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1.0 INTRODUCTION

1.1 Background

The Town of Watertown’'s Water and Sewer Authoritpypdes water service to approximately
10,000 water customers and sewer service to appet&ly 11,000 sewer customers. The Authority
was formed in 1973 and consists of a seven-membardbappointed by the Town Council and
serves as a subordinate body of the Town Counoih B/ater and sewer services operate with their
own Operating Fund, Capital Fund and Extension Fhodever, there is a combined debt service
fund.

The Operating Fund for each water and sewer sekeieps track of expenses and revenues involved
in the operation of the respective systems. Thersion Fund is for costs associated with extending
the water and sewer system to serve new custormefsthee Capital Fund tracks capital costs
associated with the betterment of the water anceseystems for existing customers. Keeping the
costs for each fund separate is a very importaak giothe Water and Sewer Authority.

The current water system is a result of the Oakwllater Company expanding in the 1920s and
merging with Oakville Fire District in 1943. All vwexr supplied to Watertown Water and Sewer

Authority customers is purchased from the City oaté&/bury. Waterbury charges the Water and

Sewer Authority for annual capital costs and opegaand maintenance costs calculated as defined
in the Water Agreement of 1988. The agreement egpiext year and will be renegotiated. Daily

water consumption is approximately 1.05 millionlgas per day.

The sewer collection system was established overe@fs ago, but greatly expanded in the 1950s.
Today, the sewer infrastructure stretches over €@smWatertown’s sewer system discharges to the
City of Waterbury’s sewage collection system artindtely the City’'s Wastewater Treatment Plant
(WWTP).

The Water and Sewer Authority has not completedndependent cost-of-service and rate study
since 1988. In 2000 the rates were updated to amomlate upgrades and expansion to their
infrastructure.

The new cost of service and rate study will devaedofinancial plan that adequately prepares the
Authority for the repair, rehabilitation, and repdanent of the current water and sewer systems over
the next 10 years. This plan will equitably annllyadistribute costs among the different customer
classes to ensure that the costs involved in prayiservice are reflected in their respective bills

1.2 Goals and Objectives

A financial model was created to achieve severalggand objectives set forth in the contract
between the Water and Sewer Authority (WSA) andNhmicipal and Financial Services Group
(MFSG) including:

MFSG, LLC 1 Town of Watertown
Water and Sewer Authority
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Identify and document policy issues affecting teablishment of rates, fees and charges for
water and sewer service.

Determine the true cost of providing water and sesegvice by developing comprehensive
revenue requirements for the water and sewer sgstem

Perform a cost of service analysis to determine@pjate cost allocations and develop a
financial plan for the Water and Sewer Authorityetasure that water and sewer rates, fees
and charges provide adequate revenues over thecpouj period.

Design a water and sewer rate structure that apptely allocates costs among the City’s
customers based on the City’s goals and objectivegeral specific rate design goals for the
new rate methodology were listed in the RFP:

Fair to all customer classes

Solidly defensible in the face of legal challenffesn any customer class
Able to implement using the data and resourced)thiéy has available
Capable of providing the revenue the Utility netmsarry out its mission
A reflection of as much consensus as possible

Adaptable to the rate-setting needs of the nexdrs€¥) to ten (10) years.

1.3 Assumptions and Drivers of the Study

The following assumptions and drivers were usedttimle the cost of service study analysis and
were developed with the assistance of the WSA:staff

The water and sewer systems must each be self«ingpo It is assumed that the cost of
operating and maintaining the water system musiipported by the water fees and charges
collected from water customers. The same mustueedf the sewer operations.

One of the Water and Sewer Authority’s principajeahives is to keep rates and fees low
over time. It is possible to keep rates low fqresiod of time by not investing sufficiently in
the maintenance of the water and sewer systemsMeutually the systems will deteriorate
and require substantial investments leading tonmed for significant and immediate rate
increases. The assumption that the Water and Sé&uteority will continually reinvest in
the system is built into the analysis and allowstimely and predicable rate increases.

The Water and Sewer Authority should develop reseto provide for contingencies and
unplanned expenses.

The expenses related to operating and maintaimagmater and sewer utilities should be
equitably distributed among the users of the raspesystems.

In addition to the above drivers for the studysinecessary to make several assumptions regarding
future economic conditions and growth within theté/aand Sewer Authority’s service area. These

MFSG, LLC 2 Town of Watertown
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assumptions will project future revenue requirersemtd offset revenues from water and sewer
rates. Assumptions (which can be changed as ndedl®dyear to year) are shown on Table 1.1
below:

Table 1.1 Economic Assumptions

FY11 | FY 12 | FY 13 | FY 14 | FY 15
Inflation Rate — Water & Sewer O&M Expenses  3.00%.00% | 3.00%| 3.00% 3.00%
Customer Growth Rate — Water & Sewer 0.00% 1.00%00%.| 1.00%| 1.00%
Consumption Growth Rate — Water & Sewer 0.00% 1.00%00% | 1.00%| 1.00%
Interest Rate on Borrowings 5.00% 5.00% 5.00% 5.00%00%
Debt Maturity 20 20 20 20 20
Interest Earned on Investments 3.00% 3.00% 3.0090098. 3.00%
Administration Costs on Financing 5.000 5.00% 5.00%.00% | 5.00%

Using an inflation rate for Water and Sewer O&M empes of 3% per year for the planning period
is assumed based on several historical cost indi¢siag a linear trend function to extrapolate four
main cost indices (Municipal Cost Index, Producercd® Index, Consumer Price Index, and
Construction Cost Index) for the future, we areeabldetermine that a 3% increase per year for cost
inflation is a solid assumption and good planningber.

These assumptions were used after discussionghatiVSA staff, utilizing our experience and the
staff's knowledge of its customer base and hisabigosts.

1.4 Project Overview

The study was conducted using the budget for Figealr 2010 (the Water and Sewer Authority
functions on a fiscal year of July 1 to June 3Q) department requests for Fiscal Year 2011 as the
base years upon which forecasted figures were deedl The cost of service analysis calculates
water and sewer rates necessary to keep the systraupporting for the entire planning period
(FY 2011 - 2015) and the financial model contintinesanalysis through FY 2020.

MFSG, LLC 3 Town of Watertown
Water and Sewer Authority
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2.0 REVENUE REQUIREMENTS

This section of the report outlines current andifetcost of operating and maintaining the Water and
Sewer Authority’s water and sewer systems, whiafstitute the
water and sewer system revenue requirements. Qunoagh
includes a detailed review of each of the costsirmed by the
Water and Sewer Authority (both identified and wmtified) to

Contributions to Reserves

ensure a true cost of service is developed. Thente Planned Capital Improvement Projects
requirements can be broken down into four maingmates of
costs including; operating and maintenance costpital Outstanding Debt

improvements, existing debt service and contrilvutimreserves. QG GEIEEITRLT S 20 L)
The following section of the report describes eadhthe g -
categories and the expenses incurred by the WatkrSawer

Authority as it provides water and sewer servidée costs are O"’"ﬁa’;ﬁ;'t': ,ﬂ;‘“;;:::;:i;” e

all based on official documents and data providgdhe Water
and Sewer Authority. The costs are forecasted exxribed
above in the assumptions.

2.1 Operating and Maintenance Costs

The department request FY 2011 budget was useldedsatsis for estimating future operating and
maintenance expenses. For the years after 20blghr2020, water and sewer operating and
maintenance (O&M) expenses were inflated by 3.0%ypar.

O&M Expenses - Water

The day-to-day operating and maintenance expewnsdbd water system are broken down into six
major categories, which include Personnel Servidgmployee Benefits, Purchased Services,
Supplies and Materials, Equipment and Improvemeatsy Fund Transfers. The expenses
accounted for the in the Fund Transfer categoryshmelow include administrative reimbursements
to the Town for support services as well as misoelbus refunds, etc.

The forecast for operating and maintenance expess&sciated with water system operations are
shown below in Table 2.1. The expense categoiyqoiipment and Improvements is not shown in
the table below because in the FY 10 and FY 11 étsdthere were no known expenses in that
category. Therefore, after discussions with W$#fsno expenses have been projected in that
category for the future.

Table 2.1 Water O&M Expenses

FY 11 FY 12 FY 13 FY 14 FY 15
Personnel Services $305,8P6 $315,001 $324,451 $334,184 $344,210
Employee Benefits $115,266 $118,724) $122,286| $125,954] $129,733
Purchased Services $674,888 $695,135 $715,989 $737,468 $759,592
Supplies & Materials $32,307  $33,276 $34,274 $35,303 $36,362
Fund Transfers $39,921  $41,119 $42,352 $43,623 $44,931
Expense Category Total $1,168,208 $1,203,254{ $1,239,352 $1,276,532 $1,314,828
MFSG, LLC 4 Town of Watertown
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Total budgeted water O&M Expenses, according thgadment request, will total approximately
$1.17 million in FY 2011. The largest single ofigrg expenses can be found within the Purchased
Services category and is the purchased water egpelmarged to the WSA from the City of
Waterbury. This line item alone amounts to $0.4Bioni, which accounts for approximately 40% of
the entire budget in FY 2011. Other major expenselside salaries, electricity, maintenance of
mains and engineering consultation. Projected W&&M Expenses are shown in detail on
schedule 2 of Appendix 1 to this report.

O&M Expenses - Sewer

The Water and Sewer Authority currently budgets macdks sewer operating expenses in six major
categories: Personnel Services, Employee Bendfitschased Services, Supplies and Materials,
Equipment and Improvements, and Fund Transferse eiXpenses accounted for the in the Fund
Transfer category shown below include administeatieimbursements to the Town for support
services as well as miscellaneous refunds, etc.

The budgeted sewer O&M Expenses totals approxi;m&®e80 million in FY 2011. The cost for
sewage disposal to the City of Waterbury and ts®@ated debt service for the City’s Wastewater
Treatment plant (identified as WPCF STIF Paymerg)the largest expenses in the WSA’s sewer
O&M budget. Combined they total approximatelyZtillion in FY 11, and account for 65% of
the entire sewer budget.

Below table 2.2 shows projected total sewer O&M é&nhges through fiscal year 2015 (projections
are based on a 3% annual inflation rate). The esgpeategory of Equipment and Improvements is
not shown in the table below because in the FY d@ BY 11 budgets there were no known

expenses in that category. Therefore, after dmons with WSA staff, no expenses have been
projected in that category for the future.

Table 2.2 Sewer O&M Expenses

FY 11 FY 12 FY 13 FY 14 FY 15
Personnel Services $305,926| $315,104 $324,557| $334,294 $344,322
Employee Benefits $115,266) $118,724) $122,286| $125,954/ $129,733
Purchased Services $1,339,728 $1,379,920 $1,421,317 $1,463,957 $1,507,876
Supplies & Materials $16,950 $17,459 $17,982 $18,522 $19,077
Equipment & Improvements $0 $0 $0 $0 $0
Fund Transfers $39,921 $41,119 $42,352 $43,623 $44,931
Expense Category Total $1,817,791 $1,872,325 $1,928,494 $1,986,349 $2,045,940

2.2 Capital Costs

The annualized capital costs related to providirsgewand sewer service are generally derived by
analyzing the capital costs of projects detailedthe Water and Sewer Authority’s capital
improvement plan (CIP). The CIP is funded via tb&uance of debt (typically bonds or similar
financial instruments) and via cash reserves on casived from operations. The capital costs are
also differentiated between growth of the systemxtéision Fund) and repair and rehabilitation of

MFSG, LLC 5 Town of Watertown
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the system (Capital Fund). The Extension Fund oowgr projects contribute to capital
improvements associated with system expansion.-gdowth projects or Capital Fund projects are
associated with capital improvements associatett e betterment of the system for existing
customers. Segregating capital projects betweawty and non-growth is necessary to ensure the
capital costs are recovered through the appropgiatep of customers (e.g., new customers pay for
growth through the extension fund). The followisgction of the report presents the capital costs
for the Water and Sewer Authority.

a. Existing Debt

The Water and Sewer Authority currently has apprately $1.8 million in principal outstanding
debt. The existing debt consists of two sewer bahdt were issued to pay for capital projects in
Wattles Brook. The debt payments are paid forughothe Capital Fund. A detailed view of total
existing debt can be found on schedule 4 of Appehdo this report.

b. Capital Improvement Plan

The Water and Sewer Authority’s capital improvemplan for the water system consists of 40
projects, totaling approximately $8 million fromsgal Year 2010 through 20280Vater projects that
involve water tanks will be funded by a differenhfling source. The following tables present the
planned capital projects for the water system ldggmy of projects and by fund for Fiscal Years
2010 thru 2015.

Table 2.3 Water System Capital Improvement PlanSdggory

FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
Machinery & Equipment $1,061,627 $116,178 $0 $0 $0 $0
Infrastructure $769,240 $257,000| $313,675| $211,005] $251,350| $1,434,100
Buildings & Improvements $8,908 $0 $0 $0 $0 $0
Vehicles $0 $0 $0 $0 $0 $0
Total $1,839,775 $373,178| $313,675| $211,005| $251,350| $1,434,100

Table 2.4 Water System Capital Improvement Plansund

FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
Capital Fund $1,490,368 $237,878| $126,500] $129,605 $51,700 $0
Extension Fund $349,407| $135,300| $187,175 $81,400| $199,650| $1,434,100
Total $1,839,775 $373,178) $313,675 $211,005] $251,350] $1,434,100

The capital improvement plan presented in Tabler&flécts significant spending at the beginning
and end of the planning period shown above. ledFi¥ear 2010, 17 projects were planned and
budgeted for, resulting in high capital costs foattyear. In Fiscal Year 2015, capital costs jump
again due to a high one-time payment for a watstesy expansion. The Capital Fund intends to
pay for the capital investments via the use of cash

MFSG, LLC 6 Town of Watertown
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The Extension Fund will initially use of bond fimang to pay for the system expansion capital
investments. The debt service associated withetipegjects will eventually be paid by the new
users of the water system over time through theofise special assessment charged to the newly
developing areas benefiting from the investment.

A detailed view of the water system capital impmoeat program can be found on schedule 5 of
Appendix 1 to this report.

The following tables present the planned capitaejgats for the sewer system by category of project

and by fund through Fiscal Year 2015.

Table 2.5 Sewer System Capital Improvement PlarSdiggory

FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
Machinery & Equipment $106,218| $92,500| $122,500 $70,000{ $30,000{ $30,000
Infrastructure $403,021] $60,000| $255,000 $320,000f $250,000 $100,000
Buildings & Improvements| $43,908 $0 $0 $0 $0 $0
Vehicles $0| $16,000] $20,000] $20,000 $0 $0
Total $553,147| $168,500] $397,500, $410,000 $280,000 $130,000

Table 2.6 Sewer System Capital Improvement Plarfsuoyl

FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
Capital Fund $355,890| $168,500] $397,500| $410,000| $280,000[ $130,000
Extension Fund $197,258 $0 $0 $0 $0 $0
Total $553,147| $168,500 $397,500| $410,000| $280,000[ $130,000

Overall capital spending for the sewer systemiityfaonsistent over the planning period, averaging

approximately 325,000 per year. Most of the itwvents will be funded via the Capital Fund and

will include projects to upgrade the SCADA systeand repair and replace sewer manholes and
mains.

All sewer projects, both capital and extension] @ funded by cash. A detailed view of the water
system capital improvement program can be founsicbiedule 5 of Appendix 1 to this report.

2.3 Repair, Replacement and Rehabilitation Reserve

Many municipal utilities establish Repair, Replaest and Rehabilitation (“3R”) reserves to
provide funds to pay for unexpected major repaird planned replacement or rehabilitation of
system assets, as mentioned in the previous seciibese reserves can be used to pay for capital
costs in order to avoid or minimize the amount thatild otherwise be recovered through user fees
(and possibly result in a significant rate incrgas@&@he “3R” contribution is offset by the actual
amount of investment planned by the Water and Se\hority via the Capital Improvement
Program. The following graphs present the Wated &ewer Authority’s planned spending
compared the required system investment basedefnl e of the assets for the water and sewer
systems.

MFSG, LLC 7 Town of Watertown
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Exhibit 2.1 — Water System “3R” Reserve
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The exhibit above shows a significant spike in regfureinvestment in year FY 2017 (blue). This
spike represents the costs associated with thér i@pa replacement of water system assets that will
reach the end of their theoretical useful life f@tttime. Although, this does not mean that the
system will fail immediately, this does mean tha WSA has a large financial liability in its fuéur

- water system assets that could possible faihpatiane. Best practice financial planning andeass
management would recommend that the WSA begin pignboth financially and operationally, for
the repair and replacement of the assets that ribaeohuseful life in FY 2017. In order to begin
this preparation, MFSG recommends that the anriRRf teserve contribution look out at least 10
years and calculate based upon a rolling averagigeodstimate replacement required over that next
10 year period. In order to slowly implement suchieserve, we are recommending that this
contribution be phased-in over time, beginning wéaticontribution of $55,000 in FY 2011. The
green line in the exhibit above represents the ant3iR” contribution over the planning period.
Detailed views of the water “3R” Reserve contribaticalculations are found on schedule 9B of
Appendix 1 to this report.

The next part of this section of the report wilkcliss the Sewer System “3R” Reserve required
investment and annual contribution.

MFSG, LLC 8 Town of Watertown
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Exhibit 2.2 — Sewer System “3R” Reserve
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The exhibit above shows steady required reinvedirtteooughout the 10 year planning period
shown above (in blue).  Similar to the water systmethodology described above, MFSG
recommends that the annual “3R” reserve contrilnutok out at least 10 years and calculate based
upon a rolling average of the estimate replacemsmiired over that next 10 year period. Based
upon this calculation, MFSG recommends WSA begin“8R” Fund with a contribution of $20,000

in FY 2011. The green line in the exhibit aboepresents the annual “3R” contribution over the
planning period.

Detailed views of the sewer “3R” Reserve contribntcalculations are found on schedule 9B of
Appendix 1 to this report.

2.4 Revenue Requirements

The revenue requirements (that is, the total caglded for the water and sewer systems) encompass
each of the categories of expenses discussedsiseistion of the report. The revenue requirements
can be classified into two major categories:

1. Operating Costs
Operating and Maintenance Expenses (day to daybmpes)

2. Capital Costs:
Existing Debt Service (annual principal and ins¢gayments)

“3R” Reserve Contributions
Transfers to Water Capital and Water ExtensiordBun

MFSG, LLC 9 Town of Watertown
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The table on the following page shows the revemaggiirements, miscellaneous revenues and the
net revenue requirements for the water system.

Table 2.7 Water Fund Revenue Requirements

FY 10 FY 11 FY 12 FY 13 FY 14
Operating Expenses $1,185,365 $1,168,208] $1,203,254 $1,239,352] $1,276,532
3R Reserve Contribution $- $55,535 $103,360 $144,680 $185,190
Transfer to Water Capital Fund $162,145 $108,578 $126,500 $129,605 $51,700
Transfer to Water Extension Fund* $40,993 $80,000 $42,000 $44,100 $46,305
Total Revenue Requirement $1,388,503 $1,412,321 $1,475,114 $1,557,736 $1,559,727|
Miscellaneous Other Revenues $358,565 $358,565 $361,180 $363,821 $366,489
Use of Funds Balance $121,218
Net Revenue Requirements $908,720| $1,053,756 $1,113,934 $1,193,915 $1,193,238
Revenues Under Current Rates $901,Y60 $901,760 $910,778 $919,885 $929,084
Surplus / (Shortfall) $(6,960) $(151,996) $(2AB) $(274,030 $(264,154)
% Increase 0.77% 16.08% 5.45% 7.48% 0.00%
Recommended Financial Plan - 5.00% 5.00% 5.00% 5.90

* Limited to 4% of annual revenues

As noted in the table above, Transfers to the Waig¢ension Fund from the Operating Fund are

limited to 4% of annual collected revenues.

Th 4 used to fund pre-construction costs

associated with the planning and design of newnsxb@ projects. This limit was designed so that
existing water customers do not subsidize the @osktending service to serve new customers.

Table 2.7 demonstrates that the current water witegot generate sufficient revenue to cover the

revenue requirements in Fiscal Year 2011 or infollewing years of the planning period.

In

FY

2010, the WSA used $121,218 of available cash veseto balance operating and capital

expenditures.

This is a practice that cannot bstamed over the long term.

We

are

recommending that the use of available cash resdreephased-out over time. This will allow
WSA to continue using small portions of the avdegatash reserves over the next five years, while
increases the water user fees at a reasonableeatty sate over time. Over the planning period, th
available cash reserves will be at an appropriatelland water rates and charges will be set at an
adequate level to recover all operating and capiats associated with the efficient operating and
maintenance of the water system.

10 Town of Watertown

Water and Sewer Authority
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Exhibit 2.3 below shows the available cash reseiwesach of the water funds over the next five
years, assuming the financial plan recommendedeatsoiollowed and water user fees are increased
at a level that will increase collected revenue$¥%yeach year over the five year period.

Exhibit 2.3 — Water Fund Available Cash Reserves
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® Operating Fund

At a minimum, the available cash reserves in ther@mg Fund should be kept at a level equal to
90 days of operating and maintenance expensespxapmately $324,000 in FY 2015. A best
practice policy would be to maintain available resecash equal to 6 months operating maintenance
expenses, approximately $650,000 in FY 2015. Hwswe in the Exhibit above, the recommended
financial plan will allow the WSA to use small anmdsi of its Operating Fund cash reserves over the
planning period, to phase in the necessary rateases, as well as keep the WSA Operating Fund
in good financial health throughout the periodheexhibit above also shows that over the planning
period, the “3R” Reserve Fund will grow to approately $500,000. The “3R” Reserve Fund is
intended to help the WSA prepare for unexpectetesysailures and allow for the immediate repair
and replacement of assets when necessary. Basedawr analysis of the WSA water system

assets, as discussed in section 2.4 of this reffmtwater system is facing significant possible
capital required investments in FY 2017.

Table 2.8 on the following page shows the revemaglirements, miscellaneous revenues and the
net revenue requirements for the sewer system.

Table 2.8 Sewer Fund Revenue Requirements
FY 10 FY 11

FY 12 FY 13 FY 14

Operating Expenses

$1,798,1

13 $1,817,791

$1,872,325

$1,928,494

$1,986,349

MFSG, LLC
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FY 10 FY 11 FY 12 FY 13 FY 14
3R Reserve Contribution $0 $19,631 $19,631 $19,631 $39,507
Transfer to Water Capital Fund $166,436 $234,204 $466,550 $479,050 $349,050
Transfer to Water Extension Fund* $67,142 $0 $68,000 $69,700 $71,443
Total Revenue Requirement $2,031,691 $2,071,626| $2,426,506] $2,496,876| $2,446,349
Miscellaneous Other Revenues $245,870 $245,870 $248,329 $250,812 $253,320
Use of Fund Balance $68,464
Net Revenue Requirement $1,717,357 $1,825,756 $2,178,177 $2,246,064 $2,193,029
Revenues Under Current Rates $1,691,655%1,691,655 $1,708,572| $1,725,657 $1,742,914
Surplus / (Shortfall) $(25,702) $(134,101) $(4B88) $(520,407 $(450,115%)
% Increase 1.52% 6.41% 19.56% 2.67% 0%
Recommended Financial Plan - 4% 4% 4% 4%

* Limited to 4% of annual revenues

As noted in the table above, Transfers to the Sé&xéension Fund from the Operating Fund are

limited to 4% of annual collected revenues.

Th# 4 used to fund pre-construction costs

associated with the planning and design of newnsxb@ projects. This limit was designed so that
existing water customers do not subsidize the @osktending service to serve new customers.

Table 2.8 demonstrates that the current sewer vatesot generate sufficient revenue to cover the

revenue requirements in Fiscal Year 2011 or infollewing years of the planning period.

In FY

2010, the WSA used $68,464 of available cash reseto balance operating and capital

expenditures.

Similar to the Water Fund discusdexle, this is a practice that cannot be sustained

over the long term. We are recommending thatuthe of available cash reserves be phased-out
over time. This will allow WSA to continue usisgall portions of the available cash reserves over
the next five years, while increases the water fses at a reasonable and steady rate over time.
Over the planning period, the available cash reesewill be at an appropriate level and water rates
and charges will be set at an adequate level vezall operating and capital costs associateld wit
the efficient operating and maintenance of the naystem.

Exhibit 2.3 below shows the available cash resememach of the sewer funds over the next five
years, assuming the financial plan recommendedeatsoiollowed and water user fees are increased
at a level that will increase collected revenueg¥yeach year over the five year period.

MFSG, LLC 12 Town of Watertown
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Exhibit 2.4 — Sewer Fund Available Cash Reserves
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At a minimum, the available cash reserves in ther@mg Fund should be kept at a level equal to
90 days of operating and maintenance expensespxapmately $324,000 in FY 2015. A best
practice policy would be to maintain available resecash equal to 6 months operating maintenance
expenses, approximately $650,000 in FY 2015. Hwswe in the Exhibit above, the recommended
financial plan will allow the WSA to use small anmdsi of its Operating Fund cash reserves over the
planning period, to phase in the necessary rateases, as well as keep the WSA Operating Fund
in good financial health throughout the periodheexhibit above also shows that over the planning
period, the “3R” Reserve Fund will grow to approately $500,000. The “3R” Reserve Fund is
intended to help the WSA prepare for unexpectetesysailures and allow for the immediate repair
and replacement of assets when necessary. Basedawr analysis of the WSA water system

assets, as discussed in section 2.4 of this reff@twater system is facing significant possible
capital required investments in FY 2017.

Detailed views of the water and sewer fund reveraggliirements are shown on Schedule 11 of

Appendix 1 to the report. Detailed views of thetavaand sewer available cash reserves are shown
on Schedule 20 of Appendix 1 to the report.

MFSG, LLC 13 Town of Watertown
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3.0 FUTURE DEMANDS

3.1 Customer Accounts

In Calendar Year 2008, the Water and Sewer Authdrdid approximately 3,698 water customers
and 3,565 sewer customers. Customers consistedowf customer classes: Residential,
Commercial, Industrial, and Elderly. The followingbles organize the number of customers by
class.

Table 3.1 Water Customer Counts

Meter Size Equivalent* Residential | Commercial Industrial Elderly
1/2 1.0 119 61 - 39
5/8 1.0 2,205 611 16 534
3/4 1.1 - 22 4 -
1 2.5 - 31 9 -
1% 3.8 - 8 6 -
2 5.0 - 10 12 -
3 16.0 - 2 5 -
4 25.0 - 1 3 -
Total Accounts 2,324 746 55 573
Total EDUs 2,324 988 353 573
*American Water Works Association (AWWA) Meteaunifzgjents
Table 3.2 Sewer Customer Counts
Meter Size Residential Commercial Industrial Elderly
1/2 118 61 0 39
5/8 2,123 606 17 514
3/4 - 10 4 -
1 - 24 9 -
1% - 6 4 -
2 - 9 11 -
3 - 2 4 -
4 - 1 3 -
Total Accounts 2,241 719 52 553

Tables 3.1 & 3.2 demonstrate that the majority @A\ water and sewer customers are Residential
customers with a 5/8neter.

Water and sewer customers had a 0% growth rat¥ i20B9, 2010 and 2011, but grew to 1% in FY
2012 and stayed constant for the rest of the pt@nperiod. Exhibits 3.1 and 3.2 on the following
page show projected water and sewer customerkdagritire planning period.

MFSG, LLC 14 Town of Watertown
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Exhibit 3.1 — Projected Water Accounts
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Exhibit 3.2 — Projected Sewer Accounts
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4.2 Consumption Data

In Calendar Year 2008, the Water and Sewer Authdetivered approximately 320 million gallons
of water to its customers. Residential customeesived 51% of total water, Commercial customers
received 31% and Industrial and Elderly customeceived 12% and 6% respectively.

Sewer usage was similar to water consumption irarcsyto percentage contributed from each
customer class. For CY 08, total sewer usageettaD0 million gallons. Residential customers
made up 51% of total sewer usage, Commercial cust®mad 31% and Industrial and Elderly

MFSG, LLC 15 Town of Watertown
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customers had 9% and 8% of total sewer usage 1esggc Actual water consumption and sewer
usage for CY 2008 is shown in the following ExhiBi8.

Exhibit 3.3 — Actual CY 2008 Water Consumption 8ader Usage

Actual CY 2008 Water Consumption Actual CY 2008 Sewer Usage

Water consumption and sewer usage had a 0% prdjgotevth rate through FY 2011 and grew to
1% in FY 2012 which stayed constant for the restth@f planning period. Exhibit 3.4 shows
projected water consumption and sewer usage fagritiee planning period.

Exhibit 3.4 — Projected Water Consumption and Seévaage
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A detailed review of the consumption for Calend&al 2008 and future projections are shown on
Schedules 12A, 12B and 13 of Appendix 1 to thi®rep
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4.0 COST OF SERVICE

As discussed in the previous section of the reploet water and sewer system must be self-
supporting (revenues are expected to cover revegguérements). However, the current revenues
and projected revenues will not be adequate tom@tipipe water or sewer system, as demonstrated
in the Revenue Requirements Section. Both systeithexperience significant shortfalls as the
debt service requirements increase due to significapital improvement plans and transfers to
other funds increase throughout the planning peribol address these shortfalls we propose that the
Water and Sewer Authority consider increasing watelr sewer rates consistently over a multi-year
period. The recommended annual increases in regeame shown in the following tables.

Table 4.1 Water System Revenue Adjustments

FY 11 FY 12 FY 13 FY 14 FY 15

Water System Revenue Increase 5.0% 5.0% 5.0% 5.0% 5.0%
Table 4.2 Sewer System Revenue Adjustments

FY 11 FY 12 FY 13 FY 14 FY 15

Sewer System Revenue Increase 4.0% 4.0% 4.0% 4.0% 4.0%

The recommended revenue increases will allow théeWand Sewer Authority to fully fund the
revenue requirements for the water and sewer sgstefihe Water and Sewer Authority will be
required to continue revenue increases following2BY5 at approximately 5.0% per year for water
services and 4.0% per year for sewer serviceswilltbe important for the Water and Sewer
Authority to monitor actual annual revenue requieets to ensure that stated revenue increases
generate sufficient revenues.

4.1 Cost of Service Analysis

To conduct the cost of service analysis, FY 2018 wsed as the base year. The cost of service
analysis was conducted to determine the appropadtzation of the water system revenue
requirements to the water system customers andrsg@tm revenue requirements to the sewer
system. In particular, the cost service analydieates costs to the following categories:

Water:
Fixed Administrative Expenses (meter reading, fgllicustomer service)
Operating Costs (base, max day, max hour)
Capital Costs (base, max day, max hour, meter)
Sewer:
Fixed Administrative Expenses (billing, customenvgme)
Operating Costs (flow)
Capital Costs (flow)

The basic methodology used to conduct the watesangr cost of service analysis is the allocation
of the revenue requirements to the customer clagseg a two-step process. The first step involves
allocating the costs to functional areas of operetj and the second step involves the allocation of

MFSG, LLC 17
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these costs to each customer type based on prbjeeter consumption. The water and sewer cost
allocation approach is the recommended base eafraety method as outlined in the American
Water Works Association Manual M1.

a. Functionalized Costs

The water system operating expenses mentioned e TA1l were allocated into the following
functional categories: Storage and TransmissiotriDigion. Similarly, the sewer system operating
expenses mentioned in Table 2.2 were allocatedtidollowing functional categories: Equipment
& Machinery and Collection. Capital Expenses ideld in the respective user rate revenue
requirement were allocated to each of the listeattional categories by use of the rate base. The
rate base is a ratio calculated using the knowatasdues for each of the functional categories of
the existing water system and the sewer systenothier words, the rate base is representativeeof th
historical investment made in each asset category.

b. Allocation to Customer Classes

The allocation of functionalized revenue requiretadn each of the customer classes for the water
and sewer systems is based on typical operatintacteaistics provided by the American Water
Works Association (AWWA). The water system is desid primarily on demand factors such as
average daily consumption, maximum day consumpaon, maximum hour consumption in order
to provide a high level of service. Average daibnsumptions are based upon an average of the
actual annual consumption. The maximum day factene provided for the entire water system.
The sewer system is designed primarily on flowdesisuch as contributed volume from customer
classes.

Table 4.3 Water Cost Allocations Factors
Max Day (% of Average Day)

Max Hour (% of Average Day)

Residential 250% 400%
Commercial 200% 325%
Industrial 150% 200%
Elderly 250% 400%

Table 4.4 Sewer Cost Allocations Factors

Contributed Volume (1,000 gallons)

Total Flow (1,000 gallons)

Residential 163,795 212,933
Commercial 98,815 128,460
Industrial 37,442 48,675
Elderly 12,481 16,225

c. Cost of Service Results

The water and sewer cost of service analysis seshlbwn below are based upon the functionalized
revenue requirements.

Town of Watertown
Water and Sewer Authority
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Table 4.5 Water System Cost-of-Service Results%sod Revenue Requirements

Customer Class

Revenue Under
Existing Rates

Cost-of-Service
(Test Year FY 2010)

Revenue Adjustment

Fixed Cost 80% 40% (40%)
Residential 10% 34% 24%
Commercial 6% 18% 12%
Industrial 2% 5% 3%
Elderly 1% 3% 2%

Table 4.6 Sewer System Cost-of-Service Resultsa®aRevenue Requ

irements

Customer Class

Revenue Under
Existing Rates

Cost-of-Service
(Test Year FY 2010)

Revenue Adjustment

Fixed Cost 39% 48% 9%
Residential 18% 27% 9%
Commercial 11% 16% 5%
Industrial 3% 6% 3%
Elderly 3% 2% (1%)
MFSG, LLC 19 Town of Watertown
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5.0 RATE ALTERNATIVES

The current rate design methodology was evaluatetetermine if it reasonably reflects how costs
are currently incurred by the Water and Sewer Adty)aand to determine if the current rates
adequately cover the total estimated costs of dnogiwater and sewer service.

5.1 Current Rate Design

The current rate design is described in the follmyparagraph and the current rates are shown in
tables 5.1 and 5.2.

There are two key components of the current watdr ssewer rate structure including a quarterly
minimum charge (fixed charge) and a unit chargene fuarterly minimum charge is currently
calculated based on meter size, which allocatets ¢coscustomers based on the potential demand
that they can place on the water and sewer systdma.other component of the water and sewer rate
structure is the unit charge, which is billed basednetered water consumption and/or sewer usage.
Elderly customers pay a discounted fixed chargtheir quarterly consumption is below 12,000
gallons. If an elderly customer exceeds 12,00@bgslduring the quarter, they will no longer be
eligible for the discounted rate. The currentsatee detailed in tables 5.1 and 5.2.

Table 5.1 Current Water Rates

Quarterly Fixed Charge Current

Customer Charge $47.00
Customer Charge Elder{x=12,000 gallons per quarter) $21.00
Customer Charge Elderly (>12,000 gallons per guprt $47.00
Variable Charges Current

Quantity Rate per 1,000 gallons $0.55

Table 5.2 Current Sewer Rates

Quarterly Fixed Charge Current

Customer Charge $43.50
Customer Charge Elder{¥=12,000 gallons per quarter) $22.50
Customer Charge Elderly (>12,000 gallons per guprt $43.50
Unit Charges Current

Quantity Rate per 1,000 gallons $2.07

The detailed rate analysis is presented in Scheldule Appendix 1 to the report.

5.2 Rate Alternatives

As stated above in the Revenue Requirements seetaier and sewer rates will generate sufficient
revenue to cover the revenue requirements in Figears 2010. Following 2010, the projected

revenues will not cover the revenue requirements tive planning period. To address this issue,
MFSG developed five water rate alternatives and fewer rate alternatives during the study. The
cost of service components were used as a basisdosidering alternative rate structures.

Specifically, MFSG considered how to appropriatargles for each of the following components:

MFSG, LLC 20 Town of Watertown
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Customer Service Fixed Charge
Customer Service Fixed Charge for Elderly-

Each alternative is revenue neutral, which meah alternative will generate the same amount of

total revenue. Below Exhibit 5.1 displays amoointevenues to be collected from the fixed charge
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Variable Charge Per 1,000 Gallons
Water Conservation

for both water and sewer funds. Exhibit 5.1 alsspldiys who will be receiving a discount and for

how much.

Exhibit 5.1 — Water and Sewer Rate Alternative loipa

Water Sewer
Fixed Charge Discount Fixed Charge Discount
. 55.0% toElderly cust. 48.0% toElderly cust. using
0 0
Alternative A 80.9% using <=12,000 gallons 38.9% <=12,000 gallons
. 35.0% to ALL cust. using 35.0% to ALL cust. using
0 e 0
Alternative B 80.9% <=12,000 gallons 38.9% <=12,000 gallons
. 55.0% to Elderly cust. 48.0% to Elderly cust. using
0 0 =
Alternative C 50.0% using <=12,000 gallons 50.0% <=12,000 gallons
. 35.0% to ALL cust. using 35.0% to ALL cust. using
0 e 0
Alternative D 50.0% <=12,000 gallons 50.0% <=12,000 gallons
Alternative E 0.0% No Discount 0.0% No Discount

*Current Rate Structure

Each Alternative water and sewer rate structurehiswn in detail on the following Tables 5.3

through 5.7.

Alternative A (Current Rate) — Includes 55.0% disued water and sewer fixed charge for

elderly customers consuming less than or equal00D gallons per quarter. The fixed charge

recovers 80.9% of required revenues.

Table 5.3 Alternative A — Current Rate Structure

Quarterly Fixed Charge — Water Customers

FY 10 Current

FY 11 Proposed

Customer Charge $47.00 $49.35
Customer Charge Elder{x=12,000 gallons per quarter) $21.00 $22.05
Customer Charge Elderly (>12,000 gallons per quarte $47.00 $49.35
Variable Charges — Water Customers FY 10 Current FY 11 Proposed
Quantity Rate per 1,000 gallons $0.55 $0.58

Quarterly Fixed Charge — Sewer Customers

FY 10 Current

FY 11 Proposed

Customer Charge $43.50 $45.25
Customer Charge Elder{x=12,000 gallons per quarter) $22.50 $23.40
Customer Charge Elderly (>12,000 gallons per gqdarte $43.50 $45.25

Variable Charges — Sewer Customers

FY 10 Current

FY 11 Proposed

MFSG, LLC 21
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| Quantity Rate per 1,000 gallons | $2.07 | $2.15 |

Alternative B (Low User Discount) — Includes 35.@scounted water and sewer fixed charge
for all customers consuming less than or equal2t@0 gallons per quarter. The fixed charge
recovers 80.9% of required revenues.

Table 5.4 Alternative B — Low User Discount

Quarterly Fixed Charge — Water Customers FY 11 Proposed
Customer Charge (<=12,000 gallons per quarter) $33.55
Customer Charge (>12,000 gallons per quarter) $51.60
Variable Charges — Water Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $0.60
Quarterly Fixed Charge — Sewer Customers FY 11 Proposed
Customer Charge (<=12,000 gallons per quarter) $34.00
Customer Charge (>12,000 gallons per quarter) $52.30
Variable Charges — Sewer Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $2.25

Alternative C (Modified Elderly Discount) — Incluglé5.0% discounted water and sewer fixed
charge for elderly customers consuming less thaeqoal to 12,000 gallons per quarter. The
fixed charge recovers 50.0% of required revenues.

Table 5.5 Alternative C — Modified Elderly Discount

Quarterly Fixed Charge — Water Customers FY 11 Proposed
Customer Charge $30.50
Customer Charge Elder(y=12,000 gallons per quarter) $13.70
Customer Charge Elderly (>12,000 gallons per qujarte $30.50
Variable Charges — Water Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $1.50
Quarterly Fixed Charge — Sewer Customers FY 11 Proposed
Customer Charge $58.10
Customer Charge Elder(=12,000 gallons per quarter) $30.05
Customer Charge Elderly (>12,000 gallons per quarte $58.10
Variable Charges — Sewer Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $1.75
Alternative D (Modified Low User Discount) — — Incles 35.0% discounted water and sewer

fixed charge for all customers consuming less thraaqual to 12,000 gallons per quarter. The
fixed charge recovers 50.0% of required revenues.

MFSG, LLC 22 Town of Watertown
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Table 5.6 Alternative D — Modified Low User Discdun

Quarterly Fixed Charge — Water Customers FY 11 Proposed
Customer Charge (<=12,000 gallons per quarter) $20.70
Customer Charge (>12,000 gallons per quarter) $31.90
Variable Charges — Water Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $1.50
Quarterly Fixed Charge — Sewer Customers FY 11 Proposed
Customer Charge (<=12,000 gallons per quarter) $43.70
Customer Charge (>12,000 gallons per quarter) $67.20
Variable Charges — Sewer Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $1.85

Alternative E — No fixed charge for water or sewelAll charges are based on actual
consumption and/or usage.

Table 5.7 Alternative E — No Fixed Charge

Variable Charges — Water Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $3.00
Variable Charges — Sewer Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $3.50

Each alternative produces the same amount of revémuthe water system and for the sewer
system. All proposed water rates for FY 2011 wibduce 5.0% more revenue for the water
system, and all proposed sewer rates for FY 201llpnmaduce 4.0% more revenue for the sewer
system.

5.3 Rate Alternative Recommendation

After discussions with WSA staff, MFSG recommenlat tthe Water and Sewer Authority adopt
Alternative D water and sewer rates for Fiscal Ye@Ll. The recommended rate structure is
designed to encourage water conservation by g@idigcount to all customers who use less than or
equal to 12,000 gallons per quarter. The struaghakeides a fixed charge based on usage and meter
size to allocate a portion of the fixed costs okmgping the water and sewer systems with the
potential demand associated with each meter ¢izdsd includes a variable charge for water and
sewer usage that collects 50.0% of required reventieis structure change promotes customers
paying for what they use rather than only collegt®.1% of required revenues as was the previous
practice.
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6.0 FIRELINE CHARGES

The duel function of a water system is to providsib water service and to provide a readiness-to-
serve capacity for the fire protection. Both fuocs are equally as important. The Water and
Sewer Authority currently charges three differang protection fees to recover the costs associate
with the ready-to-serve capacity for fire protentess shown in the table below.

Table 6.1 Fire Protection Charges

FY 10 (Current)
Public Fire Hydrants (per year) $240 591 hydrants
Private Fire Hydrants (per year) $720 35 hydrants
Sprinkler Heads (per head per year) 0.63 28,893 sprinkler heads

Also shown in the table above, is the number oflipuand private water hydrants that have reserved
water capacity via the Water and Sewer Authorisywell as the number of Sprinkler Heads that
have water capacity via the Water and Sewer Authorit also shows the current fees for each of
the fire protection fixtures. These fees have begslace for at least 10 years, and the methogolog
and cost basis for these fees was developed owgdrB ago.

The Public Fire Hydrant charges are charged toTthen of Watertown for the hydrants that are
used by the Town for fire protection services. Ené=es pay for the necessary maintenance and
operating expenses associated with keeping theahiglin well working order and keeping the
required water system pressure that is requireghévate fire hydrants efficiently and effectivelyt
should be noted that the Town of Watertown curyeatns and pays for the external maintenance
to the water tower and tanks used by the Water Saader Authority. This will be taken into
account during the calculation of the public fisglhant fees.

Private Fire Hydrant charges are charged to indalidustomer or groups of customers that require
separate fire hydrants for miscellaneous purposesnature of business, or insurance purposes.
These fees are similar to the Public Fire Hydramarges because the fees recover the costs
associated with keeping the hydrants in well wagkomder and keeping the required water system
pressure that is required to operate fire hydreffisiently and effectively.

Sprinkler Head fees are charged to individual aqusts that have separate fire service lines running
into the property that are connected to a firerdgeer system. Each fire service line places a
demand on the water system and this demand iscidanof the number of fire sprinkler heads at
any given location.

An analysis of both public and private fire protestservice was completed to determine what it
costs the Water and Sewer Authority to provide joudrhd private fire line protection services to its
customers. The analysis utilizes the Maine Formasla methodology to estimate the percentage of
total costs that should be allocated to fire prind@ccharges, both public and private. The Maine
Formula was developed in 1961 by the Maine Watelitigs Association Committee on Fire
Protection Charges. Their published report idetha curve that indicated the percentage of total
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revenue allocated as fire protection costs, basati@number of customers served. This curve can
be found in Appendix 3 to this report. In 1987em the Maine Public Service Commission
adopted the use of the curve mentioned above,dlseyadopted regulations on the formula. These
regulations state that, except under extraordicaoumstances, fire protection charges will be no
more than 30 percent nor less than 6 percent afsgrevenues. Currently, the Water and Sewer
Authority charges hydrant and sprinkler head fded aamount to approximately 15.53% of total
revenues.

Table 6.2 Fire Protection Charge Revenues as &Rar€ Total Revenues

FY 10 Budget
Hydrant Rentals and Sprinkler Head Fees $199,100 .53
User Charges $923,726 72.04%
Other Misc. Revenues $159,465 12.44%

Using the Maine Formula and following data inputd assumptions:

Table 6.3 Maine Formula Data Inputs and Assumptions

From 2009 Dept. of Revenue (Population of Town of

Population Served 15,395 Watertown, less Population of Watertown Fire Dedjri

Required Fire Flow 3,845 National Board of Fire Underwriters (NBFU) Formula

(gallons per minute)
3,742 Assumed average flow of 100 gallons per day pesqreand 3
(gallons per minute) peaking factor of 3.5

Peak Hour Flow

The resulting Maine Ratio is approximately 0.9@sing the ratio on the curve found in Appendix 2,
approximately 20% of gross revenue requirementsildhoe allocated to fire protection fees. The
following table shows total revenues to be colldctga fire protection fees over the five year
planning period of FY11 — FY15.

Table 6.4 Gross Revenue Requirements Allocatedr¢oHfotection

FY 11 FY 12 FY 13 FY 14 FY 15
Total Gross Revenue Requirements $1,412,321 $1,475,114| $1,557,736  $1,559,727 $1,583,734
Less Town Contribution $98,001 $98,002 $98,003 $98,004 $98,005
Less Transfer to Extension Fund | $108,578 $126,500 $129,605 $51,700 $0
Less Transfer to Capital Fund $80,000 $42,000 $44,100 $46,305 $48,157
Total $1,125,742 $1,208,612| $1,286,02¢ $1,363,718  $1,437,372
Maine Formula Allocation Factor 20% 20% 20% 20% 20%
Total Allocated for Fire Protection | $225,148 $241,722 $257,206 $272,744 $287,514
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The Maine Formula provided a methodology in whiohallocate total costs to fire protection
services. The next step is to take the allocateis and calculate fees for each of the three fire
protection services provided based upon the dereanl service places on the water system. The
table below shows the number of each fire protactigtures in the Water and Sewer Authority
System, the demand factor for each fixture, thaltdemand by the class of fixtures, and what
percentage of the total fire protection costs sthinal allocated to each fixture class.

Table 6.5 Demand Factors for Fire Hydrants and Sizes

Fixture Class Number in Service DIEGTEGE oL DR Yo 7
Factor* placed on system| Protection Costs
Public Fire Hydrants 591 111.31 65,784 87%
Private Fire Hydrants 35 111.31 3,896 5%
_ ) 53
6"Fire Lines (providing service to 111.31 5,899 8%
28,893 Sprinkler Heads
Total 75,579 100%

* Taken from Table 30-5, AWWA Manual M1, Fifth Additinominal line size raised to the 2.63 power,alvhis based on the Hazen
and Williams Formula)

The table below shows the public fire hydrants sthaollected 87% of the total costs allocated to
fire protection. Private fire hydrants should eotl 5% and sprinkler systems 8%. Table 6.6 below,
take the total allocated costs to each fixture dkierfive year planning period and divides by the
total number of fixtures in each class to determanealculated annual fee for each type of fire
protection fixture.

Table 6.6 — Calculated Fire Protection Fees

FY 11 FY 12 FY 13 FY 14 FY 15

Total Allocated for Fire Protection $225,148 $241,722 $257,206 $272,744 $287,514
Public Fire Protection $195,968 $210,394 $223,871 $237,395 $250,251
Annual Hydrant Fee / per Hydrant $332 $356 $379 $402 $423
Private Fire Protection $11,605 $12,459 $13,258 $14,05¢ $14,820
Annual Hydrant Fee / per Hydrant $332 $356 $379 $402 $423
Private Fire Protection $17,574 $18,867 $20,076 $21,289 $22,442
Annual Sprinkler Fee / per Head $0.61 $0.65 $0.70 $0.74 $0.78

Table 6.6 shows the calculate fire protection feeseach type of fixture. However, similar to the
user fees discussed earlier in this report, we evbkié to recommend a phased-in approach that will

MFSG, LLC 26 Town of Watertown
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allow the users of the system to adequately plathi® rate adjustments over this five year period i

a steady, stable manner.
over the five year period.

Table 6.7 Recommended Fire Protection Charges

The table below shosveetommended phased-in fire protection charges

Current FY 11 FY 12 FY 13 FY 14 FY 15
Public Fire Hydrants
% Annual Increase 12.0% 12.0% 12.0% 12.0% 12.09
Annual Hydrant Fee / per Hydrant $240 $269 $301 $337 $378 $423
Private Fire Hydrants
% Annual Increase -62.6% 12% 12% 12% 12%
Annual Hydrant Fee / per Hydrant $720 $269 $301 $337 $378 $423
Private Sprinkler Systems
% Annual Increase 0% 3% 8% 5% 6%
Annual Sprinkler Fee / per Head $0.63 $0.63 $0.65 $0.70 $0.74 $0.78

Table 6.7 shows significant adjustments to theerurfire hydrant and sprinkler head fees over the
five year period. Specifically, the drastic deelin Private Fire Hydrant Fees should be discussed
As mentioned earlier in this report, these firetpction fees have been in place for 10 years aad th
cost basis methodology that supports this structume not available at the time of the study.

Although there may have once been a cost basisppost the differential between the private and

public fire hydrants, at this time that cost badi®s not exist. There is no operational difference
between the public and private hydrants, and timeatel factors for hydrants are consist. Based on
those facts, we are recommending adjustments tprihate fire hydrants fees.

Additionally, it should be noted that although thigove discussed methodology is standard in the
industry and widely used, fire protection is a pgliissues that effects various municipal
departments, e.g. water departments, public haalthsafety, and Town administration (specifically
due to the cost sharing surrounding the water tamksed by the Town and operated by the Water
and Sewer Authority). In many cases, fire protecfees can be adjusted based upon policies
developed by these various departments workingtitege The calculations above are based upon
the best available cost information, but it isidifft to take into account the more qualitativeextp

of providing fire protection.
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7.0 SAMPLE BILLS

It is important to evaluate how customers billslwie impacted based on the recommended
alternative. The following tables represent prtgdcsample bills for elderly and non-elderly

customers of varying consumption and usage in FY120The tables will also show the change
from the current rate structure in FY 2010 to theppsed rate structure in FY 2011.

Table 7.1 Combined Water and Sewer Bills — Non-Byd€ustomers

Qu(?r:tzgﬁoissge Current Bill FY 10 Fifelestse BDi" FUEDGNE $ Change
Water Bill
6,000 $50.30 $29.70 ($20.60)
12,000 $53.60 $38.70 ($14.90)
18,000 $56.90 $58.90 $2.00
25,000 $60.75 $69.40 $8.65
Sewer Bill
6,000 $55.92 $54.80 ($1.12)
12,000 $68.34 $65.90 ($2.44)
18,000 $80.76 $100.50 $19.74
25,000 $95.25 $113.45 $18.20
Combined Water and Sewer Bill
6,000 $106.22 $84.50 ($21.72)
12,000 $121.94 $104.60 ($17.34)
18,000 $137.66 $159.40 $21.74
25,000 $156.00 $182.85 $26.85
MFSG, LLC 28 Town of Watertown

Water and Sewer Authority



Final October 2010

Table 7.2 Combined Water and Sewer Bills —EldergtGmers

QU(?r:tZgﬁoL;S;ge Current Bill FY 10 Fifelestse B[i)ll FUEDGNE $ Change
Water Bill
3,000 $22.65 $25.20 $2.55
6,000 $24.30 $29.70 $5.40
9,000 $25.95 $34.20 $8.25
13,000 $54.15 $51.40 ($2.75)
Sewer Bill
3,000 $28.71 $49.25 $20.54
6,000 $34.92 $54.80 $19.88
9,000 $41.13 $60.35 $19.22
13,000 $70.41 $91.25 $20.84
Combined Water and Sewer Bill
3,000 $51.36 $74.45 $23.09
6,000 $59.22 $84.50 $25.28
9,000 $67.08 $94.55 $27.47
13,000 $124.56 $142.65 $18.09
MFSG, LLC 29 Town of Watertown
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8.0 COMPARISONS

It may be useful for the Town to compare samplks loil various local utilities with a bill calculate
using recommended rates for the Town. The follovgraphs represent a comparison of a water
only, a sewer only, and a combined quarterly billd non-elderly customer who uses 12,000
gallons per quarter and 18,000 gallons per quartex.comparison is made between the Town of
Watertown and several other major cities in theaurding area. (The most current rates were used
in the comparison for FY 2010; the bills may ndteet unknown water and sewer rate increases
within the comparison utilities.

Quarterly Water Only Bill - 12,000 Gallons

$60.00

- ]
$50.00
L1

$40.00

$30.00

$20.00

$10.00
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FY 10 Alt.D FY 11

® Fixed Cost Variable Cost

Quarterly Sewer Only Bill - 12,000 Gallons

Watertown  Watertown  New Britain Bristol Hartford Bethel Waterbury Manchester Norwich
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FY 10 Alt. D FY 11

# Fixed Cost uVariable Cost
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Quarterly Combined Water and Sewer Bill - 12,000 Gdbns
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Quarterly Sewer Only Bill - 18,000 Gallons
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While the charts above may be helpful in obserwimgit local utilities charge for water and sewer

service, it may also be rather misleading and shodt be used as a sole determinant when
calculating future rates; there are many factoeg trave a role in determining rates such as the
relative age and size of the general system, numbeustomers served, amount of investment in
infrastructure, etc. The most important factor @tedmining rates is the cost of service — how much
does it cost (per unit of service) to provide wated sewer service?
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9.0 RECOMMENDATIONS

The following reiterates all findings and conclusahat were found during the development of the

water and sewer rate study.

9.1 Findings and Conclusions

Based on projected water sales, the Authority’'sesdrwater rates will not produce
adequate revenues to cover the water system'’s wevesguirements for Fiscal Year
2011or the years following.

Based on projected water sales, the Authority’'senirsewer rates will not produce
adequate revenues to cover the sewer system’suevenuirements for Fiscal Year
2011 or the years following.

9.2 Recommendations

The Water and Sewer Authority should adopt speaificual water and sewer rates for

a three to five year period. The Town staff showddiew the adequacy of the rates

each year as part of the budget process to ensarehe adopted rates are set at the
appropriate level.

The Water and Sewer Authority should develop a Repeeplacement & Renewal
“3R” Reserve. The Town should develop specific gges for types of expenses for
which these reserve can be used and the necegganyval process.

After discussions with Town staff, MFSG recommernbat the Water and Sewer
Authority adopt Alternative D water and sewer rafes Fiscal Year 2011. The
recommended rate structure allows all low usersseodnted fixed charge for water

and sewer.
Table 9.1 Recommended Rate Structure

Quarterly Fixed Charge — Water Customers

FY 11 Proposed

Customer Charge (<=12,000 gallons per quarter) $20.70
Customer Charge (>12,000 gallons per quarter) $31.90
Variable Charges — Water Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $1.50

Quarterly Fixed Charge — Sewer Customers

FY 11 Proposed

Customer Charge (<=12,000 gallons per quarter) $43.70
Customer Charge (>12,000 gallons per quarter) $67.20
Variable Charges — Sewer Customers FY 11 Proposed
Quantity Rate per 1,000 gallons $1.85

MFSG, LLC 33
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The Water and Sewer Authority should also adopted following increases to the
water and sewer rates over the four year periad 12 — FY15

Table 9.2 Proposed Water Rate Increases

FY 12 FY 13 FY 14 FY 15
Water System Revenue Increase 5.0% 5.0% 5.0% 5.0%
Table 9.3 Proposed Sewer Rate Increases
FY 12 FY 13 FY 14 FY 15
Sewer System Revenue Increase 4.0% 4.0% 4.0% 4.0%
MFSG, LLC 34 Town of Watertown
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REPORT OF THE COMMITTEE ON FIRE PROTECTION

ERRATA SHEET

FPage 39—1Last line of loowtmole should pead: Fire soream — 200
+~ G.PM.

Page 45—Last line of paragraph three should read: U. formula
should be the population acmally secved by the Utdity,
Five lines at bonom of page (Example:) should follow

paragraph 4.
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