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Water and Sewer Rate Study for FY 2016

Water consumption in the Rutland City Water System has been declining for many years but for the first
time in a very long time in fiscal 2014 water usage increased compared to the prior year. Back in 2007, total
usage was 78.5 million cubic feet. By 2013 usage had declined to 65.3 million cubic feet, a 17 percent
reduction. Since most of the revenues that pay for water and sewer services are based upon the amount of
water used, this steady decline put upward pressure on water and sewer rates because costs were
increasing as sales and revenues were falling.

But in FY2014 water/sewer usage was nearly 1 million cubic feet greater than FY2013. While it is too early
to tell whether this is merely a pause in a protracted decline or whether water consumption has bottomed
out and will now level off or increase, this event has a significant impact on the FY2016 rate request.

Total Rutland City Water System Sales

~
=

04—

ol S
e 1 S i U S
|
|
€ |
w0l
s — e — —
Actsal Aateat Actaal i i Retust Artual Acteal i

Fetual

Water System Sales, Milllan Cublc Feet

2

FISCAL 2003 FISCAL 2003 FISCAL 2010 FisCAL 2011 FSCAL2OI2 FISCAL 2013 | FISCAL 2014

Fig. 1: Total Rutland City Water System billed sales, 2008-2014.

Another bit of good news is the reversal of the deteriorating cash position of the sewer fund. As the City
Treasurer has reported for several years, the cash reserves in the sewer fund have been increasingly
negative. In FY2014 this appeared to stabilize, and by the end of FY2015 we expect to have significantly
improved the cash balance in this fund. As the treasurer and the auditors have observed, this has never
been a spending problem; management of budgeted expenses has consistently been excellent in this
utility. The problem has been underperforming revenues.
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The turn-around in sales has helped, but two years ago, then-Commissioner Evan Pilachowski introduced a
more sophisticated method of projecting revenue. This has been continued and enhanced for FY2015 and
this proposed FY2016 budget. As a result, sewer revenues are meeting or exceeding projections, which
over time will correct the cash balance problem in the fund.

With greater confidence in our projections and improved expectations for FY2016 sales, the Department
of Public Works expects that all budgeted water and sewer expenses can be covered without an increase
in rates.

Ideally, enterprise funds should be able to operate for multiple years without rate adjustments. The
structure of an enterprise fund provides for reserves that can grow during years when revenues and
expenses perform well and decline in years when they do not, but over time allow rates to remain stable.
Only when major new spending is required, like a bonded capital improvement, or when long term trends
indicate, should we need to adjust rates. The long-term decline of sales and gradual increase of labor,
energy and regulatory costs has forced almost annual rate increases for many years. It is hoped that we are
heginning a new period during which rates may remain stable for several years in a row.

Long term challenges remain daunting. Major components of the wastewater treatment plant are nearing
the end of their design life. New regulatory requirements are being imposed every year, some of which will
require added capital and operational investments. Water and sewer mains continue to age and
deteriorate faster than we are able to upgrade or replace them.

Several years ago the Board adopted a policy of gradually increasing expenditures on water and sewer main
replacement to reverse this trend. This was in response to a study conducted by Evan Pilachowski. He
found that at that time 19 percent of the city’s water mains were past their design life expectancy, and
within the next 25 years the number of failing water mains would grow to 74 percent. The winter of 2013-
2014 saw a near record 26 significant water leaks that required emergency repairs. Our sewers are in
similar condition.

Using the resources provided by the Board we have recently replaced or installed water mains on
Woodstock Ave (1858), Killington Ave (1881), Ronaldo Court (new), and Jan Ave (1976) without the need
for borrowing. Many ancient valves, fire hydrants and other equipment have been replaced. This year we
will install liners on failing sewer mains under Merchants Row and along Moon Brook. But even at this
increased rate of repair and replacement we are falling behind.

The December 3, 2010 memo from Evan Pilachowski explains the problem and proposes a range of options.
To get all water mains within their useful life within 100 years we need to increase spending on
replacements to about $1,000,000 per year over five years and then maintain that level of spending for 95
years. This budget gets us about one-third of the way there, so clearly, we must ramp up our investment in
this infrastructure. As the Pilachowski memo shows, if we delay we will incur increased operational
expense for emergency repairs and force much higher future costs to be absorbed over fewer years.

Part of the Board’s plan is to dedicate the principal and interest savings from the retirement of existing
bonds to increased investment in infrastructure. In FY2016 there will be no bond retirements, so planned
spending on water and sewer replacements is similar to FY2014. But significant opportunities for increased
spending on this with minimal rate impacts will occur over the next few years.

Water

Last year the Board decided to transfer the cost of liability insurance from the General Fund to the Water
and Sewer Funds, and transfer City pension costs to these funds in the FY2016 budget. This is the first
budget where these pension expenses are included here. The Water Fund divisions, Water Treatment,
Water Meters and Water Distribution, are level funded with the exception of the transfer of City pension
costs, which total 545,493 across the three divisions.
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Proposed capital project expenditures in FY2016 include: Water Treatment Plant road paving - $25,000;
reservoir catwalk replacement - $30,000; replacement of meter van #6 - $25,000; new Crescent Street
water main - $300,000; new Spellman Terrace water main - $20,000. All capital expenditures will be paid
from reserves with no increase in capital appropriations between FY2015 and FY2016.

The Sewer Fund divisions, Wastewater Treatment and Wastewater Collection, are supported by separate
rates and therefore are presented separately.

Wastewater Treatment

Proposed Wastewater Treatment expenditures are $91,000 higher than FY2015, with $63,000 due to the
inclusion of City employer pension costs. The other significant contributor to the increase is an additional
$25,000 in sludge removal costs. If we exclude these uncontrollable increases, the budget is level funded.

Capital project expenditures in FY2016 include two aeration tank gates - $12,000; two filter press pumps -
$28,000, and the final replacement grit classifier for $60,000. All capital expenditures will be paid from
reserves with no increase in capital appropriations between FY2015 and FY2016.

Wastewater Collection

New City employer pension costs add nearly $30,000 to the Wastewater Collection budget, but reductions
elsewhere result in only a $13,000 overall increase. One area of savings is $18,000 that was approved in
FY2015 for purchase of a used 1-ton truck. We determined that a vehicle meeting our needs would cost
more than this so the purchase was not made. Instead, we will propose to use a portion of the DPW
balance in the equipment replacement fund to purchase the vehicle in FY2016.

Capital expenditures in wastewater collection are limited to $60,000 for slip lining sewers. We expect to be
much more of this rehabilitation work in the future as we ramp up our investment in sewer rehabilitation
and replacement. This capital expenditure will be paid from reserves with no increase in capital
appropriations between FY2015 and FY2016.

Rates

The rate study analysis indicates that the proposed budget can be fully funded by the expected revenues
from current rates and reserve funds. Rutland’s water and sewer rates compare favorably with a sampling
of the larger municipal utilities in Vermont. The table below shows that Rutland’s quarterly cost for a
typical household are below hoth the average and median for the 16 communities shown.

Water and Sewer Charges for VT utilities "Average Family” based on 1,200 cht per quarter
FY15 Rates
Water Sewer Total
Community* |$/100 cft] $/1,000 gal |Fixed Fee| Total $/100 cft|$/1,000 gal|Fixed Fee| Total WS
South Burlington| $2.58 $31.01 $3.54 $42.48 $73.49
Swanton Village $1.94 $19.19 | $36.60 $3.40 $29.85 | $60.37 $86.97
Burlington| $3.50 $42.00 $5.44 $65.28 | |$107.28
Essex $4.88 $43.80 $7.14 $64.09 | |18107.89
Wiliiston $4.22 $5.33 | $43.21 $6.35 $1465 | $7165| [$114.86
Waterbury| $1.79 $40.80 | $62.28 $263 $42.00 | $73.56 $135.84
Barre® $3.52 $30.00 | $61.57 $87.50 | $87.50 | [$149.07
Rutland City| $3.40 $29.05 | $69.81 $5.27 $17.55 | $80.83 | |$150.64
St. Albans City, $1.66 $52.49 | $67.39 $3.93 $54.29 | $89.57 | |$156.96
Brattleboro*| $2.21 $45.59 | §72.11 $4.63 $50.49 |$108.05] |$178.16
St. Johnsbury*[” $3.41 $50.00 | $80.61 $4.10 $73.00 |$109.80| [$190.41
Montpelier $7.73 $37.50 |$106.88 $8.72 $31.25 |$109.52| [$216.41
Bradford* $1.60 $52.93 | $67.29 $6.10 $965.00 |$149.75] |$217.05
Swanton Town* $2.50 $84.00 |$106.44 $3.45 $83.31 |$114.28| [8$220.72
Stowe| $272 $66.81 | $99.45 $3.62 $78.00 [$121.44| |$220.89
Johnson Village* $2.39 $70.35 | $91.78 $6.16 $88.97 |$144.26| |$236.04
\Water 2nd sewer rates represent the ost recent pubishad, avalzbie nformeten as of Ocloer 2014 Average: $166.61
*Rates for these communtss are from FY2014 Median:  $156.96
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