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MEMORANDUM

TO: Board of Trustees
THROUGH: Indra Winquest, District General Manager
FROM: Brad Underwood, Director of Public Works

SUBJECT: Review and gain Board approval on the draft Fiscal Year 2023
IVGID Utility Rate Study. Direct staff to prepare documents and
Utility Rate Schedules for a Fiscal Year 2023/24 Water and Sewer
utility rate increase - Including a Presentation by HDR.

Set the date/time of April 26, 2023 at 6:00 p.m. for the public hearing
on the proposed amendments to the Sewer and Water fee schedule
and to publish the notice in accordance with the NRS 318.199.
(Requesting Staff Member: Director of Public Works Brad
Underwood)

RELATED STRATEGIC LONG RANGE PRINCIPLE #3 - FINANCE

PLAN INITIATIVE(S): The District will ensure fiscal responsibility and
sustainability of service capacities through
prudent fiscal management and maintaining
effective financial policies for internal controls,
operating budgets, fund balances, capital
improvement and debt management.

RELATED DISTRICT

POLICIES, PRACTICES, Ordinance No. 2 — Sewer Ordinance
RESOLUTIONS OR Ordinance No. 4 — Water Ordinance
ORDINANCES

DATE: March 8, 2023

I RECOMMENDATION

Review and gain Board approval on the draft Fiscal Year 2023 IVGID Utility Rate
Study. Direct staff to prepare documents and Utility Rate Schedules as
proposed for a one-year average Water utility rate increase of eight percent (8%),
and a one-year average Sewer utility rate increase of thirteen point two percent
(13.2%) for the average residential customer.

Set the date/time of April 26, 2023 at 6:00 p.m. for the public hearing on the
proposed amendments to the Sewer and Water fee schedule and to publish the
notice in accordance with the NRS 318.199.
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Il BACKGROUND

The District provides water and sewer utility services through its Utility Fund
(Fund 200). These utility operations are supported through target annual
revenues ($14.9 million for FY 2022/23) each year, collected from utility
customers based on Board-approved rate schedules for each utility.

On November 22, 2022, staff executed a Professional Services Contract to HDR
Engineering, Inc. to conduct the utility rate study for provision of water and sewer
services. The study is intended to establish 5-year water and sewer utility rates
for all customer types.

At the February 8, 2023 meeting, HDR Engineering, Inc. presented a preliminary
Fiscal Year 2023 |VGID Utility Rate Study in which the recommended ultility rate
increases for year one. These increases as proposed would increase Water
Utility revenues by 10% and Sewer Utility revenues by 13.5%. The impact of
these increases on the average residential customer are a one-year average
Water utility rate increase of eight percent (8%), and a one-year average Sewer
utility rate increase of thirteen point two percent (13.2%). The percentage for the
average utility rate increase is based upon an average customer using 10,000
gallons per month for water and 3,000 gallons per month for sewer.

The rate study sets forth the appropriate rates for water and sewer service to
meet revenue and expense requirements and to achieve the appropriate Fund
Balance and Working Capital. The rate increases maintain the current rate
structure and are necessary to fund the current, and future, operating and capital
expenses. The following tables show the current versus proposed FY 2023/24
rate comparisons for water and sewer for the average customer.

Residential Water Rate Comparison

Rate Component Current Rate |Proposed Rate |Change
Base Rate $15.10 $17.30 $2.20
Capital Improvements $15.10 $15.10 $0.00
Customer Admin Fee $4.23 $4.44 $0.21
Defensible Space $1.05 $1.05 $0.00
Total Monthly Base Water Bill | $35.83 $37.89 $2.41
Water Use $1.95 $2.15 $0.20
15t Tier $3.12 $3.44 $0.32
2d Tigr $3.64 $4.01 $0.37
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Residential Sewer Rate Comparison

Rate Component Current Rate | Proposed Rate | Change
Base Rate $25.10 $32.25 $7.15
Capital Improvements $31.45 $31.45 $0.00
Customer Admin Fee $4.23 $4.44 $0.21
Total Monthly Base Sewer Bill |$60.78 $68.14 $7.36
Sewer Use $4.00 $4.75 $0.75

There are no recommended changes to the Public Works Fee Schedule.

The 5 year proposed rate adjustment can be found for Water on Table ES-1 (pg
4) of the Preliminary Draft Report and for Sewer on Table ES-4 (pg 38). The
current year estimated utility funding reserves are shown on Exhibit A. The
previous year's estimated reserves are on Exhibit B.

Schedule

The schedule for the proposed rate adoption is as follows:

Utility Rate Study Schedule

Date

Rates

Set Date of Public Hearing to Adopt New Utility

March 8, 2023

Publish Notice of Public Hearing in Newspaper

March 10, 2023

Conduct Public Hearing and Adopt New Utility Rates | April 26, 2023
New Utility Rates Become Effective — Pending May 19, 2023
Approval
1. BID RESULTS

There are no bid results associated with this Memorandum.

IV. FINANCIAL IMPACT AND BUDGET

The water and sewer utility rates are recommended to increase to provide a
combined revenue requirement of approximately $15.5 million (FY 2023/24)
which is collected from the District's water and sewer customer via monthly utility

bills.
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The update to the District’s utility rate model is intended to evaluate the revenue
required to support current and future operating and capital expenses, and
contemplates increases over the next five years, pending Board direction and
final approval of water and sewer rates at a future meeting.

V. ALTERNATIVES
Not applicable.

VI. COMMENTS
There are no comments associated with this Memorandum.

VIl. DISTRICT IMPROVEMENT, COST REDUCTION, RETURN ON
INVESTMENT OR PRODUCTIVITY ENHANCEMENT
Increase Water and Sewer utility rates to support the District’s utility operating

and capital expenses in order to continue providing adequate water and sewer
service to its customers.

VIll. BUSINESS IMPACT

This item is not a "rule" within the meaning of Nevada Revised Statutes, Chapter
237, and does not require a Business Impact Statement.

X. ATTACHMENTS

IVGID - 2023 Water Sewer Rate Study Preliminary Draft Report
IVGID - Water and Sewer Rate Study Presentation (HDR)
Exhibit A - IVGID - 2023 Rate Study Reserves

Exhibit B - IVGID - 2022 Rate Study Reserves

B O I

X. DECISION POINTS NEEDED FROM THE BOARD OF TRUSTEES
Direct staff to prepare documents and Utility Rate Schedules for a Fiscal Year
2023/24 Water and Sewer utility rate increase as per the recommendations in the

preliminary Fiscal Year 2023 IVGID Utility Rate Study completed by HDR
Engineering, Inc.

Set the date/time of April 26, 2023 at 6:00 p.m. for the public hearing on the
proposed amendments to the Sewer and Water fee schedule and to publish the
notice in accordance with the NRS 318.199.
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l PRELIMINARY DRAFT REPORT

AINCUNE

@ \/I[LAGE

GENERAL IMPROVEMENT DISTRICT
ONE DISTRICT — ONE TEAM

Incline Village General Improvement District F)?

Water and Sewer Rate Study Update
March 2023
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FR

March 1, 2023

Mr. Brad Underwood
Director of Public Works
893 Southwood Blvd
Incline Village, NV 89451

Subject: 2023 Water and Sewer Rate Study Update Preliminary Draft Report
Dear Mr. Underwood:

HDR Engineering, Inc. (HDR) is pleased to present to Incline Village General Improvement District
(District) the preliminary draft report for the water and sewer rate study update (Study). The
District’s Study was developed to provide a long-term financial plan and proposed rates for each
utility that will generate sufficient revenues to fund the operating and capital needs. The results
of the Study provide cost-based rates for the District’s water and sewer customers. This report
outlines the overall approach used to achieve these objectives, along with the Study findings,
conclusions, and recommendations.

More specifically, the Study was designed to update the prior comprehensive water and sewer

rate study completed for the District in 2022. The 2022 study provided cost-based rates for the

current fiscal year. This Study will update the revenues, expenses, and capital funding plan to

develop a multi-year projection of water and sewer rates. The costs associated with providing -~
utility services to the District’s customers has been developed based on the information provided :
by the District and is included within the development of the proposed rates. The Study was
developed utilizing generally accepted rate setting principles and methodologies and the

District’s specific system and customer characteristics. This report provides the basis for
developing and implementing water and sewer rates which are cost-based and defensible to the

District’s customers.

We appreciate the assistance provided by the District’s project team in the development of the
Study. More importantly, HDR appreciates the opportunity to provide these technical and
professional services to Incline Village General Improvement District.

Sincerely yours,
HDR Engineering, Inc.

Shawn Koorn
Associate Vice President

hdrinc.com

900 108th Ave NE, Suite 1300, Bellevue, WA 98004
T 425-450-6200
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! Executive Summary

Introduction

HDR Engineering Inc. (HDR) was retained by Incline Village General Improvement District
(District) to conduct a comprehensive water and sewer rate study update (Study). The main
objectives of the Study were to:

B Develop a projection of water and sewer revenues to support the operating and capital costs
of each utility

B Provide a proportional distribution of the costs for providing water and sewer services to the
District’s customers

B Propose cost-based water and sewer rates for a multi-year time period

The District owns, operates, and maintains the water and sewer systems. The costs associated
with providing water and sewer services to the District’s customers has been developed based
on the information provided by the District and is included within the development of the
proposed rates. This study was developed utilizing generally accepted rate setting principles and
methodologies and the district’s specific costs and system and customer characteristics. This
report provides the basis for implementing water and sewer rates which are cost-based,
equitable, and proportional to the District’s customers.

Overview of the Rate Study Process

A comprehensive rate study uses three interrelated analyses to address the adequacy and
proportionality of each utility’s rates. These three analyses are a revenue requirement analysis,
a cost of service analysis, and a rate design analysis. These three analyses are illustrated in Figure
ES- 1.

Figure ES—-1

Overview of the Comprehensive Rate Analysis

i S Arals Compares the revenues to the expenses
Revenue Requirement 3 na’yﬂs of the utility to determine the overall
revenue adjustment required

Cost of Service Analysis

Proportionally distribute the revenue
requirement to the various customer
classes of service

Rate Design Analysis-‘ structure of the rate design to collect
j the target level of revenues

Considers both the level and

R
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Key Rate Study Results

The Study technical analysis was developed based on the operating and maintenance (0&M) and
capital costs necessary to provide water and sewer services to the District’s customers. The
analyses resulted in the following findings, conclusions, and recommendations.

® A revenue requirement analysis was developed for the time period of FY 2023 through FY
2033 for the water and sewer utilities on a stand-alone basis
v The rate setting period was established for FY 2024 through FY 2028

B The District’s FY 2023 adopted water and sewer budgets were used as the starting point of
the analyses

B Operation and maintenance (O&M) expenses are projected to increase at inflationary levels
with no assumed changes to levels of service and only minor additional anticipated expenses
above FY 2023 budget levels

B The proposed water and sewer rates for FY 2024 — FY 2028 were developed based on the
results of the revenue requirement and cost of service analyses

Overview of the Study

As noted, a rate study includes three analytical steps to establish cost-based and proportional
rates. These are the revenue requirement, cost of service, and rate design analyses. Each of these
analyses was completed for the water and sewer utilities on a stand-alone basis. For example,
the operating and capital needs for the water utility are solely funded by water revenues, and
the sewer revenues fund sewer operating and capital needs. Provided in the following is a
summary of the analyses completed for each utility.

Summary of Water Revenue Requirement Analysis

The revenue requirement analysis is the first analytical step in the District’s water rate study. The
water revenue requirement analysis determines the adequacy of the current water revenues to
fund current and future costs related to both operations and maintenance (O&M) expenses and
annual capital improvement needs. From this analysis, a determination can be made as to the
overall level of water revenue adjustments needed to provide adequate and prudent funding for
the utility.

For the water utility, the revenue requirement was developed based on the adopted budget for
FY 2023 with a projected time period of FY 2024 through FY 2033. A multi-year time frame is
recommended to identify major expenses that may be on the horizon. By anticipating future
financial requirements, the District may begin planning for these changes sooner, thereby
minimizing short-term rate impacts and overall long-term rates. For rate setting purposes, the
focus of the Study was on the next five-year period of FY 2024 — FY 2028.

As with the 2022 study, the revenue requirement analysis is based on the cash basis approach.
The cash basis approach is the most commonly used methodology by municipal utilities to set
their revenue requirement. Under this approach the revenues of the utility must be sufficient to
recover all cash needs including annual O&M expenses, debt service, rate funded capital, and

FR
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reserve funding. As noted, the primary financial inputs in the development of the revenue
requirement were the District’s FY 2023 budget documents, historical billed customer and
consumption data, and the water utility capital improvement plan.

Budgeted O&M expenses were projected using inflationary factors for the District’s various
expenses to provide water supply, treatment, distribution, and transmission services over the
projected time period starting with the adopted FY 2023 budget. In order to project O&M costs
over the projected time period, inflationary factors were developed based on historical District
increases in costs and estimated future inflationary impacts Once the projection of O&M was
completed the focus then shifts to the development of the capital funding plan.

A significant driver in the Study was the annual level of rate funded capital to provide adequate
funding for system infrastructure replacement and strengthen (increase) this level over the long-
term projected time period. For the District’s water utility, there is a component of the water
rates which is directly related to funding capital improvement needs. Absent this internal funding
source, the District would need to find outside funding (e.g., long-term borrowing) to fund annual
capital needs as existing reserve levels are not sufficient to fund initial capital reinvestment in
the short-term. The capital improvement plan summary is shown in Section 1 of the report which
outlines the total annual capital project needs for the District and the identified funding sources.

The District has an established capital improvement charge based on the capital needs during the
rate setting period. Over the rate setting period, the current level of the capital charge does not
provide sufficient funding for the District’s capital infrastructure, both annual capital
improvement needs and annual debt service issued to fund capital improvements. Over the
projected time period, the capital improvement charge (i.e., level of rate funding) needs to be
increased to adequately fund the capital improvements and long-term annual debt service
payments.

The final components of the cash basis approach are annual debt service and reserve funding.
The water utility currently has two outstanding debt issuances that have funded past capital
improvements. In FY 2023, the total annual debt service is approximately $307,000. This
decreases to $193,000 in FY 2028 — prior to any new issuances - as one of the debt issuances will
be retired. As part of the District’s capital funding plan, additional long-term borrowing has been
identified and assumed in order to fund the District’s water capital improvements. The assumed
additional debt will start in FY 2024 and continues to increase reaching annual debt service
payments, including existing debt service, of approximately $451,000 by FY 2028.

Given the above discussion of the components of the District's water revenue requirement, a
projection of operating and capital expenses can be developed to determine the overall level of
water rate revenues necessary to maintain the system. Provided below in Table ES - 1 is a
summary of the revenue requirement analysis for the District’s water utility.

Incline Village General Improvement District — 2023 Water and Sewer Rate Study Update 3
Executive Summary
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Table ES-1

Summary of the Water Revenue Requirement Analysis (5000)
FY2023  FY2024  FY2025  FY2026  FY2027  FY 2028

Revenue
Rate Revenues $5,900 $5,904 $5,907 $5,911 $5,914 $5,918
Non-Operating Revenues 510 493 493 493 493 494
Total Revenue $6,410 $6,397 $6,400 $6,404 $6,407 $6,412

Expenses
Total O& M $5,103 $5,208 $5,538 $5,757 55,898 $6,155
Net Debt Service 0 0 0 0 0 0
Operating Fund Transfer (317) 154 28 87 (248) (100)
Capital Fund Transfer 1,624 1,625 1,627 1,628 1,630 1,632
Additional Capital Funding 0 0 350 640 1,065 900
Total Expenses $6,410 $6,987 $7,543 $8,112 $8,345 $8,587
Bal. / (Def.) of Funds 50 ($590)  ($1,143)  ($1,708)  ($1,938)  ($2,175)
Balance as a % of Rate Adj. 0.0% 10.0% 19.4% 28.9% 32.8% 36.7%

Proposed Rate Adjustment 0.0% 10.0% 8.5% 8.0% 3.0% 3.0%
Add'l Revenue with Rate Adj. S0 $590 51,143 $1,708 51,938 $2,175
Bal. / (Def.) After Rate Adj. 0 0 0 0 0 0

As can be seen, the water revenue requirement has summed the O&M expense, net debt service,
and reserve funding (transfers). As a point of reference, annual debt service payments are funded
through the annual capital charge revenue and therefore the “Net Debt Service” is S0. The total
revenue requirement is then compared to the total revenues which include the rate revenues -
at present rate levels - and other non-operating revenues. From this comparison, a balance or
deficiency of funds in each year can be calculated. This balance or deficiency of funds is then
compared to the current level of rate revenues to determine the level of rate revenue adjustment
needed to meet the revenue requirement. Note that the “Bal. / (Def.) of Funds” row is
cumulative. That is, any adjustments in the initial years will reduce the deficiency in the later
years. Over the projected time period, the total deficiency of rate revenue ranges from $590,000
in FY 2024 to approximately $2.2 million by FY 2028.

Based on the District’s water revenue requirement analyses developed, HDR has concluded that
the District will need to adjust the level of water rate revenues received over the next five years
(FY 2024 — FY 2028). HDR has reached this conclusion for the following reasons:

B Adjustments are necessary to fund the ongoing O&M expenses to provide water service

B Adjustments are necessary to fund the current, and future, annual debt service payments

B Adjustments are necessary to maintain prudent funding of capital
&

The proposed adjustments maintain the District’s water utility’s financial health (e.g., reserve
levels, debt service coverage ratios) and provide long-term, sustainable funding levels for the
water utility

FoR
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In reaching this conclusion, HDR recommends that the District adopt the proposed rates as y
developed in the following sections for the water utility from FY 2024 through FY 2028. Based on 3
the Study assumptions, this would provide sufficient funding for the O&M and capital
improvement needs over the projected time period. A more detailed discussion of the
development of the revenue requirement is provided in Section 1.1 of this report and the
technical analysis is provided in Exhibit 1 through Exhibit 7 of the Water Technical Appendix.

Summary of the Water Cost of Service Analysis

A cost of service analysis determines the proportional distribution of the revenue requirement
to the District’s water customer classes of service (i.e., rate schedules). The objective of the cost
of service analysis is different from determining the revenue requirement. The revenue
requirement analysis determines the utility’s overall revenue needs whereas the cost of service
analysis determines the proportional manner to distribute the cost of providing service to each
customer class of service and collect that level of revenue for the proposed time period. The cost
of service analysis developed for the District is based on generally accepted methodologies as
outlined in the American Water Works Association (AWWA) M1 Manual, Principles of Water
Rates, Fees, and Charges. For the District’s Study, the water revenue requirement for FY 2024
was used as the test year in order to develop the cost of service analysis.

In summary form, the cost of service analysis began by functionalizing the revenue requirement.

For the District’s water cost of service analysis, five customer classes of service were identified.

This included residential, multi-family, commercial, irrigation, and snowmaking. As explained in

more detail later in this report, the functionalized revenue requirement was equitably allocated p
to the various cost components. The individual allocation totals were then proportionally ‘
distributed to each customer class of service based upon the customer class’s use of, or demand

placed, on each allocation component. The distributed expenses for each customer class were

then aggregated to determine each customer class’s overall revenue responsibility. Table ES - 2
provides the summary of the cost of service analysis based on the water system specific costs

and the characteristics of the District’s customer classes of service.

: Table ES -3
Summary of the Water Cost of Service Analysis ($000) — Test Year FY 2024
Present Distributed S %
Class of Service Revenues Costs Difference Difference
Residential 52,693 $2,971 (5278) 10.3%
Multi-Family 2,015 2,084 (69) 3.4%
Commercial 489 523 (33) 6.8%
Irrigation 604 787 (184) 30.4%
Snowmaking 103 129 (25) 24.7%
Total System $5,801 $6,365 ($565) 10.0%
Incline Village General Improvement District — 2023 Water and Sewer Rate Study Update 5
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A key element of the cost of service was developing a distribution approach to reflect the level
of service for each customer classes of service. The cost of service analysis results in some
differences between the customer classes of service. This is not uncommon given the nature of
how customer water consumption patterns or costs associated with providing water service
change over time. It is important to understand that a cost of service analysis is a snapshot in
time the results will vary from year to year.

A detailed discussion of the development of the cost of service analysis is provided in Section 1.2
of this report and in Exhibit 8 through Exhibit 19 of the Water Technical Appendix.

Summary of the Water Rate Designs

The final step of the water rate study update process is the design of the District’s water rates to
collect the targeted levels of revenue. The revenue requirement analysis first provided a set of
recommendations related to the annual revenue adjustments and then the cost of service
analysis provided a comparison of the proportionality between customer classes of service. Given
the results of both analyses, the proposed rates incorporate the recommendations from each
analysis.

The District’s current rate structure includes a monthly meter fee, capital improvement fee,
admin fee, and defensible space fee that is the same for all customers. The meter and capital
improvement charges vary based on the service meter size and the proportion by size is ratioed
based on safe meter operating capacity. The administration fee and a defensible space fee (for
fire fuel management) are both charged on a flat, fixed basis per account or living unit. The
consumption charge structure for residential and commercial customers is a two-tiered
increasing block structure. While the rate for each tier is the same, the residential customers
have a fixed tier size whereas the multi-family customers tiers vary by the number of units and
all other customer tiers vary by service meter size. The tier rate for irrigation customers was
updated in the 2022 rate study and is separate from the residential and commercial rate with the
tier sizes based on the customer meter size.

For the Study, the District and HDR determined that that the current structure would be
maintained. Given this, the proposed rates were based on the results of the cost of service
analysis. Itisimportant to note that the capital improvement fee component of the rate structure
is developed based on the level of annual capital over the rate setting period. The fixed meter
fee and the water use charges were then adjusted proportionally to meet the proposed rate
revenue. Provided in Table ES — 3 is a summary of the present and proposed water rates.
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Table ES -3

Summary of the Present and Proposed Water Rates

Meter Fee
3/4"
1
11/2"
L
3
4"
6"
g"
10"

Capital Improvement Fee
3/4"
1
11/2"
Pu
3
4"
6"
g"
10"

Admin Fee
Defensible Space

Water Use
Residential and Commercial
Tier 1
Tier 2
Tier 3
Irrigation
Tier 1
Tier 2
Tier 3

Present
Rates

$15.10
25.22
50.28
80.48
151.00
251.72
503.28
805.28
1,157.72

$15.10
25.22
50.28
80.48
151.00
251.72
503.28
805.28
1,157.42

$4.23
1.05

$1.95
312
3.64

$2.00
3.20
3.73

FY 2024

$17.30
28.89
57.61
92.21
173.00
288.39
576.61
922.61
1,326.39

$15.10
25.22
50.28
80.48
151.00
251.72
503.28
805.28
1,157.72

$4.44
1.05

$2.15
3.44
4.01

$2.65
4.24
4.94

FY 2025

$18.75
31.31
62.44
99.94
187.50
312.56
624.94
999.94
1,437.56

$18.23
30.44
60.70
97.16
182.29
303.88
607.59
972.18
1,397.65

$4.66
1.05

$2.15
3.44
4.01

$2.90
4.64
5.41

FY 2026

$20.10
33.57
66.93
107.13
201.00
335.07
669.93
1,071.93
1,541.07

$20.92
34.93
69.66
111.50
209.19
348.72
697.22
1,115.60
1,603.84

$4.90
1.05

$2.22
3.55
4.14

$3.15
5.04
5.87

FY 2027

$20.10
33.57
66.93
107.13
201.00
335.07
669.93
1,071.93
1,541.07

$24.85
41.50
82.76
132.47
248.53
414.30
828.35
1,325.41
1,905.48

$5.14
1.05

§2.22
3.55
4.14

$3.15
5.04
5.87

FY 2028

$21.00
35.07
69.93
111.93
210.00
350.07
699.93
1,119.93
1,610.07

$23.35
38.99
77.74
124.44
233.46
389.19 T
778.14 W/
1,245.07
1,789.97

$5.40
1.05

$2.29
3.66
4.27

$3.25
5.20
6.06

Table ES — 3 shows that the current rate structure has been maintained for all customers. The
capital improvement fee was adjusted based on the specific annual capital expenses of the
District’s water utility. The level of rates has been adjusted to reflect the overall revenue needs

in each year.
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The development of the proposed water rate designs is outlined in detail in Section 1.3 of the
Study and in the Water Technical Appendix.

Summary of the Sewer Revenue Requirement Analysis

As with the District’s water utility, the revenue requirement analysis is the first analytical step in
the sewer rate study process. The revenue requirement analysis determines the adequacy of the
current sewer rates to fund current and future costs related to annual O&M and capital needs.
From this analysis, a determination can be made as to the overall level of revenue adjustments
needed to provide adequate and prudent funding for the sewer utility.

For the Study, the sewer revenue requirement was developed for the budgeted year FY 2023
with a projected time period of FY 2024 — FY 2033 which is the same time period that was used
in the water analysis. As a practical matter, a multi-year time frame is recommended in an
attempt to identify any major expenses that may be on the horizon. By anticipating future
financial requirements, the District may begin planning for these changes sooner, thereby
minimizing short-term rate impacts and overall long-term rates. As with the water rate study, the
focus of the sewer analysis is on the next five-year period of FY 2024 through FY 2028.

For the sewer revenue requirement analysis, a cash basis approach was also utilized. As noted in
the water analysis, the cash basis approach is the most commonly used methodology by
municipal utilities to set their revenue requirement, and the method used in the 2022 rate study.
The primary financial inputs in the development of the revenue requirement were the District’s
FY 2023 sewer budget, customer characteristics, and capital improvement plan.

The budgeted sewer O&M expenses are projected using inflationary factors for the District’s
various expenses to provide sewer services over the projected time period. These inflationary
factors were based on historical District specific increases in costs and planned changes based on
planning and financial analysis. A more detailed summary of the various inflationary assumptions
is included in Exhibit 2 of the Sewer Technical Appendix which outlines the specific inflationary
factors for the various O&M expense types included within the District’s adopted sewer budget.
As a point of reference, the inflationary assumptions are the same for the water and sewer
analyses.

As with the water analysis, a concerted effort was made to increase the level of rate funded
capital (capital charge) to support the sewer capital improvement needs and maintain the sewer
system (e.g., renewal and replacement needs) especially in light of the major sewer system
capital projects related to the effluent pipeline over the next few years. A detailed discussion of
the capital funding plan is included in Section 2.1 of this report and in Exhibit 4 of the Sewer
Technical Appendix.

At the current time, the sewer utility has two outstanding long-term issues with an annual total
debt service of approximately $336,000 in FY 2023. Over the review period, the two existing
issuances are retired by FY 2027. However, with the addition of new long-term debt, to fund the
effluent pipeline project, the annual debt service payments increase in total to approximately
$2.8 million by FY 2028.
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Just as with the water utility, the sewer utility may need to transfer funds to reserves to fund W/
future capital improvements or meet prudent target ending fund reserve balances. Alternatively,
reserve funds may be used to offset annual shortfalls, as necessary. This is accomplished through
the “Reserve Funding” component of the revenue requirement.

Given a projection of O&M and capital expenses, a summary of the sewer revenue requirement
analysis was developed. Provided in Table ES - 4 is a summary of the revenue requirement
analysis for the District’s sewer utility.

Table ES - 4

Summary of the Sewer Revenue Requirement Analysis ($000)

FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Revenues
Rate Revenues 57,412 57,420 57,427 57,434 57,442 $7,449
Other Revenues 1,123 129 120 120 125 132
Total Revenues $8,535 $7,549 $7,547 $7,554 $7,567 $7,581

Expenses
Total O& M S$5,505 $5,849 $6,109 $6,389 $6,518 $6,844
Additional Capital Funding 0 0 0 0 0 0
Net Debt Service 0 0 0 0 0 0
Operating Fund Transfer (193) (525) (114) 158 331 317 P
Capital Fund Transfer 3,223 3,226 3,229 3,233 3,236 3,239 ‘
Total Expenses $8,535 $8,551 $9,224 $9,780 $10,085 $10,400
Bal./(Def.) of Funds 50 ($1,002) (81,677) ($2,225) ($2,518) (52,819)
Bal as a % of Rate Adj 0.0% 13.5% 22.6% 29.9% 33.8% 37.8%

Proposed Rate Adjustment 0.0% 13.5% 8.0% 6.0% 3.0% 3.0%
Add'l Revenue with Rate Adj S0 51,002 $1,677 $2,225 $2,518 $2,819
Bal / (Def) After Rate Adj %0 %0 ($0) 50 50 50

As can be seen, the revenue requirement has summed the O&M expense, rate funded capital,
net debt service, and reserve funding (transfers) for the District’s sewer utility. As noted with the
water analysis, annual debt service is funded through annual capital charge revenues, therefore
the Net Debt Service is $0. The total revenue requirement is then compared to the total sources
of funds which include the rate revenues - at present rate levels - and other miscellaneous
revenues. From this comparison, a balance or deficiency of funds in each year can be determined.
As a note, the “Bal. / (Def.) of Funds” row is cumulative. That is, any adjustments in the initial
years will reduce the deficiency in the later years.

Based on the revenue requirement analysis developed herein, HDR has concluded that the

District will need to adjust the level of sewer revenues over the next five years (FY 2024 — FY
2028). HDR has reached this conclusion for the following reasons:
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® Adjustments are necessary to fund the ongoing O&M expenses to provide sewer service

E Adjustments are necessary to maintain prudent funding of annual renewal and
replacement of the sewer utility

B The proposed adjustments maintain the District’s strong financial health (e.g., debt
service coverage ratios, reserves) and provide long-term, sustainable funding levels for
the District

In reaching this conclusion, HDR recommends that the District adopt the proposed rates as
developed in the following sections for FY 2024 through FY 2028 to provide sufficient funding for
the O&M and capital improvement needs identified in the Study. A detailed discussion of the
development of the sewer revenue requirement is provided in Section 2.1 of this report.

Summary of the Sewer Cost of Service Analysis

A cost of service analysis determines the proportional distribution of the revenue requirement
to the various sewer customer classes of service (i.e., rate schedules). The objective of the cost
of service analysis is to determine the proportional manner in which to distribute cost of
providing sewer service and collect that revenue over the proposed time period. The sewer cost
of service analysis is based on generally accepted methodologies as outlined in the Water
Environment Federation (WEF) Manual of Practice No. 27, Financing and Charges for Wastewater
Systems. For the sewer analysis, the sewer revenue requirement for FY 2024 was used as the test
year in order to develop the cost of service analysis.

In summary form, the cost of service analysis began by functionalizing the revenue requirement.
For the District’s sewer cost of service analysis, three customer classes of service were identified.
This included residential, multi-family, and commercial. As explained in more detail later in this
report, the functionalized revenue requirement was then allocated to the various cost
components. The individual allocation totals were then proportionally distributed to the various
customer class of service based upon each customer class’s use of or demand placed on each
system. The distributed expenses for each customer class were then aggregated to determine
each customer class’s overall revenue responsibility. Table ES - 5 provides the summary of the
cost of service analysis based on the sewer system specific costs and the District’s customer
characteristics.

; _ Table ES-5 :
‘Summary of the Sewer Cost of Service Analysis ($000)
Present Distributed S %

Class of Service Revenues Costs Difference Difference
Residential $3,197 $3,541 (5344) 10.8%
Multi-Family 3,299 3,844 (545) 16.5%
Commercial 923 1,036 113 12.2%
Total System $7,420 $8,421 ($1,002) 13.5%
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The cost of service reflects the level of service provided to each customer class. The cost of service
analysis resulted in minor differences in costs between the customer classes of service. As noted,
a cost of service analysis is a snapshot in time the results will vary from year to year.

A detailed discussion of the development of the cost of service analysis is provided in Section 2.2
of this report and in Exhibit 7 through Exhibit 15 of the Sewer Technical Appendix.

Summary of the Sewer Rate Designs

The third and final step of the rate study process is the design of the sewer rates to collect the
targeted levels of revenue. The revenue requirement analysis provided a set of
recommendations related to annual revenue adjustments and the cost of service analysis
provided a review of the proportionality between customers. As noted, the cost of service results
showed minor cost differences. Given this, it was determined that sewer rates would be adjusted
equally for all customers to reflect the results of the cost of service analysis. In discussion with
District staff, it was determined that the current rate structure was contemporary and met the
District’s goals and objectives. Given these two recommendations, the proposed rates maintain
the current rate structure, and were adjusted to reflect the cost of service results.

The District currently has the same rate structure for the residential, multi-family, and
commercial customers. This includes a monthly base charge and capital charge which are charged
per account for residential, by unit for multi-family, and by meter size for commercial. There is
also a flat admin fee for all customers. Lastly, there is a sewer use fee which is a uniform rate for
all customers with a separate rate for commercial customers. For residential customers, both
single family and multi-family, the sewer bill is based on winter water consumption, while
commercial customers bills are based on all metered water consumption.

Given the result of the prior analyses, the revenue requirement and cost of service, the proposed
sewer rates can be developed. One proposed transition is the unique rate for commercial sewer
use. Provided in Table ES — 6 is a summary of the present and proposed rates for the District’s
sewer utility.
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Table ES- 6

Summary of the Present and Proposed Sewer Rates

Present
Rates FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Base Charge
3/4", Res, Multi Fam $25.10 $32.25 $36.50 $40.00 $42.25 $44.25
1 41.92 53.86 60.96 66.80 70.56 73.90
11/2" 83.58 107.39 121.55 133.20 140.69 147.35
2" 133.78 171.89 194.55 213.20 225.19 235.85
3* 251.00 322.50 365.00 400.00 422.50 442.50
4" 418.42 537.61 608.46 666.80 704.31 737.65
6" 836.58  1,074.89  1,216.55  1,333.20  1,408.19  1,474.85
8" 1,338.58  1,719.89  1,946.55  2,133.20  2,253.19  2,359.85
10" 1,497.74  1,924.39  2,177.99  2,386.84  2,521.10  2,640.44
Capital Improvement Charge
3/4", Res, Multi Fam $31.45 $31.45 $31.45 $31.45 $31.45 $31.45
i 52.52 52.52 52.52 52.52 52.52 52.52
11/2" 104.73 104.73 104.73 104.73 104.73 104.73
27 167.63 167.63 167.63 167.63 167.63 167.63
3" 314.50 314.50 314.50 314.50 314.50 314.50
4" 524.27 524.27 524.27 524.27 524.27 524.27
6" 1,048.23  1,048.23  1,048.23  1,048.23  1,048.23  1,048.23
8" 1,677.23  1,677.23  1,677.23  1,677.23  1,677.23  1,677.23
10" 2,410.64  2,410.64  2,410.64  2,410.64  2,410.64  2,410.64
Admin Fee $4.23 $4.44 $4.66 $4.90 $5.14 $5.40
Sewer Use
Residential $4.00 $4.75 $5.37 $5.88 $6.00 $6.22
Multi-Family 4.00 4,75 5.37 5.88 6.00 6.22
Commercial 4.70 5.60 6.35 6.95 7.10 7.37

Table ES — 6 shows that the current rate structure has been maintained for all customers. The
level of rates has been adjusted to meet the revenue target calculated in the revenue
requirement analysis and the results of the cost of service analyses. These proposed rates provide
the proportionality between the various customers. The development of the sewer rate design
is outlined in more detail in Section 2.3 of the Study.

Reserve Levels

As mentioned, the District maintains reserves for the water and sewer utilities. This includes an
operating reserve, capital reserve, effluent pipeline reserve (sewer only), and debt reserve. Each
of these reserves has a target minimum balance. The operating reserve target minimum balance
is based on 25% of annual O&M expenses. The capital reserve minimum target is annual
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and capital reserve projected ending reserve balances.

depreciation expense. Provided below is a summary of the combined water and sewer operating O

Ending Operating/Capital Reserve

$12,000,000

$10,000,000

$8,000,000

$6,000,000

$4,000,000

$2,000,000

$0

FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029 FY 2030 FY 2031 FY 2032 FY 2033

mmmm Operating/Capital Reserve s Effluent Pipeline Reserve «+® ¢ Target Minimum

As noted, in addition to the operating and capital reserves, the District maintains a debt reserve

fund. This fund maintains a minimum balance of one year of annual water and sewer debt
service payments. This level is maintained during the course of this study.

Summary of the Water and Sewer Rate Study

The Study focused on the adequacy and proportionality of the District’s water and sewer rates.
Based on the analyses developed herein, which included the District’s specific operating and
capital expenses, HDR has proposed a comprehensive set of recommendations for each utility.
The following sections of the report provide a more detailed discussion of the technical analyses

undertaken, along with the findings, conclusions, and recommendations of the Study.
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I. 1 Development of the Water Study Update

This section of the report will describe the development of the water rate study update. This
includes the development of the revenue requirement, cost of service, and rate design analyses.
Each of these analyses was completed for the water system based on the specific customer and
system characteristics. The following discussion will outline the summary of each of these
analyses to support the development of cost-based and proportional water rates.

1.1 Water Revenue Requirement

This following discussion describes the development of the revenue requirement for the District’s
water utility. The District has provided detailed revenue and expenses data for the water system
that provides the basis for the development of the revenue requirement. The revenue
requirement analysis is the first analytical step in the comprehensive water rate study process.
This analysis determines the adequacy of the District’s overall water revenues, at current rate
levels. From this analysis, a determination can be made as to the overall level of revenue (rate)
adjustment needed to provide adequate and prudent funding for both operating and capital
needs. HDR developed an independent analysis based on information provided by the District as
part of the review of proposed rate adjustments.

1.1.1 Determining the Water Revenue Requirement

In developing the District’s water revenue requirement, the water utility - as an enterprise fund
- must financially “stand on its own” and be properly funded. That is, no transfers from other
District funds occur to support the water utility. As a result, the revenue requirement analysis, as
developed herein, assumes the full and proper funding needed to operate and maintain the
water system on a financially sound and prudent basis. A goal of the Study was to maintain
prudent funding for each utility as a separate enterprise fund.

1.1.2 Establishing a Time Frame and Approach

The first step in calculating the revenue requirement for the District’s water utility was to
establish a time frame for the analysis. For the Study, the revenue requirement was developed
for a 10-year time period (FY 2023 through FY 2033). Reviewing a multi-year time period is
recommended as it attempts to identify any major expenses that may be on the horizon. By
anticipating future financial requirements, the District can begin planning for these changes
sooner, thereby minimizing short-term rate impacts and overall long-term rates. For purposes of
establishing rates, the Study focuses on the next five years as the rate setting period of FY 2024
through FY 2028.

The second step in determining the revenue requirement was to decide on the basis of
accumulating costs. In this case, for the revenue requirement analysis a cash basis approach was
utilized. The cash basis approach is the most common methodology used by municipal utilities to
set their revenue requirement and the approach used in the 2022 rate study. Table 1 - 1 provides
a summary of the cash basis approach and cost components used to develop the District’s water
revenue requirement.
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Tablel1-1

Overview of the Water Cash Basis Revenue Requirement

Operation and Maintenance Expenses

Taxes and Transfers

Rate Funded Capital

Debt Service (Principal + Interest) — Existing and Future
Reserve Funding

Total Revenue Requirement

0o+ A+ o+ o+ o+

Miscellaneous Revenues

Net Revenue Requirement (Balance Required from water Rates)

Given a time period around which to develop the revenue requirement and a method to
accumulate the costs, the focus shifts to the development and projection of the revenues and
expenses of the District’s Study.

The primary financial inputs in the development of the revenue requirement are the District’s
adopted budget for the water utility, historical billed customer and consumption data, and the
water capital improvement plan. Presented below is a detailed discussion of the steps and key
assumptions contained in the development of the projections of the District’s water revenue
requirement analysis.

1.1.3 Projecting Rate and Other Miscellaneous Revenues \ 4
The starting point of the revenue requirement is to develop a projection of the water rate
revenues, at present rate levels. In general, this process involved developing projected billing
units for each customer group. For the water utility, the billing units are the number of accounts,
and meters, for the fixed billing charge and the billed usage (metered consumption) for the
consumption charge. The billing units were then multiplied by the current adopted water rates.
This method of independently calculating revenues links the projected revenues used within the
analysis to the projected billing units. It also helps to confirm that the billing units used within
the study are reasonable for purposes of projecting future revenues, distributing costs, and
ultimately, establishing proposed

rates. FY 2023 Rate Revenues ($000s) e Snamné?:“g_
Irrigation . - $103

In total, and at current rate levels, $604

the District is projected to receive Cornrivcial | et

approximately $5.9 million in rate sas9 | $2,681

revenue in FY 2023. Over time, the
study has assumed a conservative
level of customer growth, based
on historical growth levels, of 0.1%
per year. This results in rate revenues being essentially flat over the projected time period.
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In addition to rate revenues, the District receives miscellaneous revenues as a result of operating
the water system. These are revenues related to interest earnings, fees, rental income, and other
miscellaneous revenues. In total, the District is projected to receive approximately $500,000
annually during the rate setting period.

On a combined basis, incorporating the rate revenues and the miscellaneous revenues, the
District’s water utility has total projected revenues of approximately $6.4 million in FY 2023 which
remains flat through FY 2028 at $6.4 million. Again, this does not include any proposed revenue
adjustments, only increases in rate revenues due to customer growth and annual changes in
miscellaneous revenues.

1.1.4 Projecting Operation and Maintenance Expenses

Operation and maintenance (O&M) expenses are incurred by the District to provide water service
(supply, treatment, distribution, etc.) as well as to operate and maintain the existing
infrastructure. The District provided detailed O&M expenses based on the FY 2023 adopted
budget. The budgeted O&M expenses were projected over the time period based on historical
inflationary factors experienced by the District and the general economy. Provided in Table 1 -2
is a summary of the primary escalation factors used to develop the projection of O&M expenses
for the water utilities.

Table1-2 _
Summary of the O&M Escalation Factors
FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Labor 5.0% 5.0% 5.0% 5.0% 5.0%
Benefits - Medical 10.0% 10.0% 10.0% 10.0% 10.0%
Benefits - Other 6.0% 6.0% 6.0% 6.0% 6.0%
Professional / Special Srvcs. 5.0% 5.0% 5.0% 5.0% 5.0%
Materials & Supplies 3.0% 3.0% 3.0% 3.0% 3.0%
Equipment 4.0% 4.0% 4.0% 4.0% 4.0%
Miscellaneous 3.0% 3.0% 3.0% 3.0% 3.0%
Utilities 4.0% 4.0% 4.0% 4.0% 4.0%
Insurance 3.0% 3.0% 3.0% 3.0% 3.0%

Each of the budgeted O&M expenses were reviewed and the applicable escalation factor applied
to develop the O&M for the projected time period. Exhibit 2 of the Water Technical Appendix
provides a summary of the assumptions used to develop the projection of revenues and
escalation of the O&M expenses.

Based on the FY 2023 adopted budget, the total 0&M expenses for the District’s water utility are
$5.1 million. In addition to the FY 2023 budget, additional expenses related to future staff were
included starting in FY 2024. Over the planning horizon, total O&M expenses for the District are
projected to increase to approximately $6.2 million by FY 2028 based on the corresponding
escalation factors. The projection of O&M expenses reflects an average inflationary increase of
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3.8% per year over the projected time period through FY 2028. This is driven in part by the cyclical
nature of the repairs and maintenance budget line item.

1.1.5 Capital Funding Plan

A key component in the development of the District’s water revenue requirement was properly
and adequately funding capital improvement needs. One of the major issues facing utilities
across the U.S. is the amount of deferred capital projects and the funding pressure from growth
or expansion-related improvements. The proper and adequate funding of capital projects is an
important issue for all water utilities and is not just a local issue or concern of the District.

In general, there are three types of capital projects that a utility may need to fund. These include
the following types:

B Renewal & replacement projects
B Growth / capacity expansion projects
B Regulatory-related projects

A capital project that is defined as a renewal and replacement project is a project required for
maintaining the existing system that is in place today. As the existing plant or pipelines become
worn out, obsolete, etc., the utility should be making continuous investments to maintain the
integrity of the facilities. In contrast to this, a utility may make capital investments to expand the
capacity of facilities to accommodate future capacity needs (customers). Finally, certain projects
may be a function of a regulatory requirement in which the Federal or State government
mandates the need for an improvement to the system to meet a regulatory standard.
Understanding these different types of capital projects is important because it may help to
explain why costs are increasing and the cost drivers for any needed revenue adjustments. In
addition, and more importantly, the way in which projects are funded may vary by the type of
capital project. For example, renewal and replacement projects should be paid for via rates and
funded on a “pay-as-you-go basis.” In contrast to this, growth or capacity expansion projects may
be funded via the collection of impact fees (i.e.,, growth-related charges) in which new
development pays an equitable share of the cost of facilities necessary to serve their
development (impact). Finally, regulatory projects may be funded by a variety of different means,
which may include rates, long-term debt, grants, etc.

While the above discussion appears to neatly divide capital projects into three clearly defined
categories, the reality of working with specific capital projects may be more complex. For
example, a pump may be replaced, but while being replaced, it is up sized to accommodate
greater capacity to serve increasing demands or new development. There are many projects that
share these “joint” characteristics.

For purposes of developing the capital funding plan the District provided its capital improvement
plan (CIP) which has been summarized in Table 1 - 3 along with the expected funding sources
developed as part of the rate study.
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Table1-3

- Summary of the Water Capital Funding Analysis ($000)
FY2023  FY2024  FY2025  FY2026  FY2027  FY 2028

Total Capital Projects $2,433 $2,843 $1,942 $3,619 $2,311 $1,481
Less: Other Funding

Operating Fund S0 S0 S0 S0 S0 S0
Capital Fund 2,229 1,273 1,592 979 1,246 581
Grant Funding 205 0 0 0 0 0
Long-Term Borrowing 0 1,570 0 2,000 0 0
Total Other Funding Source $2,433 $2,843 $1,592 $2,979 $1,246 $581
Total Rate Funded Capital S0 i) $350 $640 $1,065 $900

The capital improvements are primarily related to renewal and replacement of aging water
system infrastructure as well as annual equipment purchases. While the total amount required
to fund projects may vary from year-to-year, the rate study capital funding plan has developed a
plan to provide a consistent funding source for capital improvements. As a point of reference,
the District’s annual depreciation expense for the water utility was $1.8 million for FY 2022. A
desirable and recommended minimum funding target for rate funded capital is an amount equal
to or greater than annual depreciation expense. This is critical as the replacement cost of an asset
may be many times the original costs reflected through annual depreciation expense. As a point
of reference, the District’s current water capital charge totals approximately $1.6 million. Given
this, the additional rate funded capital reflects the increase in the annual renewal and
replacement funding needs. In developing this financial plan, HDR and the District have
attempted to minimize rate impacts while funding the necessary capital improvement projects.

1.1.6 Projection of Debt Service

The District currently has two (2) outstanding long-term debt issues for the water utility. On a
combined basis, the total annual debt service for FY 2023 is approximately $307,000. Over the
review period, one of the of issuances is retired in FY 2027 which results in a reduction of
$114,000 per year. However, as noted in Table 1 — 3 it is assumed that the District’s water utility
will need to issue (new) long-term debt over the rate setting period and the total annual debt
service is anticipated to be approximately $451,000 per year by FY 2028. For rate setting purposes
the debt service is funded through the annual capital charge revenues.

As part of the Study, HDR is not providing municipal advice as it relates to bonds, terms, or
structures of debt issuance. Rather, the Study is simply identifying funding needs and estimating
the annual debt service payments for rate setting purposes.

1.1.7 Reserve Funding

The final component of the revenue requirement analysis is the transfer to, or from, reserves to
either maintain prudent ending fund balances or for future funding of specific capital
improvements. In future years, as rates are adjusted and reach sufficient levels, the District is
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able to transfer funds to the operating reserves to replenish prior expenditures and to meet
minimum target levels. For the District’s study the annual capital charge revenue is transferred
to the capital reserve to fund annual debt service and capital improvements.

1.1.8 Summary of the Revenue Requirement

Giventhe above projections of revenues and expenses, a summary of the District’s water revenue
requirement analysis can be developed. In developing the revenue requirement analysis,
consideration was given to the financial planning considerations of the District. In particular,
emphasis was placed on minimizing rates, while providing adequate funds to support the
operational activities and necessary capital improvement needs over the review period.
Presented below in Table 1 - 4 is a summary of the District’s water revenue requirement based
on projected expenses and current rates. Detailed exhibits of this analysis can be found in the
Water Technical Appendix in Exhibit 3.

Table1-4

Summary of the Water Revenue Requirement Analysis (S000)

FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Revenues
Rate Revenues $5,900 $5,904 $5,907 $5,911 $5,914 $5,918
Other Revenues 510 493 493 493 493 494
Total Revenues $6,410 $6,397 $6,400 $6,404 $6,407 $6,412

Expenses ™
Total O& M $5,103 $5,208 $5,538 S$5,757 $5,898 $6,155 '
Net Debt Service 0 0 0 0 0 0
Operating Transfer (317) 154 28 87 (248) (100)
Capital Transfer 1,624 1,625 1,627 1,628 1,630 1,632
Additional Capital Funding 0 0 350 640 1,065 900
Total Expenses $6,410 $6,987 $7,543 $8,112 $8,345 $8,587
Bal./(Def.) of Funds S0 (S590) (51,143) (51,708) (51,938) ($2,175)

Balance as a % of Rate Adj. 0.0% 10.0% 19.4% 28.9% 32.8% 36.7%

Proposed Rate Adjustments 0.0% 10.0% 8.5% 8.0% 3.0% 3.0%

Add'l Revenue with Rate Adj. S0 $590 $1,143 $1,708 $1,938 $2,175

Bal. / (Def.) After Rate Adj 0 0 0 (0) 0 (0)

The water revenue requirement has summed the O&M, net debt service, and reserve funding
(transfers) for the five-year rate setting period. The total revenue requirement is then compared
to the total revenues which are the rate revenues, at present rate levels, and other miscellaneous
revenues. From this comparison, a balance or deficiency of funds in each year can be determined.
This balance or deficiency of funds is then compared to the rate revenues to determine the level
of rate revenue adjustment needed to meet the revenue requirement. The “Bal. / (Def.) of Funds”
row is cumulative. That is to say, any adjustments in the initial years will reduce the deficiency in
the later years.
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As shown, the overall level of revenues needs to be increased over the test period to meet the
operating and capital needs of the water utility. Based on the analysis, the District will need to
adjust rate revenue levels in FY 2024 by 10.0%, 8.5% in FY 2025, 8.0% in FY 2026, and 3.0%
annually in FY 2027 and FY 2028. Based on the rate transition plan provided in Table 3 — 4, the
proposed annual revenue adjustments (blue shaded line) have been developed to meet the
operating and capital needs of the District in each year of the analysis.

1.1.9 Reserve Fund Levels

Another key element of determining the financial health and sustainability of the District’s water
utility is to review the level of available reserve levels after the proposed rate revenue
adjustments. In general, utilities can have several different reserves each with a different
purpose. The typical types of reserves utilities maintain are generally referenced as an operating
reserve and a capital reserve. Each of these funds can have a minimum ending balance that, if
reached or falls below, is a signal that the District should review the revenue sources associated
with each fund. The minimum ending balances will vary depending on the purpose of the fund
and the expected revenue sources.

The District’s water utility rate study included the review of three primary reserves.

Operating Reserve— This reserve is in place to meet the District’s cash flow needs as well as
funding during emergencies. The typical minimum ending balance for an operating reserve
ranges from 90 — 365 days of annual O&M expenses. The target minimum for the District for rate
setting purposes was set at 25% (or 90 days) of annual 0&M expenses and is approximately 51,3
million. This target is used in order to maintain a sufficient amount of funds to cover expenses
should any unexpected interruption of rate revenues occur.

Capital Reserve — This reserve similar to the operating reserve but the capital expenses rather
than operating expenses. A capital reserve minimum balance is generally set on a level that
targets average annual capital needs or annual depreciation expense. For capital, the fund acts
to store funds for use towards future capital projects. In this way, the District can minimize the
impact to rates on an annual basis and maintain a more levelized projection of rates over time.
Again, these funds are in place to help support the capital needs of the system. For the Study, a
target minimum was set at annual depreciation which for FY 2023 for water is $1.8 million.

Debt Reserve — This reserve, as the name implies, is relating to storing funds for debt service.
The idea being that the funds would be available to pay the annual debt service payment should
and unforeseen circumstance with regards to revenue generation or collection interruption. For
the water rate study, it is assumed that one year of average annual debt service will be held in
the debt reserve fund. This level of reserves will need to be reviewed as the District issues
additional long-term debt and the debt issuance may require a reserve fund.

1.1.10 Revenue Requirement Summary

Based on the revenue requirement analyses developed herein, HDR has concluded that the
District will need to adjust the level of water revenues received over the next five years (FY 2024
— FY 2028). HDR has reached this conclusion for the following reasons:

B Rate adjustments are necessary to fund the water utility O&M costs
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B Rate adjustments are necessary to maintain prudent funding of annual renewal and
replacement of the water system and specific capital improvements identified over this time
period

B The proposed adjustments will provide the District with a financially healthy water utility
(e.g., reserve levels, debt service coverage ratios) and provide long-term, sustainable funding
levels

In reaching this conclusion, HDR recommends that the District adopt the proposed annual
revenue adjustments for FY 2024 through FY 2028. This is in order to provide sufficient funding
for the O&M and capital improvement needs for the Study time period.

1.2 Water Cost of Service

In the previous section, the revenue requirement analysis focused on the total sources and
application of funds required to adequately fund the District’s water utility. This section will
provide an overview of the cost of service analysis developed for the District.

A cost of service analysis determines the proportional distribution of the total revenue
requirement between the various customer classes of service (Residential, Multi-Family,
Commercial, Irrigation, and Snowmaking). The previously developed revenue requirement for FY
2024 was utilized in the development of the cost of service analysis.

1.2.1 Objectives of a Cost of Service Study
There are two primary objectives in conducting a cost of service analysis:

1. Proportionally distribute the District’s revenue requirement among the customer classes
of service; and,
2. Derive average unit costs (i.e., cost-based rates) for subsequent rate designs

The objectives of the cost of service analysis are different from determining a revenue
requirement. As noted in the previous section, a revenue requirement analysis determines the
utility’s overall financial needs, while the cost of service analysis determines the proportional and
equitable manner to collect the revenue requirement from each of the customer classes of
service.

The results of the cost of service analysis determine the unit costs which are used in the
development of the final proposed rate designs. The water cost of service analysis provides a per
unit cost of water consumption based on each customer class’s proportional share of costs. For
example, a water utility incurs costs related to average day, peak day, fire protection, and
customer-related cost components. A water utility must build sufficient capacity! to meet

1 System capacity is the system’s ability to supply water to all delivery points at the time when demanded.
Coincident peaking factors are calculated for each customer class at the time of greatest system demand. The time
of greatest demand is known as peak demand. Both the operating costs and capital assets related costs incurred to
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summer peak capacity needs. Therefore, those customers contributing to those peak demands
on the system should pay their proportionately higher share of the costs to provide the capacity
in the system. The unit costs provide the relationship between these components which are then
used to set proportional and cost-based rates.

1.2.2 Determining the Customer Classes of Service

The first step in a cost of service analysis is to determine the customer classes of service. Based
on discussion with District staff, the classes of service used within the cost of service analysis
were:

B Residential
B Multi-Family
B Commercial
B Irrigation

B Snow Making

In determining classes of service for cost of service purposes, the objective is to group customers
together into similar or homogeneous groups based upon similar facility requirements and/or
demand characteristics. Based on the District’s desire to evaluate and develop cost of service
based rates, the customer classes of service were developed for evaluating the current rates for
each customer class of service. This is a key aspect of the cost of service analysis that allows for
the proportional distribution of costs to establish the proposed rates for each customer class of
service. Based on these customer classes of service, each with their own unique customer
consumption patterns, characteristics, and facility requirements the cost of service can be
developed.

1.2.3 General Cost of Service Procedures

In order to evaluate the proportionality of the current rate structure for each customer class of
service on the District’s water system, a cost of service analysis is conducted. A cost of service
analysis utilizes a three-step approach to review costs. These steps take the form of
functionalization, allocation, and distribution. Provided below is a detailed discussion of the
water cost of service study conducted for the District, and the specific steps taken within the
analysis. The approach used for the District’s Study conforms to generally accepted cost of service
methodologies as outlined in the AWWA M1 manual.

1.2.3.1 Functionalization of Costs

The first analytical step in the cost of service process is called functionalization. Functionalization
is the arrangement of O&M expense and asset data by major operating functions (e.g., supply,
transmission, storage, distribution). Within this Study, there was a limited amount of

accommodate the peak demands are generally allocated to each customer class based upon the class’s
contribution to the peak month, day, or hour event.
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functionalization of the cost data as it was largely accomplished within the District’s system of
accounts.

1.2.3.2 Allocation of Costs

The second analytical task performed in a water cost of
service study is the allocation of the costs. The allocation
of costs examines why the expenses were incurred or
what type of need is being met. The following allocation
components were used to develop the water cost of
service analysis. As a point of reference, these are the
same allocation components as develop for the 2022
rate study.

Commodity Related Costs: Commodity costs are
those costs which tend to vary with the total
guantity of water consumed by a customer.
Commodity costs are those incurred under average
load (demand) conditions and are generally specified
for a period of time such as a month or year.
Chemicals is an example of commodity-related cost
as these costs tend to vary based upon the total
demand of water.

Capacity Related Costs: Capacity costs are those
which vary with peak demand, or the maximum rates
of flow to customers. System capacity is required
when there are large demands for water placed
upon the system (e.g., summer lawn watering). For
water utilities, capacity related costs are generally
related to the sizing of facilities needed to meet a
customer’s maximum water demand at any point in
time. For example, portions of distribution storage
reservoirs and mains (pipes) must be adequately
sized to meet the peak demands of the system and
for each customer class of service.

Customer Related Costs: Customer costs are those
costs which vary with the number of customers on
the water system. They do not vary with system
output or consumption levels. These costs are also
sometimes referred to as readiness to serve or
availability costs. Customer costs may also
sometimes be further allocated as either actual or
weighted. Actual customer costs vary proportionally,
from customer to customer, with the addition or
deletion of a customer regardless of the size of the

Water Cost of Service Analysis
Terminology

Functionalization — The arrangement
of the cost data by functional category
(source of supply, distribution,
treatment, etc.).

Allocation - The assighment of
functionalized costs to cost
components  (e.g., commodity,

capacity, customer, and fire protection
related).

Distribution = — Distributing the
allocation costs to each class of service
based upon each class’s proportional
contribution to that specific cost
component.

Commodity Costs — Costs that are
allocated as commodity related vary
with the total demand of water (e.g,,
chemical use at a treatment plant).

Capacity Costs — Costs allocated as
capacity related vary with peak day or
peak hour usage. Facilities are often
designed and sized around meeting
peak demands.

Fire Protection Costs — Costs that are
related to fire protection services (e.g.,
hydrants, oversizing of storage and
distribution mains).

Customer Costs — Costs allocated as
customer related vary with the
number of customers on the system
(e.g., metering costs).
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customer. An example of an actual customer cost is postage for mailing bills. This cost does
not vary from customer to customer, regardless of the size or consumption characteristics of
the customer. In contrast, a weighted customer cost reflects a disproportionate cost, from
customer to customer, with the addition or deletion of a customer. Examples of weighted
customer costs are items such as meter maintenance expenses, where a large commercial
customer requires a significantly more expensive meter than a typical residential customer.

® Public Fire Protection Related Costs: Fire protection costs are O&M and capital costs
necessary to allow for public fire protection functions. Usually, such costs relate to public fire
hydrants and the over-sizing of mains and distribution storage reservoirs for fire protection
purposes.

B Revenue Related Costs: Some costs associated with the utility may vary with the amount of
revenue received by the utility. An example of a revenue related cost would be a utility tax
which is based on the gross utility revenue.

B Direct Assignment: Some costs associated with the utility may be directly assigned to a
specific customer class, or classes. This can be a specific O&M expense or component of the
infrastructure that only benefits a specific customer class, or classes.

1.2.4 Development of Distribution Factors

Once the allocation process is complete, and the customer groups have been defined, the
allocated costs are distributed to each customer group. The District’s allocated costs were
proportionally distributed to the previously identified customer classes of service using the
following distribution factors. Similar to the allocation approach, these are the same distribution
factors as used to develop the 2022 rate study.

® Commodity Distribution Factor: As noted, commodity-related costs vary with the total water
consumption. Therefore, the commaodity distribution factor was based on the projected total
metered consumption plus losses for each class of service based on recent customer metered
consumption data and projected for the FY 2024 cost of service test period.

B Capacity Distribution Factor: The capacity distribution factor was developed based on the
estimated contribution to peak day use of each class. Peak day use by customer class of
service was calculated by developing peaking factors for each customer group. For the
District’s Study, the peaking factor was defined as the relationship between peak day
contribution and average day use and determined for each customer group based on a review
of the average month to peak month usage for each class of service. Given an estimated
peaking factor, the peak day contribution for each class of service was developed.

® Customer Distribution Factor: Customer costs vary with the number of customers on the
system. Two basic types of customer distribution factors were identified — actual and
weighted. The distribution factor for actual customers were based on the projection of the
number of customers developed within the revenue requirement. The weighted customer
distribution factor is for meters and services. This factor is calculated on the number of
equivalent meters for each customer class. This reflects the difference in costs associated
with providing service to larger sized meters.
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B Public Fire Protection Distribution Factor: The development of the distribution factor for
public fire protection expenses involved an analysis of each class of service and their
respective fire flow requirements. The analysis considered the gallon per minute fire flow
requirements in the event of a fire, along with the duration of the required flow. The fire flow
rates used within the distribution factor were based on industry standards estimates for each
customer class of service. The minimum fire flow requirements are then multiplied by the
number of customers in each class of service, and the assumed duration of the fire, to
determine the class’s prorated fire flow requirements.

B Revenue Related Distribution Factor: The revenue related distribution factor was developed
from the projected rate revenues for FY 2024 for each customer class of service. These same
revenues were used within the revenue requirement analysis discussed previously.

Details related to the distribution of costs is found in Exhibits 8 through 12 of the Water Technical
Appendix. The distribution actors were based on the customer characteristics of the District’s
customers. That is the characteristics (average day, peak day, customer number) of the previously
discussed customer classes of residential, commercial, irrigation, and snow making.

1.2.5 Functionalization and Allocation of Plant in Service

As noted, the first step of the cost of service analysis is the functionalization and allocation of
plant in service. In performing the functionalization of plant in service, HDR utilized the District’s
historical plant (asset) records. Once the plant assets were functionalized, the analysis shifted to
the allocation of the asset. The allocation process included reviewing each group of assets and
determining which costs the assets were related to. The assets were allocated to the previously
described allocation components of commodity-related, capacity-related, customer-related,
revenue-related, public fire protection-related, or a direct assignment. The approach used for the
Study is based on the methodology as described in the AWWA M1 Manual and the District’s
specific water system operating and customer characteristics. The functionalization and
allocation of the plant in service followed the same approach as outlined in the 2022 rate study.
Therefore, the relationships have been maintained between cost allocations and only the costs
have been updated.

Table 1 -5 provides a summary of the basic functionalization and allocation of the major water
plant items.
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Table1l-5

Sumrﬁary of the Allocation of Water Plant in Service

Commodity  Capacity = Customer Fire Revenue Direct

Category Related Related Related Protection Related Assign.
Land 100.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Source of Supply 50.5% 49.5% 0.0% 0.0% 0.0% 0.0%
Pump Station 50.5% 49.5% 0.0% 0.0% 0.0% 0.0%
Storage 0.0% 92.0% 0.0% 8.0% 0.0% 0.0%
Water Distribution 3.6% 30.6% 58.8% 7.0% 0.0% 0.0%
Water Treatment 50.5% 49.5% 0.0% 0.0% 0.0% 0.0%
Net Plant in Service 32.3% 39.9% 25.4% 2.4% 0.0% 0.0%

A more detailed exhibit of the functionalization and allocation of water plant (assets) can be
found in the Water Technical Appendix in Exhibit 13.

1.2.6 Functionalization and Allocation of Operating Expenses

As noted in the AWWA M1 Manual, operating expenses are generally functionalized and
allocated in a manner similar to the corresponding plant account. For example, maintenance of
distribution mains is typically allocated in the same manner (allocation percentages) as the plant
account for distribution mains. This approach to allocating the District’s operating expenses was
used for this analysis. Although in general, the District does separate O&M expenses by function
(e.g., supply, distribution), not all of the O&M is functionalized which is not uncommon for
utilities. As a result, the approach to allocate the operating expenses was based on the allocation
of the plant, or asset data, which reflects the investment made by the District to provide service.

For the Study, the revenue requirement for FY 2024 was functionalized and allocated based on
the approach noted above. Which was based on the approach established in the 2022 rate study.
The District utilized a cash basis revenue requirement, which was comprised of operation and
maintenance expenses, rate funded capital, debt service, and reserve funding. Provided in Table
1 -6 is a summary of the allocation of the water revenue requirement to the cost centers. The
allocation of revenue requirement is further detailed in Exhibit 15 of the Water Technical

Appendix.

Table1-6
Summary of the Allocation of the Revenue Requirement ($000)
Wt. Cust
Actual Wt. Cust. Mtrs & Fire Revenue
Commodity  Capacity Customer Actg. Srvcs Protection Related
Net Revenue
———— $1,738 $1,863 $17 S0 $2,719 $158 S0
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1.2.7 Major Assumptions of the Cost of Service Study
A number of key assumptions were used within the District’s water cost of service study. Below
is a brief discussion of the major assumptions used.

B A test period of FY 2024 was used for the cost of service analysis in order to select the
expenses which should be allocated and distributed for the rate setting period. The revenue
and expense data used was previously developed within the revenue requirement analysis.

B Acash basis approach was utilized which conforms to generally accepted water cost of service
approaches and methodologies and was the basis for the 2022 rate study

B The allocation of plant in service was developed based upon generally accepted cost
allocation techniques. Furthermore, they were developed using the District’s specific system
and customer characteristics and data

® Consumption by cost or class of service used within this study were developed for each class
of service from historical usage information provided by the District

B Peak day capacity distribution factors were calculated based upon each customer group’s
average to peak month relationship

1.2.8 Summary Results of the Cost of Service Analysis

In summary form, the cost of service analysis began by functionalizing the water revenue
requirement developed for FY 2024. The functionalized revenue requirement was then allocated
to the appropriate cost component(s). The individual allocation totals were then distributed to
the identified customer classes of service and tiers based on the appropriate distribution factor.
For example, commodity related costs were distributed based on the commodity distribution
factor which was based on annual water consumption. Each customer class, and/or tier, is
distributed their proportional share of commodity costs based on total annual water
consumption. Similarly, capacity costs were distributed proportionally based on the capacity
distribution factor. This factor reflects the peaking characteristics of each customer class, and
tier. In this way, each class, and tier, is distributed the proportional share of costs allocated to
the capacity component.

The distributed expenses for each customer class were then aggregated to determine each
customer class’s overall revenue responsibility. Shown below in Table 1 - 7 is a summary of the
distributed costs to each customer class of service, also described in Exhibit 18 to the Water
Technical Appendix.
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Table1 -7

Summary of the Distribution of the Water Revenue Requirement ($000)

Component Residential  Multi-Family Commercial Irrigation Snowmaking Total
Commodity 5827 $414 $154 $274 S68 $1,738
Capacity 954 368 116 388 37 1,863
Actual Customer 14 1 1 0 0 17
Cust. Acctg. 0 0 0 0 0 0
Meters & Services 1,113 1,231 227 125 23 2,719
Fire Protection 64 70 24 0 0 158
Revenue Related 0 0 0 0 0 0
Direct Assign. 0 0 0 0 0 0
Total $2,971 $2,084 $523 $787 $129 $6,494

The District’s water cost of service study distributes the FY 2024 revenue requirement to each
customer class with their respective benefit received from and burdens placed on the water
system (proportional distribution). A cost of service analysis is based on one year’s O&M expense
data and projected customer usage information. Given this, the results of the cost of service
analysis may change from year to year. As the District continues to monitor rates and cost of
service results through future studies, future cost of service adjustments may be necessary to
reflect costs and customer consumption patterns at that time.

Based on the proportional distribution of the costs, a comparison is made to the current revenues
to determine the overall revenue adjustment by class of service to meet the overall system
revenue needs. Provided in Table 1 - 8 is a summary of the cost of service analysis.

Table1-8
Summary of the Water Cost of Service Analysis ($000)
Present Distributed S %
Class of Service Revenues Costs Difference Difference
Residential $2,693 52,971 (5278) 10.3%
Multi-Family 2,015 2,084 (69) 3.4%
Commercial 489 523 (33) 6.8%
Irrigation 604 787 (184) 30.4%
Snowmaking 103 129 (25) 24.7%
Total System $5,801 $6,365 ($565) 10.0%

As can be seen in Table 1 - 8, while an overall revenue adjustment of 10.0% is necessary, the
distribution of costs results in different revenue adjustments by class of service. It is important
to note that the result of the cost of service analysis are a snapshot in time and may change from
year to year depending on the system and customer characteristics. Given this, the results of the
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cost of service analysis are reviewed from a range of reasonableness perspective. Based on this,
the class of service that is outside of the range of reasonableness is the irrigation and snow
making customer classes.

11229%  Consultant’s Conclusions and Recommendations

The results of the cost of service show differences in the cost to serve each customer class,
specifically the irrigation and snow making customer classes of service. The 2022 study
established a separate consumption charge for the irrigation and snow making customers to
begin toimplement the cost of service results from the 2022 study. As shown in the cost of service
results for this study, the irrigation and snow making rate should continue to be adjusted to
reflect the cost of service results. The balance of costs, are applied equally to the remaining
customer classes of service. The next section — 1.3 or the water rate design —it is discussed how
the rate structure is adjusted to reflect the results of the cost of service. It is recommended that
the District continue to complete cost of service analyses periodically and review the results to
see if additional trends are apparent.

1122100 Summary of the Cost of Service Analysis
This section of the report has provided the recommendations resulting from the cost of service
analysis developed for the District’s water utility. This analysis was prepared using generally
accepted cost of service techniques as provided in the AWWA M1 Manual. The following section
of the report will provide a summary of the present and proposed rates for the District’s water
utility.

1.3 Water Rate Design

The final step of the District's water analysis as part of the Study is the design of water rates to
collect the desired levels of revenues, based on the results of the revenue requirement analysis
as well asincorporating recommended adjustments from the cost of service analysis. In reviewing
District’s rates, consideration must be given to the level of the rates as well as the structure of
the rates. The level of rates reflects the amount of revenues that should be collected while the
structure of the rates is how it is collected (charged) from the customers.

The overall revenue level for the District’s has been established in the revenue requirement
analysis while the proportional distribution of costs between the customer classes has been
developed in the cost of service analysis which provides the revenue levels to be collected from
each class of service.

113211 Rate Design Criteria and Considerations
Prudent rate administration dictates that several criteria must be considered when setting utility
rates. Some of these rate design criteria are listed below:

Rates which are easy to understand from the customer’s perspective

Rates which are easy for the District to administer

Consideration of the customer’s ability to pay

Continuity, over time, of the rate making philosophy
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B Policy considerations (encourage efficient use, economic development, etc.)
B Provide revenue stability from month to month and year to year
B Promote efficient allocation of the resource

B Equitable and non-discriminatory (cost-based)

It is important that the District provide its water customers with a proper price signal as to what
their consumption and peaking (demand) requirements are costing. This goal may be approached
through rate level and rate structure. When developing the proposed rate designs, all the above
listed criteria can be taken into consideration. However, it is difficult, if not impossible, to design
a rate that meets all the goals and objectives listed above. For example, it may be difficult to
design a rate that takes into consideration the customer’s ability to pay, and one which is cost-
based. In designing rates, there are always trade-offs between the various goals and objectives.

1.3.2 Present Water Rates

The current water rate structure includes a fixed base charge which is flat for residential and
multi-family then for all other customers it is based on the service meter size and adjusted by the
CAF factor or the meter equivalency factor. Customers are also charged a capital improvement
charge that is assessed in the same manner as the fixed base charge. There is also a three tier
volumetric consumption charge for the first 20,000 gallons, 20,000 to 60,000 gallons, and over
60,000 gallons. These tiers are adjusted based the CAF factor corresponding to the service meter
size for non-residential customers. In this way, the tier sizes for larger customers reflect the
demands and use of water by customers and the capacity provided through the fixed meter
charge. The rate by tier is the same for residential and commercial customers while the irrigation
customers have a unique rate based on the cost of service results.

1.3.3 Summary of the Proposed Water Rates

Developing cost-based water rates is of paramount importance in developing proposed water
rates. HDR developed the District’s proposed rates based on the methodologies provided in the
AWWA M1 Manual.

The next step is to develop the proposed rates for the next five-year period. The capital charge is
calculated based on the capital improvement projections as developed in the revenue
requirement for the rate setting period, both direct capital funding and annual debt service
payments. Then the fixed and variable charges were adjusted to target the overall rate revenue
adjustment. Provided below is a summary of the present and proposed rates for each customer
class of service for each year of the rate setting period. Provided below in Table 1-9isa summary
of the current and proposed rates for the District’s customers.
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Table1-9 iy
k

Summary of the Present and Proposed Water Rates
Present Rates FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Meter Fee
3/4" $15.10 $17.30 $18.75 $20.10 $20.10 $21.00
1" 25.22 28.89 3131 33.57 33.57 35.07
11/2" 50.28 57.61 62.44 66.93 66.93 69.93
2" 80.48 92.21 99.94 107.13 107.13 111.93
3" 151.00 173.00 187.50 201.00 201.00 210.00
4" 251.72 288.39 312.56 335.07 335.07 350.07
6" 503.28 576.61 624.94 669.93 669.93 699.93
8" 805.28 922.61 999.94 1,071.93 1,071.93 1,119.93
10" 1,157.72 1,326.39 1,437.56 1,541.07 1,541.07 1,610.07
Capital Improv. Fee
3/4" $15.10 $15.10 $18.23 $20.92 $24.85 $23.35
1" 25.22 25.22 30.44 34,93 41.50 38.99
11/2" 50.28 50.28 60.70 69.66 82.76 77.74
2" 80.48 80.48 97.16 111.50 132.47 124.44
3" 151.00 151.00 182.29 209.19 248.53 233.46
4" 251.72 251.72 303.88 348.72 414.30 389.19
6" 503.28 503.28 607.59 697.22 828.35 778.14
8" 805.28 805.28 972.18 1,115.60 1,325.41 1,245.07
10" 1,157.42 1,157.72 1,397.65 1,603.84 1,905.48 1,789.97
Admin Fee $4.23 $4.44 $4.66 $4.90 $5.14 $5.40 P}
Defensible Space 1.05 1.05 1.05 1.05 1.05 1.05 W7/
Water Use (Res & Com)
Tier 1 $1.95 $2.15 §2.15 $2.22 $2.22 $2.29
Tier 2 3.12 3.44 3.44 3.55 3.55 3.66
Tier 3 3.64 4.01 4.01 4,14 4.14 4.27
Water Use (Irrigation)
Tier 1 $2.00 52.65 $2.90 $3.15 $3.15 $3.25
Tier 2 3.20 4.24 4.64 5.04 5.04 5.20
Tier 3 3.73 494 5.41 5.87 5.87 6.06

As noted, the capital charge is based on the capital funding needs in each year, both direct capital
and annual debt service payments. The admin fee was adjusted annual based on the annual
increase in costs for those expense accounts as developed in the revenue requirement. The
meter charge and consumption charge were then increased to meet the overall revenue target
for each year.

It is important to note that the monthly bill impacts will vary between customer classes and also
customers in the same class depending on the meter size and amount of consumption. The
proposed rates meet the overall revenue adjustments necessary to fund operating and capital
costs as developed in the Study, as well as a continuing the transition of the implementation of
the cost of service results for the irrigation customers.
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1.3.4 Water Rate Study Update Recommendations
Based on the results of the water rate study, HDR recommends the following:

B Revenue adjustments are necessary to prudently fund operating and capital renewal and
replacement expenses

> Revenues should be adjusted 10.0% in FY 2024, 8.5% in FY 2025, 8.0% in FY 2026, and
3.0% annually in FY 2027 and FY 2028

B Recommend implementing cost of service adjustments, specifically to address the irrigation
cost of service results

B Prior to the end of the financial planning projected period, the District should complete a
review of the water revenue levels and costs at that time

1.4 Summary of the Water Rate Study Update

This completes the analysis for the Incline Village General Improvement District’s water utility.
This study has provided a comprehensive review and development of proposed water rates for
the District. Adoption of the proposed water rates will allow the District to meet its current and
projected financial obligations for the time period reviewed based on the assumed customer
growth, capital plan, and inflationary increases in operating costs. Should these assumptions
change, the proposed rate adjustments may also need to be revised to reflect the current
conditions.
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- 2 Development: of the Sewer Study Update
i ]

This section of the report will describe the development of the sewer rate study. This includes
the development of the revenue requirement, cost of service, and rate design analyses. Each of
these analyses was completed for the sewer utility based on the specific sewer customer and
sewer system characteristics. The following discussion will outline the summary of each of these
analyses to support the development of cost-based and proportional sewer rates.

2.1 Revenue Requirement

This section describes the development of the revenue requirement analysis for the District’s
sewer utility. The revenue requirement analysis is the first analytical step in the comprehensive
sewer rate study process. From this analysis, a determination can be made as to the overall level
of sewer rate adjustments needed to provide adequate and prudent funding for both operating
and capital needs of the utility. The primary objective of a rate study is to develop cost-based
rates over the rate setting period.

2.1.1 Determining the Revenue Requirement

In developing the District’s sewer revenue requirement, the utility must financially “stand on its
own” and be properly funded. As a result, the revenue requirement analysis, as developed
herein, assumes the full and proper funding needed to operate and maintain the District sewer
system on a financially sound and prudent basis. The following sections will provide a more
detailed discussion of the development of the sewer revenue requirement analysis for the
District.

2.1.2 Establishing a Time Frame and Approach

The first step in calculating the revenue requirement for the District’s sewer system was to
establish a time frame for the revenue requirement analysis. A 10-year period (FY 2024 —FY 2033)
was determined to be an appropriate amount of time for the revenue requirement and matches
the approach taken for the water utility. This time period was composed of the District’s FY 2023
budget which was then projected based on assumed escalation factors. Reviewing a multi-year
time period is recommended since it attempts to identify any major expenses that may be on the
horizon. By anticipating future financial requirements, the District can begin planning for these
changes sooner, thereby minimizing short-term rate impacts and overall long-term rates.

The second step in determining the sewer revenue requirement was to decide on the basis of
accumulating costs. In this particular case, for the revenue requirement analysis a “cash basis”
approach was utilized just as for the District’s the water utility. The cash basis approach is the
most commonly used methodology by municipal utilities to set their revenue requirement and is
also the methodology that was used in the development of the District’s 2022 rate study.

Given a time period around which to develop the revenue requirement and a method to
accumulate the costs, the focus then shifts to the development and projection of the revenues
and expenses of the District’s sewer utility. The primary financial inputs in the development of
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the revenue requirement were the District’s adopted budget documents, recent billed customer
data, and the District’s capital improvement plan. Presented below is a detailed discussion of the
steps and key assumptions contained in the development of the projections of the District’s
sewer revenue requirement analysis.

2.1.3 Projecting Rate and Other Miscellaneous Revenues

The first step in developing a projection of the sewer rate revenues, at present rate levels, was
to determine the projected billing units (meter size, metered consumption/winter water
consumption). The billing units were based on the most recent 12-month period to determine
the current customer billing characteristics. These billing units were then multiplied by the
corresponding present sewer rates. This method

of independently calculating revenues links the FY 2023 Rate Revenues
projected revenues used within the analysis to ($000s)

the projected billing units. It also helps to

confirm that the billing units used within the Coonmesciall

Study are reasonable for purposes of projecting sz

future revenues, customer characteristics or
units for the cost of service analysis, and provide e R
the units for establishing the proposed rates to o O il .
collect the target level of revenues. The rate 143,194
revenues are also shown in Exhibit 3 under “Rate VMl )

Revenues” for FY 2023.

Family
$2296

In total, and at adopted rate levels, the District’s
sewer utility is projected to receive
approximately $7.4 million in rate revenue in FY
2023. Based on current District planning documents, the Study has assumed a conservative
assumption for customer growth of 0.1% per year. By FY 2028, the rate revenues - assuming no
rate adjustments - are projected to be approximately $7.4 million, that is, essentially flat. The
detailed calculation of the revenues at present rates is included in Exhibit 3 of the Sewer
Technical Appendix.

In addition to rate revenues, the District also receives other non-operating revenues. These are
revenues related to interest income, fees, other misc. revenue, etc. In total, the sewer utility is
projected to receive approximately $1.1 million in FY 2023 of which a significant proportion ($1.0
million) is a one-time transfer to the sewer utility. Non-operating revenues were estimated to
decrease after the one-time transfer and be approximately $132,000 by FY 2028.

On a combined basis, considering the rate revenues and the miscellaneous revenues, the
District’s sewer utility has total projected revenues of approximately $8.5 million in FY 2023. This
amount is anticipated to decrease due to the one-time transfer to approximately $7.6 million
through FY 2028. The assumptions used for projecting growth and increases in miscellaneous
revenues can be found in Exhibit 2 of the Sewer Technical Appendix. The projection of rate and
miscellaneous revenues can be found in Exhibit 3.
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2.1.4 Projecting Operation and Maintenance Expenses
Operation and maintenance (O&M) expenses are incurred by the District to maintain the sewer
system collection, pumping, and treatment at a consistent, high level, of service. The starting

point of the projection of O&M expenses was the District’s adopted FY 2023 budget. Budgeted

O&M expenses were projected over the Study time period based on historical inflationary

factors. These factors took into consideration the District’s historical cost increases and projected
increases and are summarized below in Table 2 - 1.

Table2 -1
Summary of the Sewer O&M Escalation Factors

FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Labor 5.0% 5.0% 5.0% 5.0% 5.0%
Benefits - Medical 10.0% 10.0% 10.0% 10.0% 10.0%
Benefits - Other 6.0% 6.0% 6.0% 6.0% 6.0%
Professional Srvcs. 5.0% 5.0% 5.0% 5.0% 5.0%
Materials & Supplies 3.0% 3.0% 3.0% 3.0% 3.0%
Equipment 4.0% 4.0% 4.0% 4.0% 4.0%
Chemicals 5.0% 5.0% 5.0% 5.0% 5.0%
Utilities 4.0% 4.0% 4.0% 4.0% 4.0%
Insurance 3.0% 3.0% 3.0% 3.0% 3.0%
Power 4.0% 4.0% 4.0% 4.0% 4.0%
Miscellaneous 2.5% 2.5% 2.5% 2.5% 2.5%

In total, O&M expenses were projected to increase at an annual inflation rate of approximately
4.5% over the Study time period. The escalation factors used are shown in Exhibit 2 of the Sewer
Technical Appendix. In addition to the budgeted O&M expenses, there was also additional O&M
expenses regarding staffing needs starting in FY 2024.

The total operation and maintenance expenses for the sewer utility are budgeted to be
approximately $5.5 million in FY 2023. Over the five-year projected rate setting period, the total
0&M expenses are projected to increase to approximately $6.8 million by FY 2028.

2.1.5 Projecting Capital Funding Needs

A key component in the development of the sewer revenue requirement was to adequately fund
capital improvement needs in the short- and long-term. One of the major issues facing many
utilities across the U.S. is the amount of deferred capital projects and the funding pressure from
regulatory-related improvements. The proper and adequate funding of capital projects is an
important issue for all utilities and not just a local issue or concern of the District. To accomplish
this, the District has a Capital Improvement Plan (CIP) to address both the short- and long-term
needs of the sewer utility. The District’s CIP will help guide and prioritize capital projects over
time and capital investments to expand the capacity of facilities to accommodate future
customers.
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In general, there are three types of capital projects that the District may need to fund. These
include the following types:

® Renewal and replacement projects
B Growth/capacity expansion projects
B Regulatory-related projects

Each of these types was explained in detail in Section 1.1.5 and are the same for sewer as outlined
in the water rate study discussion. As noted, in Section 1.1.5, the way in which projects are
funded may vary by the type of capital project. For example, renewal and replacement projects
should be funded through annual rates on a “pay-as-you-go basis”. In contrast to this, growth or
capacity expansion projects may be funded through the collection of capacity charges (i.e.,
growth-related charges) in which new development pays a proportional and equitable share of
the cost of improvements required as a result of their connection (impact) and that benefit
development. Finally, regulatory projects may be funded by a variety of different means, which
may include one or more sources such as rates, long-term debt, grants, etc.

While the above discussion appears to neatly divide capital projects into three clearly defined
categories, the reality of working with specific capital projects may be more complex. For
example, a mainline may be replaced, but while being replaced, it is up sized to accommodate
the need for greater capacity. There are many projects that share these “joint” characteristics.
At the same time, projects may not be “replacement” related, but rather “improvement” related.
Provided below in Table 2 - 2 is a summary of the sewer utility capital funding analysis, based on
the District’s capital improvement plan.

Table2 -2

Summary of the Sewer Capital Funding Plan ($000)

FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Total Capital Improvement Projects $18,688  $19,592 516,773  $18,771 $1,657 $863
Less: Other Funding

Operating Fund $0 S0 S0 S0 S0 50
Capital Fund 2,497 0 0 0 1,657 863
Effluent Reserve Fund 7,979 721 523 2,521 0 0
USDA Grant 3,052 2,191 0 0 0 0
Federal Earmark 0 1,600 0 0 0 0
Long-term Borrowing 5,160 15,080 16,250 16,250 0 0
Total Other Funding 518,688 $19,592 $16,773 $18,771 $1,657 $863
Rate Funded Capital S0 S0 $0 S0 S0 S0

While the total amount of capital improvements will vary from year to year, the sewer capital
funding plan has attempted to provide a consistent, annual funding source for the replacement
of deteriorating system assets. In this case, the sewer rate structure includes a capital charge that
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provides funding for annual capital improvement needs. In addition to this, to fund the capital
plan, the District has planned on long-term debt to fund the effluent pipeline project.

As a point of reference, the District’s annual depreciation expense for FY 2022 is approximately
$1.9 million. Similar to the target for the water utility, a desirable funding target for rate funded
CIP is an amount equal to or greater than annual depreciation expense in order to approximately
keep up with the rate of deterioration of the system assets. This level of funding appears
appropriate based on the level of annual depreciation expense. At current levels, the District’s
annual capital funding is far exceeding the annual depreciation expense which means they are
adequately funding renewal and replacement of the existing sewer infrastructure.

As noted in the water capital funding section, annual depreciation expense is not the same as
replacement cost. Thus, funding an amount which exceeds the depreciation expense is both
prudent and appropriate. As noted, to help establish a prudent level of annual replacement
funding through rates, HDR worked with District staff to develop a funding plan for the CIP. In
developing this financial plan, HDR and the District have attempted to minimize rate impacts
while funding the necessary capital projects of the sewer utility.

2.1.6 Projection of Debt Service

The District currently has two outstanding long-term debt issues for the sewer utility with a total
annual payment (P+l) of approximately $336,000 in FY 2023. Over the rate setting period, both
of the existing issuances are fully paid for. As noted in the capital funding analysis, the District
has assumed that additional long-term debt will be necessary to fund sewer utility capital
improvements, primarily the effluent pipeline project, over the five-year review period. This
results in a total long-term debt service of approximately $2.8 million in FY 2028.

HDR is not advising the District on the terms of any bond issuances, only identifying the overall
funding needs. HDR is not acting in a municipal advisor role to the District for the issuance of any
long-term borrowing.

2.1.7 Reserve Funding

The final component of the revenue requirement analysis is reserve funding. This can be
described as transfers of revenue to reserve funds to maintain prudent ending fund balances or
for future funding of specific or unanticipated projects. For the District, funds from the capital
charge component of the rates are transferred into the capital fund in order to pay for annual
capital improvement projects and annual debt service. In addition, once rates are set at a
sufficient level, annual revenues are transferred to meet the operating fund minimum target
balances.

2.1.8 Summary of the Sewer Revenue Requirement

Given the above projections of revenues and expenses, a summary of the sewer revenue
requirement analysis can be developed. In developing the revenue requirement analysis,
consideration was given to the financial planning considerations of the District. In particular,
emphasis was placed on attempting to minimize rates, yet still have adequate funds to support
the operational activities and capital projects throughout the projected time period. Presented
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(' in Table 2 - 3 is a summary of the projected sewer revenue requirement. Detailed exhibits of this
analysis can be found in the Sewer Technical Appendix (Exhibits 1 - 6).

Table 2-3

Summary of the Sewer Revenue Requirement Analysis ($5000)
FY2023  FY2024  FY2025  FY2026  FY2027  FY 2028

Revenues
Rate Revenues 57,412 $7,420 $7,427 57,434 $7,442 $7,449
Other Revenues 1,123 129 120 120 125 132
Total Revenues $8,535 $7,549 $7,547 $7,554 $7,567 $7,581
Expenses
Total O & M $5,505 $5,849 $6,109 $6,389 56,518 $6,844
Additional Capital Funding 0 0 0 0 0 0
Net Debt Service 0 0 0 0 0 0
Operating Fund Transfers (193) (525) (114) 158 331 317
Capital Fund Transfers 3,223 3,226 3,229 3,233 3,236 3,239
Total Expenses $8,535 $8,551 $9,224 $9,780 $10,085 $10,400
Bal./(Deficiency) of Funds S0 ($1,002) (51,677) (52,225) (52,518) (52,819)
Balance as % of Rev from Rates 0.0% 13.5% 22.6% 29.9% 33.8% 37.8%
Proposed Rate Adjustments 0.0% 13.5% 8.0% 6.0% 3.0% 3.0%
Add'l Revenue with Rate Adj. S0 $1,002 $1,677 52,225 52,518 52,819

Bal. / (Def.) After Rate Adj. S0 S0 (s0) S0 1] S0

As can be seen, the revenue requirement has summed the O&M, rate funded capital, net debt
service, and reserve funding components. Similar to the water utility analysis, the annual debt
service is funded through the existing capital charge component of the sewer rates. The total
revenue requirement is then compared to the total revenues which include both rate revenues
— at current rate levels — and other revenues. From this comparison, a balance or deficiency of
funds in each year can be determined. This balance or deficiency of funds is then compared to
the projected revenues from current rates to determine the level of rate adjustment needed to
meet the revenue requirement. The “Bal. / (Def.) of Funds” row is cumulative. That is, any
adjustments in the initial years will reduce the deficiency in the later years. Over the rate setting
period, the total deficiency in revenues ranges from approximately $1.0 millionin FY 2024 to $2.8
million in FY 2028.

The revenue requirement in Table 2 - 3 has been developed to meet financial planning objectives
of the District. More specifically, the District desires to adequately and prudently fund the sewer
operating and capital needs. Table 2 - 3 has also included a set of proposed rate revenue
adjustments (blue highlighted band) which are sufficient to meet the total revenue requirements
over the projected time period. The proposed revenue adjustments are a function of assumed
inflation over this time period, coupled with the need to increase the capital improvement
funding from rates (renewal and replacement funding), meet minimum reserve levels, fund
annual debt service payments, and meet legally required debt service coverage ratios.
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The overall revenue adjustments may not reflect the final rate adjustments, or bill impacts, seen
by the District’s customers. The overall revenue adjustment reflects the needed revenues for the
system as a whole. A more detailed revenue requirement is included in Exhibit 3 of the Sewer
Technical Appendix.

2.1.9 Consultant’s Conclusions

Based on the revenue requirement analysis developed herein, HDR recommends that the District
adjust sewer revenues annually over the next five-year period (FY 2024 — FY 2028). HDR has
reached this conclusion for the following reasons:

B Revenue adjustments are necessary to fund the District’s capital improvement needs

B The revenue adjustments are necessary in order to fund the annual inflationary costs related
to annual sewer O&M

B The proposed revenue adjustments maintain the District’s strong financial health and provide
long-term sustainable funding levels

In reaching this conclusion, HDR would recommend that the District adopt the proposed sewer
rate revenue adjustments in order to provide sufficient funding for annual O&M and capital
improvement program over the next five-year period.

2.1.10 Summary of the Sewer Revenue Requirement

This section of the Study has provided a discussion of the District’s sewer revenue requirement
analysis. The revenue requirement analysis developed a revenue transition plan to support the
District’'s O&M and capital needs. The next section will discuss the cost of service analysis
developed for the District’s sewer utility.

2.2 Sewer Cost of Service Analysis

In the previous section, the revenue requirement analysis focused on the total revenues and
expenses required to adequately fund the District’s sewer utility. This section will provide an
overview and summary of the cost of service analysis developed for the District’s sewer utility.

The sewer cost of service analysis is concerned with the proportional distribution of the total
revenue requirement among the various customer classes of service (i.e., Residential, Multi-
Family, Commercial) to establish cost-based and proportional rates for each customer class of
service. The previously developed revenue requirement was utilized in the development of the
cost of service analysis.

2.2.1 Objectives of a Cost of Service Study
There are two primary objectives in conducting a sewer cost of service study:

B Proportionally distribute the District’s revenue requirement among the customer classes of
service; and

® Derive average unit costs (i.e., cost-based rates) for subsequent rate designs.

The primary objective of the cost of service analysis is the proportional and equitable manner to
collect the revenue requirement from the District’s various customer classes of service. The
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second rationale for conducting a cost of service analysis is to allow for the development of
proposed rates that properly reflect the costs incurred by the District and impacts customer place

on the sewer system. For example, a sewer utility typically
incurs costs related to flow (wastewater volumes), strength,
and customer cost components. Each of these types of costs
may be collected in a slightly different manner to allow for the
development of rates that collect costs in the same manner
as they are incurred.

2.2.2 Determining the Customer Classes of
Service

The first step in a cost of service analysis is to determine the
customer classes of service. The customer classes of service
for the Study are based on the current rate schedules of the
District. As part of the Study, HDR reviewed the customer
classes with the District and determined they reflect the
various customer types and system facility requirements. For
purposes of the development of the cost of service analysis,
the following customer classes of service were identified:

B Residential
B Multi-Family
B Commercial

In determining classes of service for cost of service purposes,
the objective is to group customers together into similar or
homogeneous groups based upon facility requirements
and/or flow characteristics. HDR reviewed the current
customer characteristics and facility requirements, and the
proposed customer classes of service are consistent with
typical industry practices.

2.2.3 General Cost of Service Procedures

In order to determine the proportional cost to serve each
customer class of service on the District’s sewer system, a cost
of service study is conducted. A cost of service study utilizes a
three-step approach to review costs which is outlined in the
Water Environment Federation Manual of Practice No. 27
(WEF MOP #27). These steps take the form of
functionalization, allocation, and distribution. Provided below
is a detailed discussion of the Study conducted for the District,
and the specific steps taken within the analysis.

2.2.3.1 Functionalization of Costs
The first analytical step in the cost of service process is called

Terminology of a Sewer Cost
of Service Analysis

Functionalization - The
arrangement of the cost data by
functional category (e.g.,
collection, pumping, treatment).

Allocation — The assignment of
functionalized costs to cost
components (e.g.,  volume,
strength, and customer related).

Distribution — Distribute the
allocated costs to each class of
service based upon each class’s
proportional contribution to that
specific cost component.

Volume Costs — Costs that are
allocated as volume related vary
with the total flow of wastewater
(e.g., power for pumping).

Strength Costs — Costs allocated
as strength related refer to the
sewer treatment  function.
Typically, strength-related costs
are further defined as biochemical
oxygen demand (BOD) and
suspended solids (SS). Treatment
facilities are designed and sized
around meeting these treatment
demands.

Customer Costs — Costs allocated
as customer related vary with the
number of customers on the
sewer system, e.g., billing,
accounting costs, etc.

Direct Assignment — Costs that
can be clearly identified as
belonging to a specific customer
or group of customers.

functionalization. Functionalization is the arrangement of expenses and asset (plant) data by
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major operating functions (e.g., collection, pumping, treatment). Within this Study, the District’s
records functionalized a majority of the expenses and assets. For those that were not, HDR
worked with District staff to review and functionalize the expense or asset.

2.2.3.2 Allocation of Costs

The second analytical task performed in a sewer cost of service study is the allocation of the costs.
Allocation determines why the expenses were incurred or what type of need is being met. The
following cost allocators were used to develop the Study. These were the same allocation
components as used in the development of the 2022 sewer rate study.

B  Volume Related Costs: Volume related costs are those costs which tend to vary with the total
quantity of wastewater collected and treated. A majority of collection system costs are
included in this component as well as electricity used for pumping or treating wastewater.

® Strength-Related Costs: Strength-related costs are those costs associated with the handling
and the treatment of wastewater. For the District’s study, strength was differentiated
between biochemical oxygen demand? (BOD) and total suspended solids® (TSS). These
constituents represent the strength factors that drive the District’s treatment related costs.
Increased strength levels of BOD or TSS equates to increased treatment costs for sewer
treatment.

B Customer-Related Costs: Customer-related costs vary with the addition or deletion of a
customer or a cost which is a function of the number of customers served. Customer related
costs typically include the costs of billing, collecting, and accounting. Customer related costs
can be further defined as weighted or reflect a higher cost of providing specific costs such as
billing.

B Revenue-Related Costs: Some costs associated with the utility may vary with the amount of
revenue received by the utility. An example of a revenue related cost would be a utility tax
which is based on gross utility revenue.

H Direct Assignment: In some cases, a specific component of the infrastructure, or a specific
O&M expense can be the direct responsibility of a specific customer class or classes. In this
case, it is directly assigned to that customer class classes.

The basis, or methodology, for the allocation process is outlined in the WEF MOP #27. The
methodology provided in the manual was then applied to the District’s specific circumstances,
customers, O&M and capital costs, and system operation to develop the appropriate allocation
approach in a similar manner as the 2022 sewer rate study.

2 BOD is the amount of dissolved oxygen that must be present in water in order for microorganisms to decompose
the organic matter in the wastewater.
3 SS is the entire amount of organic and inorganic particles dispersed in wastewater.
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2.2.3.3 Development of Distribution Factors

Once the allocation process is complete, the various allocated costs were distributed to each
customer class of service. The District’s allocated costs were proportionally distributed to the
customer classes of service using the following distribution factors.

B Volume Distribution Factor: Volume related costs are distributed on the basis of contribution
to wastewater flows. In order to develop this distribution factor, some knowledge of the
contribution to flows must be determined. Wastewater flows were calculated based on billed
wastewater flows for the District’s customers which is based on metered water consumption.
The calculation of the volume distribution factor is shown in Exhibit 7 of the Technical
Appendix.

®m Strength Distribution Factor: Strength-related costs are first allocated between BOD and TSS
and then distributed to each customer class. The strength levels and each individual
customer’s wastewater volumes were used to calculate the pounds removed for each
constituent which relates to each customer classes proportional contribution and share of
costs. For the District’s study, all customers were set at domestic strength wastewater levels.
Exhibit 8 in the Technical Appendix provides the calculation of the strength distribution
factor.

B Customer Distribution Factor: Customer costs within the cost of service analysis are
distributed to the various customer classes of service based upon their respective number of
accounts. The actual customer distribution factor assumes that there is no disproportionate
cost associated with serving a customer (e.g., postage for bills is the same regardless of the
size or usage of the customer). The other customer factor is called the customer capacity
demand factor and is developed based on the number of equivalent meters for each
customer class. This is meant to reflect the potential flows of each customer class. Exhibit 9
of the Technical Appendix provides the calculation of the customer distribution factors.

B Revenue Related Distribution Factor: The revenue related distribution factor was developed
from the projected rate revenues for FY 2024 for each customer class of service as developed
in Exhibit 3. A summary of the revenue distribution factor is provided in Exhibit 10 of the
Technical Appendix.

The development of the distribution factors is based on generally accepted principles as outlined
inthe WEF MOP #27.

2.2.4 Functionalization and Allocation of Plant in Service

As noted, the first steps of the cost of service analysis is the functionalization and allocation of
District’s plant in service. In performing the functionalization of plant in service, HDR utilized the
District’s historical plant (asset) records. Once the plant assets were functionalized, the analysis
shifted to the allocation of each asset. The allocation process included reviewing each
functionalized asset and determining which cost allocator the assets were related to. For
example, the District’s assets were allocated as: volume-, strength- (BOD, TSS), customer-, and
revenue-related. Provided below is a summary of the allocation process for the functional
categories. The functionalization and allocation of the sewer plant in service was based on the
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approach as established in the 2022 sewer rate study. Therefore, the relationships have been |
maintained between cost allocations and only the sewer costs have been updated. L 4

A detailed exhibit of the District’s functionalization and allocation of plant investment can be
found in the Technical Appendix Exhibit 11.1. Provided below in Table 2 - 4 is a summary of the
allocation of the District’s plant in service (e.g., assets).

Table2 -4 .
Summary of the Allocation of Plant in Service
voL BOD TSS Cust. cco DA
Collection 100.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Treatment 50.0% 25.0% 25.0% 0.0% 0.0% 0.0%
General Plant 67.1% 16.5% 16.5% 0.0% 0.0% 0.0%

2.2.5 Functionalization and Allocation of O&M Expenses

Following generally accepted methodologies as outlined in the WEF MOP #27, operating
expenses are generally functionalized and allocation in @ manner similar to the corresponding
plant account. For example, maintenance of the collection system is typically allocated in the
same manner (percentages) as the plant account for the collection system. This approach to
allocating the District’s sewer operating expenses was used for this analysis. The District has a
functionalized O&M budget that identifies O&M expenses by function (e.g., treatment,
maintenance). Given this, in general, the approach to allocating the operating expenses was
based on the allocation of the plant, or asset data. As a note, there are exceptions to this
approach so that the analysis results in an equitable allocation and proportional distribution of
costs and reflects the District’s specific customer and system characteristics. One example is the
capital charge component of the rate. For the District’s study this is allocated as capacity demand
to reflect the potential demands each customer class can place on the system. In this way, the
distributed costs reflect the manner in which these costs are recovered through the capital
charge component of the rates.

For the District’s study, the revenue requirement for FY 2024 was functionalized and allocated
based on the approach noted above. As noted earlier, the District utilized a cash basis revenue
requirement, which was comprised of operation and maintenance expenses, rate funded capital,
debt service, and reserve funding.

Provided in Table 2 -5 is a summary of the allocation of the District’s FY 2023 test period revenue
requirement using the methodology outlined in the WEF MOP #27 and the District’s specific
facility requirements and operations.
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Table2 -5

Summary of the Allocation of the FY 2024 Revenue Requirement (5000’s)

Total Volume BOD TSS Customer ccb RR / DA

58,421 $1,477 5348 $348 s0 $6,248 S0

Based generally accepted approaches, and the District’s specific costs and operation of the
wastewater collection and treatment system, the revenue requirement of approximately $7.5
million is allocated between the volume, strength, and customer related components. As noted,
provided in Exhibit 13 of the Technical Appendix provides a detailed summary of the allocation
of the District’s revenue requirement.

2.2.6 Summary of the Sewer Cost of Service Analysis

In summary, the cost of service analysis began by functionalizing the District’s sewer assets
(infrastructure) and O&M expenses. The functionalized asset and expense accounts were then
allocated into their various cost components.

As shown in Table 2 = 5 the total revenue requirement for FY 2024 has been allocated between
the various cost components based on generally accepted methodologies. Next, the individual
allocation totals are distributed proportionally to the identified customer classes of service based
on the appropriate distribution factors as previously discussed. As an example, volume-related
costs were distributed based on each customer classes share of total wastewater contributions.
The total costs allocated to each cost component were proportionally distributed between the
customer classes using the previously mentioned distribution factors. Provided in Table2 -6isa
summary of the distribution of the revenue requirement to the customer classes of service.

Table2-6 | :

Summary of the Distributed of the FY 2024 Revenue Requirement ($000’s)

Total Residential Multi-Family Commercial
Volume $1,477 5569 $578 $330
BOD 348 134 136 78
TSS 348 134 136 78
Actual Customer 0 0 0 0
Cust. Capacity Demand 6,248 2,704 2,994 551
RR 0 0 0 0
DA 0 0 0 0
Total $8,421 $3,541 $3,844 $1,036

The total distributed costs are then compared to the current revenues of each class of service to
determine the overall change in revenues needed from each class of service to reflect the

FR

incline Village General Improvement: District—2023Waterand Sewer RatesStudyy 44
Development of the Sewer Study Update

Page 134 of 750



proportional distribution of costs. Provided in Table 2 — 7 is a summary of the cost of service
analysis for the District’s Study.

Table2-7
Summary of the Sewer Cost of Service Analysis (5000)
Current
Rate Distributed S %

Class of Service Revenues Costs Difference Difference
Residential $3,197 83,541 ($344) 10.8%
Multi-Family 3,299 3,844 (545) 16.5%
Commercial 923 1,036 113 12.2%
Total $7,420 $8,421 ($1,002) 13.5%

The results of the cost of service analysis indicate very minor cost of service differences between
the customer classes of service. This is in part, due to the cost of service adjustments
implemented during the 2022 rate study, specifically the development of a specific rate for the
commercial customers. A general rule of thumb when evaluating the results is to look at +/- 5%
of the overall system adjustment (i.e., 13.5%). When reviewing the results of the cost of service
analysis, it is important to understand that the results will not be “exact” each time the District
updates its cost of service analysis. This is due to changing customer wastewater characteristics,
external impacts such as the area demographics and customer types, and other changes in how
the District incurs costs. Given the results, in discussion with the District, there are no cost of
service adjustments proposed at this time.

The development of the cost of service is provided in Exhibits 7 through 15 of the Sewer Technical
Appendix.

2.2.7 Consultant’s Conclusions

As noted, the results of the cost of service analysis show that only minor cost differences exist
between the various customer classes of service. It is important to note that the cost of service
relationships will change over time as customer characteristics and costs change over time.

2.2.8 Summary

This section of the Study has provided a summary of the cost of service analysis developed for
the District. This analysis was prepared using generally accepted cost of service techniques and
principles. The next section of the Study will review the present and proposed sewer rates for
the District.

2.3 Sewer Rate Design Analysis

The final step of the District’s sewer rate study is the design of rates to collect the desired levels
of revenue, based on the results of the revenue requirement analysis. In reviewing District’s
rates, consideration is given to the level of the rates and the structure of the rates.
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( 2.3.1 Rate Design Criteria and Considerations
Prudent rate administration dictates that several criteria must be considered when setting utility
rates. An example of some of these rate design criteria are listed below:

Rates which are easy to understand from the customer’s perspective

Rates which are easy to administer by the District

Consideration of the customer’s ability to pay

Continuity, over time, of the rate making philosophy

Policy considerations (encourage efficient use, economic development, etc.)
Provide revenue stability from month to month and year to year

Promote efficient allocation of the resource

Cost-based sewer rates

Compliance with State law

When developing the proposed rate designs, all the above-listed criteria were taken into
consideration. However, it is difficult, if not impossible, to design a rate that meets all the goals
and objectives listed above. For example, it may be difficult to design a rate that takes into
consideration customers’ ability to pay, and one which is cost-based. In designing rates, there are
always trade-offs between these various goals and objectives.

2.3.2 Overview of the Present and Proposed Sewer Rates
The District currently has a monthly fixed charge for all customers that is charged by service
( meter size. There is also a capital improvement charge which is also charge based on the service
meter size. A flat administration fee is charged per account. Finally, there is a uniform sewer use
rate charged on all use for commercial customers. Residential (Single family and Multi-Family)
are charge the same uniform rate but only on usage up to the winter water average as calculated
on use from December to April. In discussion with District staff, no rate structure changes to the
sewer rates are being proposed at this time. However, a unique volume charge (sewer use) is
maintained for residential and multifamily customers as well as the commercial customer class
which reflects the costs of providing service. Provided in Table 2 - 8 is a summary of the current
and proposed sewer rates.
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Table2 -8

Summary of the Present and Proposed Sewer Rates

Present
Rates FY 2024 FY 2025 FY 2026 FY 2027 FY 2028

Base Charge

3/4" $25.10 $32.25 $36.50 $40.00 $42.25 $44.25
1" 41.92 53.86 60.96 66.80 70.56 73.90
11/2" 83,58 107.39 121.55 133.20 140.69 147.35
2" 133.78 171.89 194,55 213.20 225.19 235.85
3" 251.00 322.50 365.00 400.00 422.50 442.50
4" 418.42 537.61 608.46 666.80 704.31 737.65
6" 836.58  1,074.89  1,216.55  1,333.20  1,408.19  1,474.85
8" 1,338.58 1,719.89 1,946.55 2,133.20 2,253.19 2,359.85
10" 1,497.74  1,924.39  2,177.99  2,386.84  2,521.10  2,640.44
Capital Improvement

3/4" $31.45 $31.45 $31.45 $31.45 $31.45 $31.45
1 52.52 52.52 52.52 52.52 52.52 52.52
11/2" 104.73 104.73 104.73 104.73 104.73 104.73
2" 167.63 167.63 167.63 167.63 167.63 167.63
3" 314.50 314.50 314.50 314.50 314.50 314.50
4" 524,27 524.27 524.27 524.27 524.27 524.27
6" 1,048.23  1,048.23  1,048.23  1,048.23  1,048.23  1,048.23
8" 1677.23  1,677.23  1,677.23  1,677.23  1,677.23  1,677.23
10" 2,410.64  2,410.64  2,410.64  2,410.64  2,410.64  2,410.64
Admin Fee $4.23 $4.44 $4.66 $4.90 $5.14 $5.40
Sewer Use

Residential $4.00 $4.75 $5.37 $5.88 $6.00 $6.22
Multi-Family 4.00 4.75 5.37 5.88 6.00 6.22
Commercial 4,70 5.60 6.35 6.95 7.10 7.37

As a point of reference, residential customers (single family and multi-family) are charged the
3/4" rate for the base and capital improvement charges per living unit. All commercial customers
are charged based on the meter size.

2.4  Summary of the Sewer Rate Study Update

This completes the analysis for the District’'s sewer utility. This study has provided a
comprehensive review and development of proposed sewer rates for the District. Adoption of
the proposed sewer rates will allow the District to meet its current and projected financial
obligations for the time period reviewed based on the assumed customer growth, capital plan
and deferred capital, and inflationary increases in operating costs. Should these assumptions
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( change, the proposed rate adjustments may also need to be revised to reflect the current
conditions.
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Incline Village General Improvement District
Water Rate Study

Exhibit 14

Distribution System Analysis

( Fire Protection

hrs

Fire Flow Requirements 3

Storage Capacity
% Public Fire Protection
% Capacity

Source of Supply (avg of 2018 & 2019)

Average Day 2.75
Peak Day 5.42

03/01/23

gal/min
3,000

6,773,000

com
(1-COM) = CAP

Total

540,000

6,773,000
8.0%
92.0%

50.8%
49.2%

Distribution Main Analysis

Main Size Length (ft) Replemt $ Total
1 115,473 $35.00 $4,041,555
2" 27,722 35.00 970,270
3" 2,134 35.00 74,690
e 4" 18,656 70.85 1,321,778
.g 6" 220,618 70.85 15,630,785
,_3. 8" 235,460 92.90 21,874,234
g 10" 46,532 88.56 4,120,874
12" 46,987 124.60 5,854,580
14" 24,872 123.98 3,083,631
Total 1" - 14" 738,454 $56,972,397
Customer Equivalent Adjusted
W Total @ 3" Equiv $25,845,890
/ Total Cost 45.0% 45.0%
Capacity
@ cost for 1" - 8" $43,913,312
@ Equiv 10" - 14" $10,998,524
(2+3-1) /4 51.0% 51.0%
Fire Protection
1-cust-cap 4.0% 4.0%
31 of 39
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Incline Village General Improvement District
Wastewater Rate Study
Annual Debt Service Payments

Exhibit 5
Total Annual
NV Clean Wtr NV Clean Wtr Debt Service
Year Loan 2005 Loan 2007 (P&I)

FY 2023 $128,578 $207,536 $336,114
FY 2024 0 207,536 207,536
FY 2025 0 207,536 207,536
FY 2026 0 207,536 207,536
FY 2027 0 0 0
FY 2028 0 0 0
FY 2029 0 0 0
FY 2030 0 0 0
FY 2031 0 0 0
FY 2032 0 0 0
FY 2033 0 0 0
FY 2034 0 0 0
FY 2035 0 0 0
FY 2036 0 0 0
FY 2037 0 0 0
FY 2038 0 0 0
FY 2039 0 0 0
FY 2040 0 0 0
FY 2041 0 0 0

$128,578 $830,146 $958,724

03/01/23 10 of 25

Page 189 of 750



0G/ Jo 061 abed

GZlo Ll £2/10/€0
SL6'SEZ'ES | ¥BL'PLTZS TO9'€LZS €TE'TLTS 6YSVLZS  ©S9'PLTS  L9L°SLZS  ©90'6LTS  68Y'pLZS TE9'ELTS  VBS'ELZS  S99'PLTS  T98YLTS anuanay |ejoL
699921 00'%S ERELLEN

98501 06701 0L6'6 £2501 £55°0T 1€8°01 959'TT 71501 86201 98201 95501 S09°0T 106 000°T/ $
6SZ £TYS 294 ulwpy
652 652 652 652 652 652 65T 65C 652 652 652 652
1607 160Y 160y 1607 160% 160V 1607 160V 1607 160y 1601 1607 SY'TES juawsanoidw) [eyde)
160'Y " , . 01'sTs adJey) aseq
1607 160V 160 1607 1607 1607 1607 1607 1607 160t 1607 160t wun /s
Apweg-niny
8Y8'E6T'ES | T9L'S92Z$ 9ST'T9ZS 8T8'69ZS L69'79Z$ Z06'TIZS L06'89ZS S69'vLTS LLL'6STS BOE'L9Z$ S91°992$ SWZ'L9T$ 90E'99T$ anuanay [ejol
4, a5 Joma
S S6Z°0T 8916 TIETT 62001 0EE'6 180T 87STT 6648 789°0T 96€£0T 999°01 1701 @o.ﬁ . 0 B
/oD 00DT /S
S69°E S69'E S69'E S69'E S69'E S69°E S69'E S69°E S69'E S69'E S69'E S69'E 7S 924 ulwpy
S69'E S69'€ S69°E S69E S69'E S69°E S69'E S69°E S69'E S69°E S69'E G69°E GrIES juswanoiduw) jeyde)
i . " . ’ " " z " . : : ‘ ’ 3.
$69°€ S69° 69 S69° 569' 69 S69'E 569 569 69 569° 69 S69° 05555 SRisgaRsta
|eljuapisay
|eyol aunf Aepy Judy yaiew Aenugaq Alenuer  12quwiadaQg JaqWRAON  13goldQ Jequwaydas  1sndny Anp
9 1qIyx3
S@)eY JUdSAId 1Y SPNuU3NaYy
Apnis ajey Jajemarsemy
gfo 1 abod PUIsIg Juawanosdwy [eiauan ade|jip dulpu|



0G. 4o |6l abed

G2 £Z/10/El
SSE'TT6S 918188  STO'VLS  646'89%  6LS°0LS  [SL'S9%  S8P'69%  SSB'ZLS  £89€8S  SY9'6LS  9TT'6LS  Tv9'98S  LL9'68% aNUAAJY |ejOL
: 2 i ? ; ¥ 5 ; i : asn) lama
ss6v8 £ET'8 L) Z0v's v’ [T 015' [TT'9 zes’s 1292 0852 091’6 908' 0Lvs L)
403/5

0gz (o}r4 0€Z 0€T 0€Z 0€ET (o4 07 0€T 0T 0€T 0£Z ETYS 224 ulwpy
0€Z ogz 0gz 0€z 0sz 0€z o€z (1]r4 o€z 0£Z 0€2 0€2 0€Z sanuanay [ejoL
0 0 0 0 0 0 0 0 0 0 0 0 0 YO'OTY'T  vLLEY'T «0t
T ) 1 T 1 T 1 T I T T T T €T°LL9'T 85'8EE'T u8
[4 z z z 4 z rd z z 4 z z z €T'8Y0'T  85°9¢8 u9
€ £ € £ € € € € £ € £ £ £ 17928 Twsly b
L L L L L L L L i L L L L 0SPIE  00'IST €
SE Sg 1 13 SE 3 13 Sg sg 33 13 13 13 £€9°/9T  BLEEL uC
sv Sy Sv Sy Sy S sy Sy St S S Sy Sy €LV0T 858 WZ/TT
09 09 09 09 09 09 09 09 09 09 09 09 09 2525 61y ol
LL LL Le e 7 e Lt L i L J74 i i St'Ies  0T'STS Wb/E

IV /S 28iey) aseg

[eRJzwwo)

|eloL aunr Aepy jady yaepw Aenigayg Alenuer Jaqwalag Jaquwanon 12qo1dQ Jaquwaydss  asnSny Anp

9 }1q1yx3

s2)ey Juasald 1y sanuanay

Apnis ajey Jajemalsem

gfo z abod 1UISIA Juswanoidwi |eiauan a3e||IA aulpu)



0G. Jo g6l @bed

GZiogl £2/10/€0
%69 Jualdiad
8L1'8Lrs | ouasaffig
——_ [eN3Y TZ0Z Ad
000°VE6'9S
%0 Juadiad
(898555) asuasaffig
129pn
9v0'89t°2S png €202 Ad
BLT'ZIV'LS | T9E'TZ9$ TL8'809$ OET'TI9$ 928'609$ YIE'Z09$ 09T'PI9S ST9'929%  ES6'LT9S  SBS'0Z9$ S96'8T9$  ZS5'8Z9$  SYBOE9S §anuaNnay 03101
SSE‘ZT6 91818 STO'vL 64689 6L5'0L LSL'59 S8%'69 SS8TL £89°E8 SY9'6L 91T'6L Z¥9'98 L1968 [Bl2JaWWO)
S/6'S6Z'E | vBLvLT  TO9'€LT  €TETLT  GYSVLT  $S9MLT  L9LSLT ¥90°6LT  68VpLT  TE9'ELT  YBS'ELT S99'WLT T98'WLT Ajweg-yniy
8Y8'EFT'ES | 192697 957'T9¢$ 878697  L69'79TS TO6'T9TS  L06'89ZS  S69'7LTZS  LLL'65TS  80EL9TS S91°99T$S  SVT'L9TS  90E'99TS |enuapisay
SaNU3aAlxY
GEE'9EE b10'62 ZE6'ST ¥89'9Z 86292 00972 £TVLT TIr0E v8LT 15982 192’8 Z8€'0E v8'0€ uondwnsuo) [pjoJ
556'v8 €E€T'8 vLv'9 zov's EVL'S LTL'Y 015°s £32'9 7€5'8 1L9°L 085°L 091°6 9086 |eraswwo)
699°9ZT 98501 06201 0L6'6 £25°0T €55°0T T€8°0T 959°TT Z15°01 86201 982701 95501 S09°0T Apwed-niniy
9TL VT S62°0T 891'6 TIETT 6z0'0T 0€€E's 180'TT 875TT 66L'8 78901 96€°0T 999°0T TEV'OT |enuapisay
uondwnsuo)
eIy veT'y 8Ty veL'Y 1% v8T'y veT'y L2187 ver'y 8T’y 8Ty 8Ty ¥8T'y siawojsn) o saquinp (o301
1174 0€z 0€z 0£7 (1] (0] 34 0€T oge 0€z 0£Z o€z 0£T 0£7 |ElDIaWWo)
652 652 652 652 652 65T 65C 65T 65¢ 65T 65 65C 65T Ajweg-ninig
S69'E S69°E S69°E S69'E S69't S69°E S69'E S69°E S69'E S69°E S69'E S69°E S69°E |ennuaplisay
SI3W03IsN) O Jaquiny
Arewwing
|eyol aung Aepy |ady yaaew Atenigag Alenuep  Jaquwia3aq JaquwianoN 12goyQ Jaquaidas  isndny Anr
ERICITEE
s931eY JUasald 1y Sanuanay
Apnis ajey Jajemalsep
£ Jo g abod 1P1Is1g Juawanosdw) [esauan ade)|ip aulpuj

-~

~7



05 o €6} abed
G2

€eg/L0/e

1202 8nv - 0Z0Z AInr 1ouasia Aq papirold - [z]

sajonN
(10n) 103204 uonnqlsia
£6°0 0r9°est [z SMOJ4 [pN1dY
%0°00T €60 LZ8'6EE vro‘cze |o10]
%E'TT 120 €/8'SL £19'¢ 09Z'tL [erJaWwWo)
%T'6E 9€°0 Z00'EET £€€'9 699'9¢T Ajwed-niny
%G'8€E 9€0 7S6°0€T 9¢€7'9 9T.L'¥CT |eljuapisay
|elol (aow)iveld (1e3000'T) uonenyu; |3 Q00T W
j09% ¥ moj4 jue|d 1e MO|4  pue Mmoju| MOJ} |enuuy
Ajle@ "8ny  |enuuy [elog o
L Nqyx3
403134 UOIINGLISIQ dWN|OA jO uawdo[aAaQ
Apnig a1ey J93EMBISEMN

101351 Juawanoidwi| |e1auag ale|ip aulpul



05/ Jo ¥6| obed
524061

€2/10/€0

sajon

(ss) {aos) Joype4 uonnquisig
620°T ITHT panoway spunod
%0001 S9T'T %0°00T SLP'T £6'0 /o104
%ETT 09¢ 0ST %E'TT 67¢ 06T 120 [e1243WWO)
%1 '6€ 95y 0ST %1'6E 115 06T 9€'0 Apweg-niny
%G°8¢ (3Y74% 0ST %S'8€ 69§ 061 9¢'0 |elluapisay
leloL spunod (1/Bbw) |eloL spunod (1/Bw) (aow)
&.O % paiejnaje) 4032e4 .Mbd_ mO % paigjnaje) 10}2e4 .M>d. MO|{ |enuuy

spijos papuadsng

pupwaqg uabAxQ [paiwayiroig

8 Hqlyx3

Jo31ae4 uoingusig yisuans ayi jo yuawdojpnag
Apnis a1ey 191eMa3rsep

13s1g Juawanosdw) esauan ade||iA aulpu|



06/ j0 g6 | abe-
GZ:

€2/10/EC

(4A / %01 °0) ymou3 Jo 1eah suo Aq paseasdul aJe SJUNoIJE. JaWolIsn) - [T]

SaJ0N
(@) (ov) Jo3oe4 uonnquasia
%0001 LSS %0°00T 88Ty |p301
%88 vSL %S°S 0€¢ |ERIaWWO)
%6°LY 560y %C9 65¢ Ajwed-niA
%EEY 669°€ %€ 88 669°¢ [eliuspisay
|elol Jawolsn)y |elol () S}UN02Y
40 % paiydiam 40 % 40 Jaqunp
upwiaq Adpdp) Jowoisn _ Jowo3isn) jpnidy
6 Nqiyx3

1012E4 UONQuUISiq Jawolsn) ay3 jo uawdojanag
Apnis 21eYy J91BMIISEM
1213s1g uawanoadwi [esauan age||iA ulu)



06/ Jo 961 abed
GZio

£2/10/€0

(4y) J1032e4 UONQLISIQ

%0°00T 06S‘6TV'LS |p10]

%Y TT LLT'ET6 [BIDJ2WIWO)

%S vt 1LT'66T'E Ajweg-nniy

%1 EY TP0'L6TES [eljuapIsay
1B301 30 % 207 Ad
anuanay

0T Hq1ypa

103084 UOIINQLIISIQ PA1B[DY SNUAA3Y 3y Jo wawdojanag

Apnig a1eYy Ja1eMarsen

1PuIsIg Juawanosdw| jesauag adej|ip auljpul



0GZ Jo /61 abed

Gt £2/10/¢

0$ 03 0$ 0$ vr9'064'sS  bP9'96L'SS  9EE'BT9°ETS | SZO'TIZ'SES 321AI3G Ul Jue|d 319N

0$ 0 03$ 03 €E6'L90'TS  €£6'£90°TS  LLT'ISE'VS | vvT'L8Y9S up|d [0J3U3D [DI0]

e|d [eRUID SY O 0 0 0 ve6'0L v€6'0L 020'682 s9PIYRA

jue|d [e)BURD SY 0 0 0 96£°2L9 96€'249 899'6EL'T e sa4n3onas 18 sdulp|ing

ue|d [elaURD SY 0 0 0 0 ¥99'TT ¥99'TT €TS'LY 097780y wawdinb3 2210

lueld [pJOURD SY O 0 0 0 185 185 £6€°0T AEAr 3SIN

We|d [eloUaD Y 03 0$ 0$ 03 6sc'01es  ese'oTes  v9p9rTs | POV ST yuawdinb3
751'S88°TS Jeld [e13UdD
0$ 03 0s$ 0$ TIL'82L'S  TIL'8TL'YS  6S0°L9T6T$ | 18v'vzL‘82¢  [e1auan alojag jueld 0]

0$ 0% 0$ 03 0% 0$ £Ip'ZET'8S | ETvZZTES uonajjo) (p3o]

a0 400 TOA%000T " 0 s » . TTL'¥85E N E,_.Lw_ﬂ,_%;w_m

10A o001 0 0 0 0 0 0 NMEVEEk | ez m%oﬁ;w;

10A o000 0% 0% 0$ 0% 03 0% 9BLTTES 98L'71ES IPHYEA
uoi322]j0)
SS wosz 908 o5z 1A 9005 08 08 08 08 TILSTLYS  TILBULYS  TWWLSV'SS | pyeyrsiere aWIeal)

uonpaifissop) fo sisog (va) (¥y) (@i2) (av) (ss) (aos) (100) jue|d 19N
‘ugissy paiejay puewag Jawoisn) spljos puewag awnjop
Pang anuanay Adede) |eniy papuadsng  uadAxp-oig
J2woisn) paiojay yibuaiis
p3alpjay Jawoisn)y

TTT Mgyxa

uoIBIYISSE|) pUE UolIBZIjEUOIIUNY
Apnis a1y Jaiemalsep
11151 JUawaAAosdw) |e1auan ade||ip aulpu|



¢

Incline Village General Improvement District
Wastewater Rate Study
Functionalization and Allocation

of the Revenue Requirement

Page 1of 3

Exhibit 12.1
Customer Related
Strength Related Customer
Bio-Oxygen Suspended Actual Capacity Revenue Direct
Expenses Volume Demand Solids Customer Demand Related Assign.
FY 2024 (voL) (8OD) (SS) (AC) {cco) (RR) (DA) Basis of Classification
Expenses
Wages
Other Earnings 561,699 S0 50 S0 $0 $61,699 S0 60  100.0% CCD
Regular Earnings 1,971,304 4] 0 0 0 1,971,304 0 o] 100.0% ccb
Salary Savings from Vacant Positions 0 0 0 0 0 0 0 100.0% CCD
Total Wages $2,033,003 50 $0 $o0 S0 $2,033,003 $0 $0
Benefits
Dental Fringe Ben $25,153 S0 S0 S0 50 §25,153 S0 50 100.0% cco
Disability Fringe Ben 10,191 0 0 0 o] 10,191 0 0 100.0% ccb
Life Ins Fringe Ben 0 0 0 1] 3,885 0 0 100.0%  CCD
Medical Fringe Ben 367,452 0 0 0 0 367,452 0 0 100.0% ccb
Retirement Fringe Ben 365,722 1] 0 0 1] 365,722 0 0 100.0% ccp
Taxes 158,732 0 0 0 0 158,732 0 i) 100.0% ccb
Unemployment Fringe Ben 32,236 0 0 0 0 32,236 0 0 100.0%  CCD
Vision Fringe Ben 0 0 0 0 2,798 0 0 100.0%  CCD
Woark Comp Fringe Ben 51,371 0 0 1] 0 51,371 [¢] 0 100.0% CCD
Total Benefits $1,017,539 $0 $0 $0 $0  $1,017,539 $0 $0
Professional Services
Audit $11,760 57,888 $1,936 §1,936 S0 50 S0 $0  As Net Plant in Service
Legal 13,650 9,156 2,247 2,247 0 [} 0 0 As Net Plant in Service
Professional Consultants 65,625 44,018 10,803 10,803 0 0 0 0  AsNet Plant in Service
Total Professional Services $91,035 $61,062 $14,986 $14,986 S0 $0 $0 $0

03/01/23
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Incline Village General Improvement District

‘Wastewater Rate Study

Functionalization and Allocation
of the Revenue Requirement

Page 2 of 3

Exhibit 12.1
Customer Related
Strength Related Customer
Bio-Oxygen  Suspended Actual Capacity Revenue Direct
Expenses Volume Demand Solids Customer Demand Related Assign.
FY 2024 (voL) (BOD) (55) {AC) fcco) (RR) (DA) Basis of Classification

Services & Supplies
BLDGS Maintenance Services $38,687 $25,949 $6,369 $6,369 S0 S0 S0 S0 As Net Plant in Service
Chemical 248,325 248,325 0 0 0 0 0 0 100.0% VoL
Computer License & Fees 4,532 3,040 746 746 0 0 0 0 As Net Plant in Service
Contractual Services 0 o] ] 0 0 0 0 0 As Net Plant in Service
Dues & Subscriptions 6,489 4,353 1,068 1,068 0 0 0 0  As Net Plant in Service
Employee Recruit & Retain 2,730 1,831 449 449 0 0 0 0 As Net Plant in Service
Fleet Maintenance Services 192,271 128,967 31,652 31,652 0 0 0 0  As Net Plant in Service
Fuel 39,000 26,159 6,420 6,420 0 0 0 0  As Net Plant in Service
Janitorial 10,300 6,909 1,696 1,696 0 4] 0 0  As Net Plant in Service
Lab 33,990 33,990 0 0 0 0 0 0 100.0%  vOL
Office Supplies 4,120 2,764 678 678 0 0 o 0 As Net Plant in Service
Operating 57,495 38,565 9,465 9,465 0 0 0 0  As Net Plant in Service
Permits & Fees 15,512 10,405 2,554 2,554 0 0 0 0  As Net Plant in Service
R&M General 0 0 0 o] 0 0 0 0 As Net Plant in Service
R&M Corrective 289,497 194,181 47,658 47,658 0 0 0 0  As Net Plant in Service
R&M Preventative 76,694 51,443 12,626 12,626 0 (1] 0 0  As Net Plant in Service
Repairs & Maintenance 0 0 ] 0 0 0 0 0  As Net Plant in Service
Safety 13,802 9,258 2,272 2,272 0 0 0 0  As Net Plant in Service
Security 3,584 2,404 590 590 0 0 0 0  As Net Plant in Service
Small Equipment 7,725 5,182 1,272 1,272 0 0 0 0  As Net Plant in Service
Tools 11,536 7,738 1,899 1,899 0 [s] 0 0  As Net Plant in Service
Training & Education 19,364 12,988 3,188 3,188 0 0 0 0  As Net Plant in Service
Travel & Conferences 7,725 5,182 1,272 1,272 0 0 0 0  As Net Plant in Service
Unifarms 9,600 6,439 1,580 1,580 0 0 0 0  As NetPlant in Service
Total Services & Supplies $1,092,977 $826,069 $133,454 $133,454 S0 S0 50 ]

Utilities
Cable TV 50 S0 S0 50 S0 50 S0 S0 As Net Plant in Service
Electricity 382,096 382,096 0 [} 0 0 0 0 100.0% voL
Heating 29,536 19,811 4,862 4,862 0 0 0 0  As Net Plant in Service
Internet 12,064 8,092 1,986 1,986 0 0 0 0  As Net Plant in Service
Telephone 46,242 31,017 7,612 7,612 0 0 0 0  As Net Plant in Service
Trash 5,616 3,767 925 925 0 0 0 0  As Net Plant in Service
Water & Sewer 29,023 19,467 4,778 4,778 0 0 0 0  As Net Plant in Service
Total Utilities $504,576 $464,250 $20,163 $20,163 $o0 $0 $0 $0
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Incline Village General Improvement District
Wastewater Rate Study
Functionalization and Allocation

of the Revenue Requirement

Page 3 of 3

Exhibit 12.1
Customer Related
Strength Related Customer
Bio-Oxygen  Suspended Actual Capacity Revenue Direct
Expenses Volume Demand Solids Customer Demand Related Assign.
FY 2024 (voL) (BOD) (55) (AC) (cco) (RR) (DA) Basis of Classification
Other
Central Services Allocation Cs $270,121 5$181,185 $44,468 $44,468 S0 S0 S0 50 As Net Plant in Service
Defensible Space Costs 51,500 34,544 8,478 8,478 0 0 0 0 As Net Plant in Service
General Liability 103,000 69,088 16,956 16,956 0 0 0 0 As Net Plant in Service
Interfund Expense Transfers 460,564 308,925 75,819 75,819 0 0 0 0  As Net Plant in Service
Capital Expenses 170,000 114,028 27,986 27,986 0 0 0 0  As Net Plant in Service
Shared Capital Expenses 0 0 0 0 0 0 0 0 As Net Plant in Service
Total Other $1,055,185 $707,770 $173,708 $173,708 $0 $0 50 $0
CHECK
Future O&M
Additional Staffing Needs $55,130 536,978 $9,076 $9,076 50 S0 $0 50 As Net Plant in Service
O&M Contingency 0 [s] 0 0 0 0 0 0 As Net Plant in Service
Budget Savings 0 0 0 0 o] 0 0 0 As Net Plant in Service
Shared Capital Expenses 0 0 0 0 0 0 0 0  As Net Plant in Service
Total Future O&M $55,130 $36,978 $9,076 $9,076 $0 $0 $0 $0
Total Operations & Maintenance $5,849,444 | $2,096,129 $351,386 $351,386 S0 $3,050,541 S0 $0
CHECK
Debt Service
NV Clean Wtr Loan 2005 S0 s0 s0 S0 S0 S0 S0 S0  As Net Plant in Service
NV Clean Wtr Loan 2007 207,536 139,206 34,165 34,165 0 0 0 0  As Net Plant in Service
Assumed SRF Loan 501,120 336,128 82,496 82,496 0 0 0 0  As Net Plant in Service
Asssumed Revenue Bond 0 0 0 o] 0 0 o] 0 As Net Plant in Service
Total Debt Service $708,656 $475,334 $116,661 $116,661 S0 $0 $0 $0
Less: Debt Service Funding
From Capital Reserve $708,656 $475,334 $116,661 $116,661 S0 50 50 50  AsDebt
Total Less Debt Service Funding $708,656 $475,334 $116,661 $116,661 $0 $0 S0 S0
Net Debt Service $0 $0 0 $0 $0 S0 $0 30
Reserve Funding
Operating Fund Transfer ($524,877) (6524,877) 50 S0 50 S0 S0 S0 100.0% VoL
Capital Fund Transfer 3,226,068 0 (o] 0 0 3,226,068 0 0 100.0% Cccb
Additional Capital Funding 0 0 0 0 0 0 0 0 100.0% ccb
Effluent Reserve Fund 0 0 0 0 0 ] 0 0 100.0% cco
Total Reserve Funding $2,701,191 ($524,877) S0 Hy $0  $3,226,068 S0 0
Total Revenue Requirement 68,550,635 | $1,571,253 $351,386 $351,386 $0  $6,276,609 S0 50
Less: Other Revenues
Effluent Disposal Sales §75,075 $75,075 S0 50 S0 $0 S0 50 100.0% VoL
Interest Income 27,098 9,710 1,628 1,628 0 14,132 1] 0  AsTotal O&M
Hunting Fees 20,020 7,174 1,203 1,203 0 10,441 0 0  AsTotal O&M
Interfund Revenue Transfers o] 0 0 0 0 0 0 0  AsTotal D&M
Other Sewer 7,207 2,583 433 433 0 3,759 0 0  AsTotal O&M
Total Other Revenues $129,400 594,542 $3,263 $3,263 50 $28,331 $0 S0
Net Revenue Requirement $8,421,235 | $1,476,711 $348,123 $348,123 S0 56,248,278 $0 S0
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Incline Village General Improvement District

Wastewater Rate Study
Rate Structure - Alt 1

Present Proposed
FY 2023 | FY2024 FY2025 FY2026 FY2027 FY2028
Residential
Base Charge $25.10 $32.25 $36.50 $40.00 $42.25 S44.25
Capital Improvement 31.45 31.45 31.45 31.45 31.45 31.45
Admin Fee 4.23 4.44 4.66 4.90 5.14 5.40
Multi-Family
Base Charge $25.10 $32.25 $36.50 $40.00 $42.25 S44.25
Capital Improvement 31.45 31.45 31.45 31.45 31.45 31.45
Admin Fee 4.23 4.44 4.66 4.90 5.14 5.40
Commercial
Base Charge
3/4" $25.10 $32.25 $36.50 $40.00 $42.25 $44.25
1! 41.92 53.86 60.96 66.80 70.56 73.90
11/2" 83.58 107.39 121.55 133.20 140.69 147.35
2" 133.78 171.89 194.55 213.20 225.19 235.85
3" 251.00 322.50 365.00 400.00 422.50 442.50
4" 418.42 537.61 608.46 666.80 704.31 737.65
6" 836.58 1,074.89 1,216.55 1,333.20 1,408.19 1,474.85
8" 1,338.58 1,719.89 1,946.55 2,133.20 2,253.19 2,359.85
10" 1,497.74 1,92439 2,177.99 2,386.84 2,521.10 2,640.44
Capital Improvement
3/4" $31.45 $31.45 $31.45 §31.45 $31.45 $31.45
1" 52.52 52.52 52.52 52.52 52.52 52.52
1.1/2" 104.73 104.73 104.73 104.73 104.73 104.73
2" 167.63 167.63 167.63 167.63 167.63 167.63
3" 314.50 314.50 314.50 314.50 314.50 314.50
4" 524.27 524.27 524.27 524.27 524.27 524.27
6" 1,048.23 1,048.23 1,048.23 1,048.23 1,048.23 1,048.23
8" 1,677.23 1,677.23 1,677.23 1,677.23 1,677.23 1,677.23
10" 2,410.64 2,410.64 2,410.64 2,410.64 2,410.64 2,410.64
Admin Fee $4.23 $4.44 $4.66 $4.90 $5.14 $5.40
Sewer Use
Residential $4.00 $4.75 $5.37 $5.88 $6.00 $6.22
Multi-Family 4.00 4.75 5.37 5.88 6.00 6.22
Commercial 4.70 5.60 6.35 6.95 7.10 7.37
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