellings 4 Meters Dwellings

1" Meter Charge $8.27 5/8" Meter Charge
Usage 20 Units Usage

1%t Tier Charge $136.90 1%t Tier Charge

2™ Tier Charge $154.90 2™ Tier Charge
Total Monthly Bill $300.07 Total Monthly Bill

Cost/Res. Cost/Res.
Dwelling #7302 Dwelling

28



Water/Sewer Budget and
Rate Study

City Council Pubic Input Session
Regarding Water/Sewer Budget and
Rate Study

March 13, 2013

e
MESGee=
e

Overview of Tonight's Meeting

a Introduction

- Water and Sewer System Overview
- Enterprise Funds

m Rate Model Study Overview

- Goal of Rate Study and Purpose of Rate Model
- Proposed Water and Sewer Budgets

- Recommended Water and Sewer Enterprise Fund
Management Plan

s Proposed FY 14 Water Rate
s Proposed FY 14 Sewer Rate

s Open Public Input Session

10/23/2014
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Portsmouth Regional Water System

| Newington : . " 7,980 Accounts
= o % 8¢
i

Portsmouth

Wiftrey
[

New Castle —
& New Castle Water District

h_.

Rye —
& Rye Water District

/

y

Greenland

p
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System Funding:
Enterprise Funds

>

Enterprise Funds Account for Operations That
are Financed and Operated in a Manner
Similar to Private Business

Must have Fees and or Charges Sufficient
Enough to Cover the Cost of Providing Goods
and Services, Including Capital costs (i.e.
Depreciation and Debt Service)

Note: Pro&aerty Taxes do not Subsidize the
Water and Sewer Funds

Municipal Financial Services Group

m Specialized Financial and Management Consulting
Practice
» Focus on Municipal and Enviro
» Efficient Delivery of Public ¢

National Practice Since 1976

Clients Range from Large (New York, Washington, DC,
Cleveland, San Francisco) to Very Small (Prudhoe Bay) -
Clients Serve 45% of Nation’s Population

Recent work for humerous governments in New England
» Water and sewer rate and financial plans

r, Middletown, Watertc
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Rate Study Overview

Customer
Allocations Develop

Technical Alternatives
Evaluation

of Data

b, 4 Regional
Capital and
Costs and 3 W E G EL
Financing | \ \ /ﬂ Trends
Water & < P i L L[| Ty { =
Sewer __‘.:;--'f"'“-'v":. . Cia " _ Poilcy
System T Model ‘ Factors

Costs

Goal of Utility Rate Study

s Provide long-term financial health,
stability, and predictability within the
City’s water and sewer enterprise funds,
while appropriately pricing water and
sewer service based on the costs incurred
by the City
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Purpose of Rate Model

m The rate model serves as the key tool to
assist in long-term planning:

* Allowing for prudent financial planning
which results in predictable rate increases

= Allowing for funding of significant capital
projects

= Allowing for proactive management of the
systems which results in lowest rates over
time

Approaches to Adjusting Rates

Stabilized Financial Plan

Rate Increases
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Proposed FY 14 Water and Sewer
Enterprise Fund Budgets

Proposed Water Fund FY14 Budget

Requirements

Opertions and Maintenance 7 i 4,23,674
Property Taxes 118,000 118,000
Equipment & Minor Capital needs 126,000 126,000
Depreciation 1,582,924 -
Interest on Debt 793,427 793,427
Accrued Interest = 93,723
Principal Debt - 1,565,329
OPEB Liability 33,320 -

Capital Projects, Vehicle % 2,330,000
Replacement

Total $7,177,345 $9,550,153




Proposed Sewer Fund FY14 Budget

Operations and Maintenance 6,277,029

Permit Expenses/Legal Fees 291,000
Equipment & Minor Capital needs 216,300
Depreciation 1,542,718
Interest on Debt 1,609,074
Accrued Interest =
Principal Debt -
OPEB Liability 21,791

Capital Projects, Vehicle
Replacement

Total $9,957,912

291,000
216,300

1,609,074
(7,134)
2,915,799

936,000

$12,238,068

Recommended Water and Sewer
Enterprise Fund Management Plan

10/23/2014
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Cash Basis Revenue Requirements:
FY 14 Water Fund - $9,550,153

Personnel

Debt Service Costs
$2,452,479 $1,993,127
25.68% 20.87%

Other
Operating
$2,774,547

Capital Outlay 29.05%

$2,330,000
24.40%

Water System Revenue Requirement
Forecast

m Personnel Costs
» Salaries, insurance, benefits, etc
» Inflated annually by line item in financial model

s Other Operating
» Chemicals, energy, repairs, contracts, etc.
» Inflated annually by line item in financial model
» Key cost driver is inflation on utilities (chemical and energy)
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Water System Revenue Requirement
Forecast

s Capital Outlay
» Cash funded capital projects (waterline and tank replacement)
» Forecast based on Capital Improvements Plan
» Key cost driver is the magnitude of capital projects

= Debt Service
» Principal and interest on current and future loans
» Forecast based on Capital Improvements Plan
» Key cost driver is the magnitude of capital projects

Water Fund Revenues vs. Expenses

$10,000,000
$9,000,000
$8,000,000
$7,000,000
$6,000,000
$5,000,000
$4,000,000
$3,000,000
$2,000,000
$1,000,000

$0

Revenues with
Current Rates

e

FY 14 FY 15 FY 16 FY 17 FY 18
Personnel Costs Other Operating ® Capital Outlay Debt Service



Water Fund Revenues vs. Expenses

$10,000,000
$9,000,000
$8,000,000
$7,000,000
$6,000,000
$5,000,000
$4,000,000
$3,000,000
$2,000,000
$1,000,000

$0

3%
0%
Proposed Increases

FY 14 FY 15 FY 16 FY 17
Personnel Costs Othern Operating Capital Outlay

FY 18
Debt Service

Water Fund Revenues vs. Expenses

$10,000,000
$9,000,000
$8,000,000
$7,000,000
$6,000,000
$5,000,000
$4,000,000
$3,000,000
42,000,000
$1,000,000

$0

Revenues with
Proposed Increases

Ratio of Unrestricted Net
Assets to Budget

26%

FY 14 FY 15 FY 16 FY 17
Personnel Costs Other Operating Capital Outlay

FY 18

Debt Service

10/23/2014
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Proposed Water Fund Management
Plan

FY 15 | FY 16 ‘ FY 17

Proposed _ o, | o 0
Increases 0.00% 3.00% 3.00% 3.00% 3.00%

End of Year
Medified
Unrestricted Net
Assets

$3,472,714 $2,562,864 $2,785,212 $2,331,672 $2,084,190 $1,906,009

% of Annual

29% 35% 26% 23%

Cash Basis Revenue Requirements:
FY 14 Sewer Fund - $12,238,068

Personnel Costs
$2,328,903

Debt Service 19.03%

$4,517,739
36.92%

Other Operating

Capital Outlay — %$4,455,426
$936,000 36.41%
7.65%

10/23/2014

i



10/23/2014

Sewer System Revenue Requirement
Forecast

s Personnel Costs
» Salaries, insurance, benefits, etc.
» Inflated annually by line item in financial model

s Other Operating
Chemicals, energy, repairs, contracts, etc
Inflated annually by line item in financial model

Key cost drivers include utilities and additional operating costs of
upgraded WWTP

Sewer System Revenue Requirement
Forecast

s Capital Outlay
» Cash funded capital projects (sewer line replacements)
» Forecast based on Capital Improvements Plan
» Key cost driver is magnitude of capital projects

s Debt Service
Principal and interest on current and future loans
Forecast based on Capital Improvements Plan
Key cost driver is magnitude of capital projects
(WWTP upgrades - $62.5 million)

12



Sewer Fund Revenues vs. Expenses

$20,000,000
$18,000,000
$16,000,000
$14,000,000
$12,000,000
$10,000,000
$8,000,000
$6,000,000
$4,000,000
$2,000,000

$-

Revenues with
Current Rates

FY 14
Personnel Costs

FY 15 FY 16
Other Operating

FY 17
» Capital Outlay

FY 18
Debt Service

Sewer Fund Revenues vs. Expenses

$20,000,000
$18,000,000
$16,000,000
$14,000,000
$12,000,000
$10,000,000
$8,000,000
$6,000,000
$4,000,000
$2,000,000
&-

Proposed Increases

12% SR

FY 14
Personnel Costs

10%
11% =

FY 15 FY 16
Other Operating

FY 17
=n Capital Outlay

FY 18
Debt Service

10/23/2014
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Sewer Fund Revenues vs. Expenses

$20,000,000 Revenues with
Proposed Increases

$18,000,000

o
$16,000,000 LA

Aradidiial 619, Ratio of Unrestricted Net
$12,000,000 Assets to Budget

$10,000,000
$8,000,000
$6,000,000
$4,000,000
$2,000,000
$-
FY 14 FY 15 FY 16 FY 17 FY 18
Personnel Costs Other Operating = Capital Outlay Debt Service

Sewer Fund Rate Adjustments

FY 14 FY 15 FY 16 FY 17

Proposed 12.00%  11.00%  10.00%  5.00% 5.00%
Increases

End of Year

Modified
Ghirectrictoe et $6,311,969 $8,146,795 $9,896,162 $9,723,018 $7,441,977 $5,890,194

Assets

% of Annual
72% 78% 61% 39%

14



Long-Term Water and Sewer Rate
Increases

14%

12%

10%

8%

6%

Rate Increases

4%

2%

0%

12% Sewer Rate Increases
11%

5% 5% 5%

\ 29/, 2% 2%

FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20 FY 21

Proposed FY 14 Water Rates

FY 22

10/23/2014
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FY 14 Water Rates
(same as Current Rates)

$252.02

CF = cubic feet,

1 CF = 7.48 gallons

CCF = 100 cubic feet

1 Unit = 100 cubic feet

100 cubic feet = 748 gallons

|Monthly Usage Rates — Variable Portion|

All User Classes
Capital Related Rate $3.11 per Unit

per unit billed
$1.04 per Unit

First 10 units billed
per month
Tier 1: 0 = 10 Units $4.15 per Unit

Capital Related Rate
per unit billed

$3.11 per Unit
QOver 10 units billed .
per month $1.89 per Unit

Tier 2: Over 10 Units $5.00 per Unit

Irrigation
Capital Related Rate -
per unit billed $3.11 per Unit
Over 10 units billed .
per month $1.89 per Unit

All Usage $5.00 per Unit

FY13 Monthly Usage Rates

Tier 1: 0 — 10 Units $4.15 per Unit
Tier 2: Over 10 Units $

Proposed FY 14 Sewer Rates

10/23/2014
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FY 14 Sewer Rates

—— T ] |Monthly Usage Rates — Variable Portion |
| faetersize ! Charge BE All User Classes

Capital Related Rate |
per unit billed $5.66 per Unit

First 10 units billed =
per month $5.02 per Unit

Tier 1: 0 = 10 Units $10.68 per Unit

Capital Related Rate
per unit billed

Over 10 units billed )
per month $6.09 per Unit

CF = cubic feet, Tier 2: Over 10 Units $11.75 per Unit
1 CF = 7.48 gallons
CCF = 100 cubic feet
1 Unit = 100 cubic feet .
100 cubic feet = 748 gallons LR Monthin L Bage Sates
Tier 1: 0 - 10 Units $9.54 per Unit

Tier 2: Over 10 Units $10.49 per Unit

$5.66 per Unit

A e
'

"

New Hampshire’'s
Water and Sewer System'’s

Other Communities
are Faced with

Similar Needs....

&
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Water Sustainability Commission Report

NEW Infrastructure Needs

HAMPSHIRE - Next 20 Years:

LIVES ON s Water Supply:

- $857 Million
s Wastewater:
- $1.7 Billion

s Stormwater:
New Hampshire o $269 Million
Sg:glmber Water Sustainability Commission =

Final Report.

Established by Executive Order 2011-02
By Governar Jahn H. Lynch

Regional Sewer Systems:

Anticipated Capital Projects
Related to Infrastructure Upgrades

Rochester:

- $19.7 M for WWTF

- $4.3 M for Pump Stations

- $7.8 M for I/l Projects
FY14-19 proposed budget

Dover:

- $9.0 M for WWTF

- $1.8 M for I/l Projects

- $2.9 M for other Sewer Projects
FY14-19 proposed budget

Newmarket:

- $14.2 M for WWTF

- $1.0 M for Watershed Projects
Public Meeting on Proposed Upgrades

Exeter:

- $30.0 to 46.0 M for WWTF

- $2.0 for collection system upgrades

- $1.75 for sludge removal
FY12-18 budget and Exeter PW Staff correspondence

18
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Next Steps

Finalize Water and Sewer Budgets
Finalize FY 14 Water and Sewer Rates

Hold Council Work Session Fall of 2013 to review
Rate Model Policy Issues

Modify rate model to incorporate policy changes
approved by City Council for preparation of FY
15 budget

Open Public Input Session

19
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Water and Sewer
FY 2014 Budget Work-Session

April 16, 2013

Overview of Tonight’s Meeting

Rate Model
Proposed FY 14 Water Budget / Rate
Proposed FY 14 Sewer Budget / Rate
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Rate Model Study

December 4, 2012
Rate Study Model 101
Public Library T

\
February 11, 2013 MFS S&“mm”al it
% : ervices Group

City Council
Rate Study Meeting

March 13, 2013 Tighe&Bond

5 i R
} “th [I]}]Ul Sesamn Consulting Engineers
Rate gllld\" Environmental Specialists

Goal of Utility Rate Study

Provide long-term financial health, stability,
and predictability within the City’s water and
sewer enterprise funds, while appropriately
pricing water and sewer service based on the
costs incurred by the City




Rate Model Study

The rate model serves as the
key tool to assist in long-term
planning, allowing:

-Prudent financial planning
which results in predictable
rate increases

-Funding of significant
capital projects

-Proactive management of
the systems which resulits in
lowest rates over time

Develop
Alternatives

Regional
and
National
Trends

Revenue Requirement Forecast

Personnel Costs
» Salaries, insurance, benefits, etc.
» Inflated annually by line item in financial model

Other Operating
» Chemicals, energy, repairs, contracts, etc.
» Inflated annually by line item in financial model

» Key cost driver is inflation on utilities (chemical and energy)

10/23/2014



Revenue Requirement Forecast

Capital Outlay

» Cash funded capital projects

» Forecast based on Capital Improvements Plan

» Key cost driver is the magnitude of capital projects

Debt Service
Principal and interest on current and future loans

» Forecast based on Capital Improvements Plan
» Key cost driver is the magnitude of capital projects

>

Approaches to Adjusting
Rates

Stabilized Financial Plan

Rate Increases

10/23/2014
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Rate Stabilization Reserve Policy

Increase net assets or utilize net assets to
stabilize user rates from year to year.

Maintain a minimum unrestricted net asset
balance between 20% - 30% of the fiscal
year’s cash requirements.

Enterprise Funds
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System Funding:
Enterprise Funds

Enterprise Funds Account for Operations
That are Financed and Operated in a
Manner Similar to Private Business

Must have Fees and or Charges Sufficient
Enough to Cover the Cost of Providing
Goods and Services, Including Capital
costs (i.e. Depreciation and Debt Service)

Note: Property Taxes do not Subsidize the
Water and Sewer Funds

Water and Sewer Posilions- Full Time
e Deputy City Manager
POS]U on S um mary Deputy PW Ditector

Engineer
% Engineer Project Manager
SChedLlle Envir. Planner/Sustainability Coor
Envir. Compliance Coordinator
Engineering Technician
Add Envir. Compliance Coordinator Hesaith Inspector
GIS Coordinator
CAD Technician
General Foreman
Chief Plant Operator
Asst Chief Plant Operator
Water Foreman
Sewer Foreman
Ty S . . . ol Chemist
Eliminate Engineering lTechnician Plant Operator 2
nt erator 1
Elimination of 1 CAD Tech Efu.;f,‘;,l Operator il
Equipment Operator |
Utility Mechanic
Meter Reader
Truck Driver 1
Laborer
Net Change 1.2 Positions Waler/Sewer Billing Meter Foreman
E Billing Clerk
PIWWTP Project Clerk
Account Clerk
Secretary
Total

(=]

(=]

Add Water/Sewer Meter Foreman
Add Billing Clerk

Add 0.2 FTE Project Clerk
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10/23/2014

Proposed FY 14
Water Fund Budget

Proposed FY 14 Water Budget

Operations and Maintenance 4.523.674 4.523.674
Property Taxes 118.000 118,000
Equipment & Minor Capital needs 126,000 126.000
Depreciation 1,582,924 -
Interest on Debt 793.427 793.427
Accrued Interest 93,723
Principal Debt

OPEB Liability

Capital Projects, Vehicle Replacement

Total $7.177.345




10/23/2014

Cash Requirements: FY 14 Water Fund
$9,550,153

Personnel

; Costs,
$2,452,479 _ . $2.026,447

Debt Service,

2080 21.22%

! Other
... Operating,
$2,741,227
28.70%

Capital
Outlay,
$2,330,000
24.40%

Total Water Budget Cash

Other Operating Facility Property Taxes

L., 1 Requirements

Capital Projects
Shudge/Grit Removal k; : -' 49%
2% !

Administrative Overhead

Stock Matenals
1%

Prot Senices

2%

Equipment

1%
Repairs & Maintenance /

2% / ¢ \ ‘
/ \ Rolling Steck
/ 2%

Utilities Personnel Costs
6% Chemicals 22%
4%
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FY 14 Water Fund Budget

% of Total
Proposed Budget Budget

Personnel Costs $2.026.447 21.2%
Chemicals $422.015 4.4%
Utilities $490.051 51%
Repairs & Maintenance $236,805 2.5%
Prof Services $217,712 2.3%
Stock Matenals $122,400 1.3%
Administrative Overhead $510,534 5.3%
Sludge/Grit Removal $200,000 21%
Other Operating $297,710 31%
Facility Property Taxes $118,000 1.2%
Capital Projects $4,592,479 48.1%
Equipment $126,000 1.3%
Rolling Stock $190,000 2.0%
Total Budget $9,550,153 100.0%

Key Operational Budget Changes

Sludge and Grit Removal $100,000
Chemicals $103,415
Health Insurance $44.612
Retirement $23.018
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Water Capital Outlay

Project Name Y Amount

Annual Water Line Reptacem_ént $1,800,000
Osprey Landing Water Tank Demolition $100,000
Well Stations Improvement $100,000
New Castle Water Lines Improvement $40,000
Stage Two Disinfection By-Product Rule $50,000

Water System Pressure and Storage $50,000
Improvements

Total j $2.140,000

Water Fund
Model for Rate Stabilization Approach

$10,000,000 Revenpes with 100%
Praposed Increases
$9,000,000 90%
$8,000,000 80%
$7,000,000 70%
$6,000,000 60%0
$5,000,000 50%
Ratio of Unrestricted Net Assets to

$4,000,000 Budget 40%
$3,000,000 , 26%

$2,000,000

$1,000,000 10%

$0 0%

FY 14 FY 15 FY 16 FY 17 FY 18
Personnel Costs Other Operating Capital Outlay Debt Service
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Revenues

$8,049,803 User Fees/Minimum Charges
$548.,500 Miscellaneous Fees/Income
$909,850 Use of Unrestricted Net Assets
$42,000 Special Agreement Reimbursement

Unrestnicted Nat
Assest

FY 14 Proposed Water Rate

No Rate Change from FY 13

FY 14 Proposed
(per unit)
First Tier Rate (10 units or less per month)
Capital Related Rate, per unit billed $3.11
First 10 units billed per month $1.04

Total First Tier Rate $4.15

Second Tier Rate (over 10 units per month)
Capital Related Rate, per unit billed $3.11
Over 10 units billed per month $1.89
Total Second Tier Rate $5.00

lrrigation Meter Rate (all units billed)
Capital Related Rate, per unit billed
Over 10 units billed per month
Total Irrigation Meter Rate

| unit = 748 gallons of water

11



Proposed FY 14
Sewer Fund Budget

Proposed FY 14 Sewer Budget

Property Taxes

Equipment & Minor Capital needs
Depreciation

Interest on Debt

Accrued Interest

Principal Debt

OPEB Liability

Capital Projects, Vehicle Replacement

Total

77, 6,277,029
291.000 291.000
216,300 216.300

1,542,718 -
1.609,074 1.609.074
- (WAREY

- 2.915,799

21,791 -

- 936,000
$9.957.912 $12,238.068

10/23/2014

12
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Cash Requirements: FY 14 Sewer
Fund - $12,238,068

Personnel Costs,
$2,350,694,
19.20%
Debt Service,
$4,5617,739,
36.92%

Other Operating,
/ $4,433,635,
Capital Outlay, / 36.23%
$936,000, 7.65%

Total Sewer Budget Cash Requirements

Other Oparating
Expenses

Permit Expenses/Legal =
5

Sludge/Grit Removal Fees
i 2%

Administrative Overhead
4% b
Stock Materials

Capital Projects
0% ‘

45%

Prof Sarvices: Coniract
Lab Testing

2%

Repairs & Maintenance
4%
Utilities { : 4 h r Equipment
% i - P 2%
Rolling Stock

Chemicals f Personnet Costs 0%
% 20

13



FY 14 Sewer Fund Budget

Personnel Costs

Chemicals

Utilities

Repairs & Maintenance

Prof Services: Contract, Lab Testing
Stock Materials
Administrative Overhead
Siudge/Grit Removal

Permit Expenses/Legal Fees
Other Operating Expenses
Capital Projects

Equipment

Rolling Stock

TOTAL

Proposed Budget

$2.350,694
$906,891
$831,108
$462 645
$292,209
$53.860
$510,534
$327.500
$291,000
$541,598
85,397,739
$216,300
$56.000
$12,238,068

% of Total Budget

19.2%
7.4%
6.8%
3.8%
2.4%
0.4%
4.2%
2.7%
2.4%
4.4%

44.1%
1.8%
0.5%

100.0%

Key Operational Budget Changes

Reallocation of Personnel Cost from Water $180.414

Utilities
Chemicals
Health Insurance
Retirement

$120,908
$75,891
$33,761
$50,311

10/23/2014
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Sewer Capital Outlay

Project Name Amount

Fleet Street Utilities Upgrade $80,000
Annual Sewer Line Replacement $750,000
Lafayette Rd Pumping Station Upgrade $50,000
Total

Pease Wastewater Treatment Plant Upgrades $3,500,000
Total $6,000,000

Sewer Fund
Model for Rate Stabilization Approach

$20,000,000
$18,000,000
$16,000,000
22000000 619/, Ratio of Unrestricted Net Assets (o
$12,000,000 Budget
$10,000,000

$8,000,000

$6,000,000

$4,000,000

$2,000,000

$-
FY 14 FY 15 FY 16 FY 17

Personnel Costs Other Operating Capital Outlay Debt Service
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Sewer Revenues
$11.265.688 User Fees

$411,777  State Aid Grant-Principal & Interest

$207.500 Miscellaneous Fees/Income
$152.627  Pease Payback toward Debt

$200.476  Special Agreement Reimbursement

$1.834.826 Rate Stabilization Reserve
State Aid Grant
3.0%

Pease Payback
towards Debt
1.1%

Special
Agreements
1.4%

User Fees P
80.0% < Misc Fees
15%

Rate Stabilization
Reserve
13.0%

Proposed Sewer Rate

12 % Increase in Rate

FY13 Rates ~ FY14 Rates
{per unit)  (per unit)
First Tier Rate (10 units or less per month)
Capital Related Rate, per unit billed $4.00 $5.66
First 10 units bitled per menth $5.54 £5.02
Total First Tier Rate $9.54 $10.68

Second Tier Rate (over 10 units per month)
Capital Related Rate, per unit billed $4.00 $3.06
Over 10 units billed per month $6.49 $6.09
Total Second Tier Rate $10.49 $11.75

I unit = 748 gallons of water

Change

$1.66
-$0.52
$1.14

$1.66
-$0.40
$1.26

10/23/2014
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Average Monthly Residential Impact

66% of Average Single Residential 5 or less units/month
Residential Customer (Monthly)

Based on 123 gallons per day usage

Monthly Consumption i units
{1 unit= 100 ¢f = 748 gallons)

Current  Proposed
Rates Rates  Change

Capital Related Rate, per unit §4.00 $3.66 §1.66
First Tier, Sewer Services Rate §5.54 $3.02 {(80.52)
$9.54 §10.68 SL14

Monthly Sewer Usage Billing $41.7 $53.40 $5.70

Discussion

17
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City Council Public Input Session

Water / Sewer Rate Study
March 19, 2014

Introduction of the Study
Overview of Water and Sewer Systems

FY14 Rate Study Work Accomplished and

Presentations

Water Use Demographics
Enterprise Fund Accounting
Rate and Fee Policy Factors

Next Steps
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Portsmouth Regional Water System

T

Madbury,
Durham

Klitery

New Castle -
& New Castle Water District

Rye -
& Rye Water District

]

Water System  am—— .
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