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To: Rutland City Board of Aldermen

From: Evan Pilachowski, Commissioner of Public Works f / November 15, 2012

The Water and Sewer Rate Study for Fiscal Year 2013-2014 is attached.

General Discussion

Over the past few years, billed water usage has declined from 75,939,100 cubic feet (cft)
in FY 2008 to 66,989,300 cft in FY 2012, the most recent year for which we have actual
numbers. This decline can be attributed to a number of factors, the most important of
which include a high vacancy rate and the widespread adoption of low fiow fixtures. This
reduction in use has significantly reduced income in water and sewer. While we are
optimistic that the trend can slow and turn around in coming years, we must include
realistic, defendable projected usage in the rate study.

The extent and duration of the economic downturn was greater than anticipated. Rates
and projections set over a year in the future based upon an anticipated recovery turned
out to be overly optimistic, resulting in rates too low to adequately cover the costs of
operation. Similar missteps years ago contributed to the City taking out a current
expense note in the amount of $5 million to cover negative fund balances in water and
sewer. We continue to pay off this debt today, which contributes substantially to our
current rates.

An analysis of FY 2012 shows that the actual amounts billed fell significantly short of
projections and contributed to a combined water and sewer fund shortfall of
approximately $165,000 during the year. A graph comparing actual to projected rate
revenues from FY 2009 to FY 2012 is included in this rate study. This graph shows that
we have chronically fallen short of projected billings for each of these years.

Looking at the overall health of the water and sewer funds paints a mixed picture. The
water fund has maintained a positive cash balance for several years, but during FY 2012
expenses exceeded revenues for the first time in several years. The actual usage
recorded during FY 2013 has fallen significantly below projections (after seasonal and
billing cycle length adjustments).

The sewer fund has been fluctuating between a positive and negative balance, which
has forced the use of interfund borrowings to cover times when there would otherwise be
a negative cash balance in the sewer fund. Looking at the revenue versus expenses for
wastewater treatment and collection, it is evident that we are moving in the wrong
direction. | fear that without definitive action, the sewer fund will continue to slide toward



a point where borrowing will be the only option to bring the fund back to a positive cash
balance.

We cannot afford to repeat the mistakes that led to a nearly $5 million deficit in the water
and sewer funds. In order to prevent this from happening, | have proposed what |
believe is a judicious adjustment as part of this rate study. Attached you will find a
number of graphs projecting water and sewer use based on actual use from the last
several years. These projections are overali down significantly from the projections
included in the FY 2013 rate study, but | believe that the projections that are used in this
(FY 2014) rate study are the most accurate prediction of what will happen during this
coming year. | realize that these usage projections will directly impact the water and
sewer rates, but it does not help anyone to allow the water and sewer funds to degrade.

Based upon these projections and the proposed budget, we are recommending the
following adjustments to the rates:

Water + 6.6%

Sewer Treatment + 14.9%

Sewer Maintenance +20.2%

Meter Fee + $0.00 per quarter

The effects of these proposed changes on typical City households are shown on the
accompanying table.

For the “average” family, the proposed monthly increase in the combined utility bill is
$7.87 (10.87%). A tablie comparing these rates to other communities in the Vermont is
aitached and shows that after these adjustments, the City’s rates would be slightly below
average in the State of Vermont.

Please refer to the following Divisional comments for further discussion.
Water

The Board has included funding for water system capital replacement in the rates since
FY 2009. The basic premise of water system capital replacement investment was to
slowly increase contributions untit the City reaches a level of sustainabie funding. Much
of this funding takes advantage of retiring debt to minimize the impacts to rates. Given
the proposed impacts associated with usage projections this year, the water system
capital replacement funding is proposed to be frozen in this rate study. Further capital
replacement efforts will need to be addressed in future years.

As a further effort to control and minimize the rate increase, the operating budget during
FY 2014 is down over 3% from the operating budget in FY 2013.

As the attached charts reveal, the Water Department is carrying a very high debt load
relative to operating costs. This debt is being reduced over time. Outstanding debt in FY
2011 was approximately $8.4 million. In FY 14 it will be $6.1 million with an annual
payment of $1,024,326, being fully 28.2% of the Water Department's annual expense.

As shown in the Water Rate Study, the “Refunding Water Bond" will be paid off in FY
2014. This will remove about $200,000 in debt service from the budget. Other loans will



eventually be paid off freeing up more money for future expenses. In future studies, we
will recommend that all or a portion of these savings be directed towards capital
expenditures. The availability of this money to replace obsolete existing water mains
and provide for necessary vehicles and equipment will greatly reduce the need for future
borrowing for those items.

Sewer Treatment

Just as the water use projections have been adjusted in this rate study, the sewer use
projections have also been adjusted according to actual usage figures from the {ast
several years. In addition to the usage projection, the operating budget of the
wastewater treatment plant has been adjusted up from FY 2013 by approximately 3.5%.
This is due to long standing unbudgeted costs, the price of fuel and chemicals, and an
anticipated increase in sludge removal associated with higher septage and sludge
acceptance at the treatment plant.

The sludge removal budget increase is more than offset by the increased revenues that
the City has enjoyed from these services. Upon recommendation of this department, the
Board lowered the septage rate earlier this year. Lowering these rates to a more
competitive level has resulted in increased volume and an impressive increase in
revenues. This has allowed us to increase the septage revenue projection from $5,000
in FY 2013 to $40,000 in FY 2014. We will continue to look for other opportunities to
control costs and increase revenues in the coming years.

Sewer Maintenance

Overall the projected Sewer Maintenance expenses decreased by $19,650. The
increased rate for sewer maintenance is primarily due to an increased transfer to DPW
Admin, a downward sewer usage projection adjustment, and the proposed addition of
capital planning funding for wastewater and stormwater collection system capital
replacement. While we have made progress to reach a sustainable funding level for the
water distribution system, we have not established any funding for the replacement of
sewer mains.

While the City has been mandated to begin to implement stormwater separation
projects, these projects will not address all of the needs that we expect to encounter in
the coming years. There are areas in the sewer system that become overloaded by high
intensity storms and other areas which are showing signs of deterioration. It is important
to start planning for the replacement and expansion of critical areas in the collection
system in addition to the stormwater separation projects that will be mandated by the
State.
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TOWN OF RUTLAND SEWER USAGE
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ALPINE (KILLINGTON & MENDON) SEWER USAGE
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5% Past Due Penalty Sewer
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