City of Junction City 

City Commission Agenda Memo
Meeting Date:
October 4, 2011
From:


Cheryl S. Beatty, Finance Director
To:


City Commissioners
Subject:

Water & Wastewater Rate Analysis
Objective:  Adopt Ordinance No. G-1103 on first reading for rate changes for water and wastewater utilities as presented.
Background:  The rate increases imposed in 2010 were based on a very general review of the water and wastewater utilities to generate cash to sustain the day-to-day operations of the utilities and correct the cash flow shortages. The next step, as discussed at the time, was to complete a detailed analysis of revenues, expenditures and rates being charged.  Over the last three months we have gathered information within detailed spread sheets to present at this Commission meeting.
Explanation:  The proposed rate structure below is recommended to generate an additional $1million per year to address significant water and wastewater capital needs.  An enclosed rate survey for each utility shows that we need to realign our rates to be more competitive by changing the base and usage rates.  We have reconfigured both to do so.  The proposed new rate structure lowers the base rate to reduces the minimal user fees while the variable rate is increased, which strengthens our system of the ‘user paying for operations”.  This design, therefore, provides the financial needs for the utilities while making it more economical for minimal users and rewards conservation.  A good base rate should include enough funds to cover debt service and capital improvements; and the usage rate should cover the cost of day-to-day operations.  The combined minimum base rate currently needed is $27.42 and the combined recommended base rate is $33.75.  The difference and the usage rate is used to support day-to-day operations.

Ideally, the two utilities should operate under two separate funds within our financial structure.  However, the wastewater department within the water fund is dependant on water revenues to function.  This is not uncommon to have them combined to provide a competitive advantage for one or both utilities.  Both utilities have very expensive operational and capital demands. Both utilities are heavily regulated by federal and state regulations to protect human health and the environment.  
A quick review of each document provided.

1.  The 2010 Consumption Report breaks down the sale of water by our three water rate steps (base rate, up to 1,000 cubic feet, and over 1,000 cubic feet).  The report shows the cubic feet used and the revenue billed as per rate schedule.

2.  The Water and Wastewater Debt Schedule shows the debt payments scheduled through 2016.

3.  The Water Revenue and Expense History and Projection provides the historical data for the water utility for the past three years, the current budget, and a five year projection.
4. The Wastewater Revenue and Expense History and Projection provides the historical data for the wastewater utility for the past three years, the current budget, and a five year projection.

5.  The Water and Wastewater Rate Survey provides a record of rates of ‘Cities of the First Class over 15,000 in population’, ‘Cities of similar size’, and ‘Cities within 70 miles of Junction City and over 3,000 in population.’  The report also provides a city average and city median for the base rate and the usage rate.  

6. The Water/Wastewater Rate Scenario Report shows four (4) rate scenarios for review.  The first scenario shows the current rate schedule to determine our base platform.  The second scenario shows income generated based on the average rate from all the cities surveyed.  The third scenario shows income generated based on average rages in our area.  The fourth scenario shows our recommended rate structure to raise $1 million per year for capital.
7. The Capital Improvement List is a list of capital improvements that are needed for water and wastewater.  The recent capital improvements have been made to support new subdivisions while system and plant improvements were in large part ignored.  As you can see there are several million dollars of improvements now needed with no revenue source for funding.  We are proposing a pay as you go plan unless circumstances change.

Budget Impact: Rate increases would generate funds needed for capital improvements.

Recommendation: Staff recommends the following rate increases:

__Utility


Current Rate


Recommended Rates



    Water


$15.51 Base Meter

$14.75 Base Meter   (includes 200 cf)



          
$1.39/100 cf up to 1,000cf   
$2.00/100 cf up to 1,000 cf




$1.75/100cf 1,000 cf +

$2.30/100 ct 1,000 ct +

    Wastewater:                  $25.50 Base Meter                        $19.00 Base Meter   (includes 200 ct)



 $0.90/100 cf


$1.90/100 cf
Alternatives:  It appears that the City Commission has the following alternatives concerning the issue at hand.  The Commission may:


1.  Approve Ordinance No. G-1103 as presented on first reading.
2.  Disapprove Ordinance No. G-1103 as presented.



3.  Table the request.
Suggested Motion:  
Commissioner ___________________ moves for approval of Ordinance No. G-1103. 
Commissioner ___________________ seconded the motion.

Enclosures:  Enclosed please find Ordinance No. G-1103 and the following reports:




1.   2010 Consumption Report
2. Water and Wastewater Debt Schedule
3. Water  Revenue and Expense History and Projections
4. Wastewater  Revenue and Expense History and Projections
5. Water & Wastewater Rate Surveys
6. Utility Rate Scenario Report
7. Capital Improvement List
