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Executive Summary

The City Management Services Division has prepared a financial plan, including a service charge and fee
analysis for the Stormwater fund of the Water Services Division. The reason for preparing this plan was a
result of future capital expenditures requirements that exceed current revenue capacity. The proposed
service charge is to ensure the division has sufficient revenues to meet their operational, capital and
debt service obligations.

Staff has identified 37 improvement projects with construction costs of approximately $74.7 million.
The top ten projects are listed in the capital project summary later in this report. Current annual
funding levels for major capital projects is approximately $725,000 which would take over 100 years to
complete the projects, not including inflationary costs.

Staff provided a presentation to City Council on March 20, 2018. The presentation outlined the needs
for capital funding for major Stormwater projects including the top priorities. For the service charge
scenarios, staff presented options for raising $36 million in revenues to help address the priorities. Staff
used plans to raise the revenues in several year increments ranging from 7 to 18 years. Council directed
staff to bring back a service charge to raise $36 million in revenue over a 10 to twelve year option and
develop a financial plan and Stormwater service charge adoption to present to City Council.

This report has been prepared using generally accepted service charge setting techniques. The City’s
accounting, budgeting, and billing records for Stormwater customers were the primary sources for the
data contained within this report.

The City desires service charges and fees that fully fund operations, maintenance, and present and
future capital costs for Stormwater projects. The purpose of the fiscal analysis is to provide a financial
review of revenues that will cover the necessary expenditures.

Staff will provide City Council with a recommendation for service charge increases at the November 20,
2018 and December 4, 2018 Council meetings. The service charges are based on the level of operating
and capital commitment the City would like to invest in the Stormwater system.
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Staff Recommendation

Staff will be providing two options for consideration, based on Council direction. Staff is proposing that
the service charge rate is effective January 3, 2019.

o 10 Year Option: Rate increase of $2.81 to an effective rate of $5.07 as of 1/3/2019
through 12/31/2028

o 12 Year Option: Rate increase of $2.22 to an effective rate of $4.48 as of 1/3/2019
through 12/31/2030

Each of these options increases service charge revenues and interest earnings revenues to raise
approximately $36 million for capital improvement. The following report provides detail regarding the
supporting service charge analysis and recommendations.

Future Council Discussion

Staff will provide the Water Commission this Plan in October for their review and feedback. Staff will
also invite the public to attend public outreach forums on September 26 and October 3, 2018 from 4 to
6 p.m. in the Council Conference Room. The Public Hearing on Stormwater Service Charges is scheduled
for November 20, 2018 at 6:00 pm. A second hearing is scheduled on December 4, 2018 at 4:00 pm. All
meetings will be located at City Hall, 211 W Aspen Avenue in the Council Chambers. Service charge
changes may be approved, denied or amended for final adoption.

Established Principles & Guidelines

The American Water Works Association (AWWA) establishes a general set of principles to develop
service charges in the M1 Manual — Principles of Water Rates, Fees and Charges. These guiding
principles help to ensure there is a consistent global approach that is employed by all utilities in the
development of their rates, fees and charges (water and water-related utilities including sewer,
reclaimed water and stormwater).

Provided below is a short summary listing key guidelines around which public utilities should consider
when setting their rates, fees and charges. These closely reflect the City’s specified objectives.

e Rates, fees and charges should be cost-based and equitable and set at a level such that they
provide revenue sufficiency.

e Rates, fees and charges should provide reliable, stable and adequate revenue to meet the
utility’s financial, operation, and regulatory requirements.

e Rate, fee and charge levels should be stable from year to year.

e Rates, fees and charges should be easy to understand and administer.

These guidelines, along with the City’s objectives, were utilized within this report to help develop the
proposed Stormwater service charges.
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Revenue Requirements

The method used by most public utilities to establish their revenue requirements is called the “cash
basis” approach of setting service charges. As the name implies, a public utility combines its cash
expenditures over a period of time to determine their required revenues from user service charges and
other forms of income. The figure below presents the “cash basis” methodology.

+ Operation and Maintenance Expenses

+ Transfers

+ Capital Additions Financed with Service Charge Revenue
+ Debt Service (Principal and Interest)

= Total Revenue Requirements

Based on the revenue requirement analysis, the utility can determine the overall level of service charge
adjustment needed in order for the utility to meet its overall expenditure needs.
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Stormwater Service Charge Analysis Development
and Results

General Methodology

In order to develop service charges that generate sufficient revenue to meet the fiscal requirements of
the Utility, a determination of the annual revenue from service charges which, combined with other
sources of funds, will provide sufficient funds to meet those fiscal requirements must first be completed.
This process is typically referred to as a Revenue Sufficiency Analysis.

The process employed in the Revenue Sufficiency Analysis resulted in the identification of revenue
requirements of the system, such as operating expenses, capital expenses (minor and major), debt
service expense (including a provision for debt service coverage, as applicable), transfers out and the
maintenance of both restricted and unrestricted reserves at appropriate levels. These revenue
requirements were then compared to the total sources of funds during each year of the forecast period
to determine the adequacy of projected revenues to meet requirements. To the extent that the existing
revenue stream was not sufficient to meet the annual revenue requirements of the system, a series of
service charge revenue increases were calculated to provide revenue sufficient to meet those needs.

The Capital Improvement Plan (CIP), including the timing of projects and estimated costs, was provided
by the Utility. Staff relied on this information and the CIP was fully integrated into the Revenue
Sufficiency Analysis.

Financial Management Goals of the Stormwater Utility

The financial management goals of the City’s Stormwater Utility are described below.
Debt Service Management

Stormwater management is a capital intensive business. Oftentimes it is difficult to fully fund the
significant capital requirements, whether driven by growth, regulatory pressures and/or system repair
and maintenance, without the measured use of debt. As a means of controlling the debt load of the
Water, Sewer, and Reclaimed Water utilities the City has established a debt policy to not exceed 25% of
ongoing operating revenues.

Staff is not recommending financing Stormwater projects with debt service at this time, per Council
direction.

Minimum Unrestricted Operating Reserve Fund Balance

In order to maintain a certain level of liquidity, utilities typically establish some form of unrestricted
operating reserve fund balance target. Guided by the City’s Principles of Sound Water Management a
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goal of an unrestricted working capital operating fund reserve amount approximately equal to 10% of

Operating Revenues for the Stormwater fund.

Staff recommends that, while 10% is a minimum requirement, the fund should carry a higher fund

balance annually. To align with other Water Services funds, approximately a minimum 25% fund

balance should be maintained. This plan meets that recommendation.

Capital Improvement Projects and Drainage Maintenance Requirements

The Division’s current 5-year capital improvements plan (CIPs) for Stormwater is summarized below.

Rio de Flag Project $ 3,283,052 520,000 - - -
Wildwood Drainage Project 460,595 - - - -
Phoenix Ave Culvert Repair-Design 51,543 - - - -
Phoenix Ave Culvert Repair-Construction 349,995 650,000 566,000 - -
Columbia Circle - - 400,000 200,000 -
Aspen Culvert 50,000 - - 600,000 -
Future Drainage CIP Projects - - - - 725,000
Streets Drainage Projects 75,000 75,000 75,000 75,000 75,000
Total CIP $ 4,270,185 1,245,000 1,041,000 875,000 800,000

In addition to the CIP, the Stormwater Fund relies on a drainage maintenance program to help provide

annual investments for existing drainage areas. This program is assisted with the staff and resources of

the Highway User Revenue Fund. Stormwater transfers revenues to this fund based on actual work

completed on an annual basis. Below is the current level of maintenance planned.

Transfer to Highway User Revenue Fund $ 341,854 $

343,967 $

347,407 $ 350,881 $ 354,390
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At the March 20, 2018 Council Meeting, staff presented a list of priority projects related to Stormwater.
The following list is the top ten projects identified at that time. These projects add up to $55 million.

Rio de Flag Flood Control Project $36.0 M In Design
Wildwood Hill Detention $04M In Design
Phoenix Avenue Bridge $1.4M In Design
Columbia Circle $0.6 M Designed
West Street Wash $56M Planning
Switzer Canyon Wash Upper Reach $54M Planning
Fanning Drive Wash Phase 2 $26M Planning
Switzer Canyon Wash Lower Reach $16M Planning
Walapai Drainage Improvements $11M Planning
Steves Boulevard Wash-Soliere Crossing $0.3M Planning

Overview of Existing Service Charge Structure

The existing Stormwater service charge structure is based on an Equivalent Runoff Unit (ERU). An ERU
equals 1,500 square feet of impervious surface on a property. Residential customers are billed between
one and a maximum of five ERUs. Commercial customers are billed based on total ERUs with no
maximum. Staff does not propose any changes to this service charge structure.

General Assumptions

In order to develop the financial and service charge projections, certain assumptions were made with
regard to elements of the Revenue Sufficiency Analysis. For the financial analysis, staff is using the same
annual growth projections as were provided in the previous service charge study. We assume
approximately 1% annual growth in utility customer base during the forecast period. Staff had also
reviewed the current number of ERUs billed to customers on an annual basis. Currently, there are
approximately 93,000 ERUs billed on an annual basis. For the operation expenditures, staff recommends
a 3% growth in personnel costs and a 2.5% growth on contractual and commodities.
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Stormwater Service Charge Analysis Options

Stormwater Revenue Sufficiency Option — 10 Year:

A 10 Year Option with a rate increase of $2.81 to an effective rate of $5.07 as of 1/3/2018 through
12/31/2028.

Revenue Requirements to Increase Capital Improvement Plan by $36 Million

The first step in developing the revenue requirements is to develop a projection of revenues from
existing service charge rates and determine the increase needed to provide for the Capital Improvement
Plan. In addition, we considered the number of years to increase revenues. The estimated Capital
Improvement Plan increase cost is $36 million to help fund the priority projects in the plan. For the 10
year option staff developed a flat rate proposal that increases revenues by an average of $3.72 million
per year.

Summary of Stormwater Service Charge Analysis Recommendations

Based on the financial plan and service charge analysis, Water Services Division and Management
Services Division staff recommend a temporary service charge increase that is sufficient to maintain
existing levels of operations, drainage maintenance and CIP as well as funding to increase the CIP to
complete priority projects. The fee schedule below demonstrates the current and proposed service
charges to be implemented.

The following table summarizes the Stormwater service charge analysis recommendation.

Stormwater Service Charge
Schedule

Current Proposed Change

Effective Date Per ERU Per ERU Per ERU
February 1, 2018 $ 226 [ $ 226 [ $ -
January 3, 2019 $ 226 [ $ 5071 § 2.81
January 1, 2021 $ 176 | $ 507 | $ 3.31
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Summary of Stormwater Service Charge Revenue Requirement and Cash Flow

We can demonstrate the service charge increase meets the cash flow requirements of the Stormwater
Fund while meeting the objectives mentioned earlier.

Financial Plan 2019 2020 2021 2022 2028 CYZ:;)JQ-
Fund Balance $ 1,171,519 1,153,190 1,384,497 1,467,294 1,505,440 1,171,519
Resources
Stormwater Fee Revenue 2,519,990 2,545,185 2,263,638 1,982,091 2,104,030 25,898,088
Recommended Fee Increase 3,135,960 3,167,319 3,449,109 3,730,899 3,960,402 36,665,310
Planning Fees 26,483 27,145 27,824 28,519 33,073 365,341
Transfers 2,070,420 - - - - 2,070,420
Interest Income 920 1,141 2,297 2,711 2,502 27,105
Increased Interest Income 32,000 64,000 - 38,000 - 249,000
Other Revenues 15,919 - - - - 15,919
Total Resources and Fund Balance 8,973,211 6,957,980 7,127,365 7,249,514 7,605,447 66,462,702
Uses of Funds
Operations and Contingency 958,249 746,078 815,323 836,329 974,544 10,872,590
Transfers 348,627 351,086 354,639 358,226 380,905 4,414,087
Capital 6,513,145 4,476,319 4,490,109 4,643,899 4,730,402 48,110,495
Total Uses of Funds 7,820,021 5,573,483 5,660,071 5,838,454 6,085,851 63,397,172
Ending Fund Balance $ 1,153,190 1,384,497 1,467,294 1,411,060 1,519,596 3,065,530

Summary of Stormwater Capital Improvement Plan

We can demonstrate the service charge increase provides $36 million of additional funding to assist with
the capital priority list of the Stormwater Fund. Approximately $925,000 new revenues will be set aside

to maintain a minimum fund balance of 25%.

. CY 2019-
Capital Improvement Plan 2028
Rio de Flag Project $ 3,283,052 520,000 - - - 3,803,052
Wildwood Drainage Project 460,595 - - - - 460,595
Phoenix Ave Bridge Repair-Design 51,543 - - - - 51,543
Phoenix Ave Bridge Repair-Constr. 349,995 650,000 566,000 - - 1,565,995
Columbia Circle - - 400,000 200,000 - 600,000
Aspen Culvert 50,000 - - 600,000 - 650,000
Future Drainage CIP Projects - - - - 695,000 4,240,000
Streets Drainage Projects 75,000 75,000 75,000 75,000 75,000 750,000
Proposed Rate Increase CIP 2,242,960 3,231,319 3,449,109 3,768,899 3,960,402 35,989,310
Total CIP $ 6,513,145 4,476,319 4,490,109 4,643,899 4,730,402 48,110,495

Stormwater Financial Plan and
Service Charge Analysis Report September 13, 2018



Stormwater Revenue Sufficiency — 12 Year:

A 12 Year Option with a rate increase of $2.22 to an effective rate of $4.48 as of 1/3/2019 through
12/31/2030.

Revenue Requirements to Increase Capital Improvement Plan by $36 Million

The first step in developing the revenue requirements is to develop a projection of revenues from
existing service charge rates and determine the increase needed to provide for the Capital Improvement
Plan. In addition, we considered the number of years to increase revenues. The estimated Capital
Improvement Plan increase cost is $36 million to help fund the priority projects in the plan. For the 12
year option staff developed a flat rate proposal that increases revenues by an average of $3.09 million
per year.

Summary of Stormwater Service Charge Analysis Recommendations

Based on the financial plan and service charge analysis, Water Services Division and Management
Services Division staff recommend a temporary service charge increase that is sufficient to maintain
existing levels of operations, drainage maintenance and CIP as well as funding to increase the CIP to
complete priority projects. The fee schedule below demonstrates the current and proposed service
charges to be implemented.

The following table summarizes the Stormwater service charge analysis recommendation.

Current Proposed Change

Effective Date Per ERU Per ERU Per ERU

February 1, 2018 $ 226 9% 226 9% -
January 3, 2019 $ 226 9% 4481 % 2.22
January 1, 2021 $ 1.76 | $ 448 | $ 2.72
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Summary of Stormwater Service Charge Revenue Requirement and Cash Flow

We can demonstrate the service charge increase meets the cash flow requirements of the Stormwater
Fund while meeting the objectives mentioned earlier.

Financial Plan 2019 2020 2021 2022 2030 CYZ:??(:Q-
Fund Balance $ 1,171,519 978,190 1,209,497 1,292,294 1,291,439 1,171,519
Resources
Stormwater Fee Revenue 2,519,990 2,545,185 2,263,638 1,982,091 2,146,321 25,898,088
Recommended Fee Increase 2,477,520 2,502,295 2,784,085 3,065,875 3,319,880 36,486,545
Planning Fees 26,483 27,145 27,824 28,519 34,747 365,341
Transfers 2,070,420 - - - - 2,070,420
Interest Income 920 1,141 2,297 2,711 2,482 27,105
Increased Interest Income 25,000 51,000 - 31,000 - 201,000
Other Revenues 15,919 - - - - 15,919
Total Resources and Fund Balance 8,307,771 6,104,956 6,287,341 6,402,490 6,794,869 66,235,937
Uses of Funds
Operations and Contingency 958,249 746,078 815,323 836,329 1,025,640 10,872,590
Transfers 348,627 351,086 354,639 358,226 388,819 4,414,087
Capital 6,022,705 3,798,295 3,825,085 3,971,875 4,089,880 49,658,730
Total Uses of Funds 7,329,581 4,895,459 4,995,047 5,166,430 5,504,339 64,945,407
Ending Fund Balance $ 978,190 1,209,497 1,292,294 1,236,060 1,290,530 1,290,530

Summary of Stormwater Capital Improvement Plan

We can demonstrate the service charge increase provides $36 million of additional funding to assist with
the capital priority list of the Stormwater Fund. Approximately $750,000 in new revenues will be set
aside to maintain a minimum fund balance of 25%.

Capital Improvement Plan 2019 2020 2021 2022 2030 CY2§:; >
Rio de Flag Project $ 3,283,052 520,000 - - - 3,803,052
Wildwood Drainage Project 460,595 - - - - 460,595
Phoenix Ave Bridge Repair-Design 51,543 - - - - 51,543
Phoenix Ave Bridge Repair-Constr. 349,995 650,000 566,000 - - 1,565,995
Columbia Circle - - 400,000 200,000 - 600,000
Aspen Culvert 50,000 - - 600,000 - 650,000
Future Drainage CIP Projects - - - - 695,000 5,690,000
Streets Drainage Projects 75,000 75,000 75,000 75,000 75,000 900,000
Proposed Rate Increase CIP 1,752,520 2,553,295 2,784,085 3,096,875 3,319,880 35,937,545

Total CIP $ 6,022,705 3,798,295 3,825,085 3,971,875 4,089,880 49,658,730
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Stormwater Service Charge Summary and Future
Meetings

Summary of Stormwater Service Charge Options

Based on the options above, the Capital Improvement Plan can be achieved with the 10 or 12 year
funding options proposed by Council. Staff recommends flat rates over the period of either $5.07 for
the 10 year option or $4.48 for 12 years. Both options will utilize interest income and will not incur
debt.

Summary of Options

2/1/2018 1/3/2019
Current Rate $2.26 $ 2.26
10 Year Option Flat Rate $ 226 | $ 5.07
12 Year Option Flat Rate $ 226 % 4.48

Water Commission Meeting

Staff will provide the Water Commission this Plan in October for review and feedback on or about
October 18, 2018. This document will be updated with Water Commission discussion and
recommendations.

Public Qutreach Meetings

Staff will invite the public to attend public outreach forums on September 26 and October 3, 2018 from
4 to 6 p.m. in the Council Conference Room at City Hall, 211 W. Aspen Ave, Flagstaff.

City Council Meetings

Per Arizona Revised Statue 9-511.01, the City is required to complete certain requirements. The first
requirement is for the Council to adopt a Notice of Intent to raise rates or rate components, fees or
service charges and set a date for a public hearing. On September 4, 2018 Council approved Resolution
2018-44 to adopt the Notice of Intent.

On November 20, 2018, the City will hold a public hearing and staff will present an ordinance along with
the rate analysis information to the Council. Council could accept staff recommendation or adjust, such
as increasing or decreasing the service charge. Or the Council could choose to not read the ordinance
the first time and direct staff to bring the item back with amendments. If Council completes the first
read of the ordinance, a second read will be required at the December 4, 2018 meeting prior to
adopting the service charge changes. To meet the funding outlined in this analysis, the service charge
rates would need to be effective January 3, 2019.
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