City of Watertown

Request for Action

Watertown City Council
March 22, 2022
Agenda Item:

Utility Rate and Debt Study

Request for Action:

Adopt Resolution# 2022-25, Approving 2022 Utility Rate and Debt Study

Employee/Dept.:

Jake Foster, City Administrator

Background:
In 2017, the City commissioned Northland Securities to develop a financial management and rate
study for its utility enterprise funds. This study helped forecast needed revenues to support the operations,
capital, and debt obligations of the City’s enterprise funds through 2026. With additional planning needed
related to the wastewater treatment plant and future water tower, and the costs associated with construction,
an update to this financial management plan was needed to accurately forecast utility rates.
Tammy Omdal with Northland Securities was identified as the consultant to perform the analysis/study and
support its implementation, as she performed the original study in 2017 and has been serving as a financial
advisor to the City in other capacities.
At the September 28, 2021, City Council meeting, City council requested that Ms. Omdal come before Council to
provide additional detail on the proposed options for completing the rate study and subsequent financial
planning for the utility enterprise funds. Ms. Omdal presented alternatives for at the November 23, 2021, City
Council Work Session. A service agreement with Northland Securities for financial planning services was
approved via Resolution #2021-103 at the November 23, 2021, Regular City Council meeting.
Ms. Omdal will present the findings of the study including the recommended rate changes to the Water,
Sanitary Sewer, and Storm Water funds, the impact on customers, and commentary on the overall health of
each fund.
Budget Impact:
The budget impacts of implementing the utility and rate study as presented to fund operations, meet debt
service, and to provide for annual capital improvements are as follows:
•
•
•

3% increase for Water rates
8.5% increase for Sanitary Sewer rates for years 2023-2024, 5% for years 20252028, and then 3%
annually thereafter
$1.50 increase for Storm Water rate for years 2023-2026, then 5% annually (or the equivalent of
approximately $0.60 monthly)

Funding Source:
Water, Sanitary Sewer, and Storm Water funds
Recommendation:
Staff recommends adopting Resolution #2022-25, approving the 2022 Utility Rate and Debt Study.
Motion Type:
Simple majority vote of members present.

Requested Action/Motion:
“I move to adopt Resolution #2022-25, approving the 2022 Utility Rate and Debt Study.”
Attachments:
Resolution #2022-25
Watertown 2022 Utility Report Draft
Watertown Utility Study Presentation

Northland Securities, Inc.
150 South Fifth Street, Suite 3300
Minneapolis, MN 55402
Toll Free 1-800-851-2920 Main 612-851-5900
www.northlandsecurities.com
Member FINRA and SIPC | Registered with SEC and MSRB
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It is also important to note aspects of nancial performance not reviewed as part of this study:
The Financial Management Plan for the Water, Sanitary Sewer, and Storm Water Funds, 2022 Report (the
“Plan”) is intended to serve as a guide for the nancial
management of the City of Watertown’s (the “City”)
utility services.
The Plan contains information on estimated utility
rates needed to support operations, planned capital
improvements, and debt service.
The Plan is built around identied key assumptions,
including cost drivers, estimated utility rates, and cash
balance objectives. To the extent the assumptions in
the Plan change in the months and years ahead, which
they will, the City will need to continue to adjust the
Plan accordingly.

Study Approach
The Plan was prepared by Northland Public Finance, a
service area within Northland Securities, Inc. The following steps were taken as part of the study process:
•

City provided information on customer activity,
including number of customers and water volumes. Information on customer usage by billing
tier was not available.

•

Information provided by the City was organized,
analyzed, and used to support the development of
the Plan. The prior year data included in the Plan is
reconciled with the City’s most recent annual audited nancial statements.

•

City staff offered input and feedback on the assumptions and desired outcomes.

•

Analysis of the basis for the City’s determination
of prior years’ availability base fees and usage
rates was not reviewed.

•

The nancial impact to the City of potential changes to the existing customer tier structure for charging for water and sanitary sewer services was not
reviewed.

Conclusions and Recommendations
The following conclusions and recommendations are
offered:
1. Rate Adjustments. The City annually adopts rates
that include adjustments to provide revenue sufcient to fund operations for the utility services,
meet debt service requirements, and to provide for
annual planned capital improvements.
The following average annual increases in rates,
billed on a monthly basis, are recommended for
years 2023 through 2032:
•

3.0% increase for Water rates

•

8.5% increase for Sanitary Sewer rates for years
2023-2024, 5.0% for years 2025-2028, and then
3.0% annually

•

$1.50 increase for Storm Water rate for years
2023-2026, then 5.0% annually (or the equivalent of approximately $0.60 on a monthly basis)

Based on the proposed rates for the planning period (2023-2032), a residential customer with 7,000
gallons of monthly water usage will average just
over a 5.0% annual increase, which equates to ap-

proximately $6.00 on a monthly basis for combined
services.
Impact of the proposed rates on an example residential customer is shown in the charts that follow.
The appendix includes rate comparison to other
cities.
Based on the proposed increases for rates in the
Plan, the following objectives are achieved: a minimum of three-months of operating cash is maintained, annual debt service is fully funded, and
cash is available to pay for capital on a planned
pay-go basis, with the exception of major capital
improvements, such as a new water tower wastewater treatment plant expansion, and future water plant improvements which are projected to be
funded from a combination of debt issuance, State
grants, and cash.
It is recommended that the City annually review
its utility rates to ensure rates continue to be set at
a level that provides adequate revenues and cash
ow based on actual future nancial performance.
2. Net position and Ending Cash Targets. The
City has a formal policy for maintaining a specied amount of “retained earnings” for the utility
funds. The policy states the following:
“It is the goal of the enterprise funds to cover the cost
of operations, including depreciation, so as to maintain
a nancially healthy enterprise. Retained earnings are
a product of revenues over expenditures over time and
consist of the net result of assets minus liabilities. The
target fund balance of retained earnings is 30% of actual
expenses of the enterprise fund. Retained earnings will
be used for the support of these enterprises and support

of the general fund should the City Council feel the need
due to unforeseen, unique, or unusual circumstances
(i.e., state budget cuts)”.
The City’s policy provides guidance for ongoing
nancial management and will inform future decisions on adjustments to utility rates. The Plan includes the calculation of projected future annual
year-end “net position” as a percentage of projected future annual “operating expense”.
The Water Fund and Sanitary Sewer Fund both
are projected to meet the policy target. The Storm
Water Fund is not projected to meet this target.
The Plan recommends that in addition to meeting
the City’s net position minimum (or retained earnings) that the City maintain ending cash (as of December 31) sufcient to cover the following:
•

To cover three months of operating expense
(not including depreciation);

•

To cover following year debt service;

•

To cover following year planned transfer to
Capital Utility Projects Fund 402; and

•

Cash for unassigned purposes, including for
future capital.

The “Projected Year End Cash Balance” reports included in the Plan for each of the funds provides
ending cash by these purposes and the calculation
of projected net position as a percent of expenditures.
3. Accounting for Capital. The City should consider
changing how it accounts for capital acquisition for
utility services and the funding source. The City’s

practice has been to transfer cash from its proprietary funds (i.e., the enterprise funds) to a capital
projects fund within its governmental fund. This
practice creates additional complexity to understanding the overall nancial performance of the
utility (enterprise) funds and the overall City governmental funds. The enterprise funds for the City
include the Water Fund, Sanitary Sewer Fund, and
the Storm Water Fund.
Proprietary funds are used to account for a government’s ongoing organizations and activities
that are similar to businesses found in the private
sector. These funds are considered self-supporting
in that the services rendered by them are generally
nanced through user charges or on a cost reimbursement basis. There are two types of proprietary funds: enterprise funds and internal service
funds.
Enterprise funds are used to account for any activity for which a fee is charged to external users
for goods or services. Activities are required to be
reported as enterprise funds, in the context of the
activity’s principal revenue sources, if certain criteria are met. Criteria includes that the activity is
nanced with debt that is secured solely by pledge
of the net revenues from fees and charges of the
activity.
Other requirements for an enterprise fund include
that the activity’s costs of providing services, such
as capital costs (and depreciation or debt service),
be recovered with fees and charges, rather than
with taxes or similar revenues. The fees and charges from one activity may not necessarily fund the
activities of another activity, for example revenue

collected to provide water services should not be
used to pay for the cost of providing storm water
services. Providing of service includes the acquisition of capital to provide these services.

Organization of Plan
The Plan is organized into ve sections:
1. Executive Summary provides information on the
organization of the report, study approach, and
conclusions and recommendations.
2. Background provides historical and statistical context for the City’s utility funds, including information from the City’s 2040 Comprehensive Plan for
water, sanitary sewer, and storm water services.
3. Capital Improvement Plan and Debt Service provides information on the City’s plans for maintaining and improving the utility systems. This
includes estimates on project costs and sources of
funds to pay for the improvements. The time horizon for the capital plan is year 2022 through 2032.
Information on debt service is included in this section.
4. Financial Plans are provided for the Water Fund,
Sanitary Sewer Fund, and Storm Water Fund. The
nancial plans provide both historical, current,
and projected sources and uses of funds. Financial
plans take into account capital improvement plans
and proposed utility rates.
5. Appendix provides data to the nancial plans, including details on existing outstanding bonds and
a pro forma for the Governmental Utility Fund
402, which is the capital projects fund the City uses
to account for capital outlay for the utility systems.

Water Fund
Charts of Key Financial Information
Estimated Based on Financial Plan

Sanitary Sewer Fund
Charts of Key Financial Information
Estimated Based on Financial Plan

Storm Water Fund
Charts of Key Financial Information
Estimated Based on Financial Plan

Example Monthly Residential Customer Utility Bill
Estimated Based on Financial Plan by Utility Service and Combined Basis

jected 2040 population of 7,200 for Watertown.

As described in the City of Watertown 2040 Comprehensive Plan, the City is located 36 miles west of Minneapolis in the northern portion of Carver County. The
City borders Franklin Township in Wright County on
the north and Watertown Township on the southern,
eastern and western edges. The City of Delano is located north of Watertown, and the City of Mayer is located southwest of Watertown. To the east is Lyndale
and Mound, and located southeast of Watertown are
the cities of Minnetrista and St. Bonifacius.
Metropolitan access to the City is gained via Trunk
Highway (TH) 7 and US Highway 12. The Metropolitan Council considers Watertown to be a Rural
Growth Center, meaning a city or town that has the nancial ability to provide sewer and other services for
its residents, and which has long-term plans to expand
the existing service area. A Rural Growth Center is not
part of the Metropolitan Urban Service Area (MUSA).

Water Utility System
The City’s 2040 Comprehensive Plan reports the City’s
water treatment plant has four wells from various
aquifers. The City has one water tower with a 300,000
gallon storage capacity; the water storage reservoir at
the water treatment plant has a 100,000 gallon capacity. The City is planning to undertake nancing and
construction of a second water tower in 2022.

Sanitary Sewer Utility System
The wastewater treatment plant was built in 1994. The
City’s 2040 Comprehensive Plan highlights that sewer
system improvements are required to service the pro-

The City is preparing to nance and construct improvements to the City’s wastewater treatment plant
in 2022 to provide for the required improvements and
capacity.
The wastewater treatment plant is located in the northeastern corner of the City just south of County Road
27. A permit held with the Minnesota Pollution Control Agency (MPCA) allows the facility to expel treated
water into the South Fork of the Crow River.

Storm Water Utility System
The City’s 2040 Comprehensive Plan reports that the
City has not completed any reconstruction or improvement projects of the existing infrastructure. The
older “grid” portion of Watertown contains very little
storm sewer resulting in conveyance issues. This older
section of town also does not contain any measures for
storm water treatment. As such, it is anticipated in the
comprehensive plan that Watertown will be completing many reconstruction projects during the current
planning period to correct these deciencies and improve the storm water system. The City will need to
establish future storm water fees at a level sufcient to
cover the future expenses.

Source of Funding for Capital Projects

The City prepares a multi-year capital improvement
projects plan (CIP) for its utility systems. The City established a capital improvement fund within the governments funds of the City. The City transfers cash
from the utility funds to the capital improvement fund
to nance improvements to the utility systems.
One of the purposes of this Plan is to provide the City
with options and recommendation for nancing anticipated capital improvement projects in the CIP.
The nancial plans included in this Plan are inclusive
of all sources and uses of funds, both operating and
non-operating, including capital spending plans for
the utilities.
The tables that follow provide information on the
planned capital improvement projects for water, sanitary sewer, and storm water services. As noted, the
City accounts for these improvements within a capital
projects fund within the City’s governmental funds.
The utility funds transfer cash to the capital projects
fund (Fund 402) to pay for current and future planned
capital acquisitions for the utilities. The cost of the improvements is paid from the combined cash balance
within Fund 402, versus a specic utility fund.

Capital Projects
The projects in the CIP include projects to manage
both existing and expanding service demands and to
reconstruct or replace existing infrastructure. Future
updates to the CIP may include further service expansion.

The source of funding for the planned capital projects
is anticipated to come from the use of available City
funds (cash), state and federal revenue sources, and
the issuance of debt. The City has secured certain grant
funds for the planned improvements to the wastewater treatment plant to be constructed in 2022.

Available City Funds (Cash)
The utility funds contribute cash to a capital projects
fund (Fund 402) through an annual budgeted interfund transfer of funds.
Future anticipated development will provide increased revenue from collection of the City’s availability (trunk line) and connection charges. This revenue
collection is intended to support, in part, transfers
from the utility funds to Fund 402 to pay for future
planned capital projects.

Issuance of Debt
The Plan anticipates the City will issue a general obligation revenue note to the Public Facilities Authority
(PFA) to nance a portion of the wastewater treatment
plant expansion. The loan from the PFA will be repaid
from net revenues of the sewer fund.
The issuance of general obligation bonds is anticipated
to nance a second water tower. The bonds will be repaid with net revenues of the water fund.
This section provides information on existing debt
outstanding and future anticipated debt issuance.

The annual debt service
amounts shown in the chart
are for the combined total
estimated debt supported
by utility revenues, the Water Fund and Sanitary Sewer Fund. The City has no
debt outstanding payable
from the Storm Water Fund.
The chart includes existing
debt service and future estimated debt service based
on anticipated bond issuance as shown in the Plan.
The charts include debt
supported by utility revenue only and do not include
existing or future estimated
debt that is or may be payable from property tax levy
or other sources of revenue.

preciable capital acquisitions.
•

Current capital improvement plan (as included in
the report) will be implemented at estimated project costs and sources of funding.

•

Water volume billed is estimated based on the annual estimated customer units, which factors in
future development in the City. Consumption per
unit is assumed to remain constant.

•

Utility rate increases are anticipated to provide additional revenue. The following average annual
increases in rates, billed on a monthly basis, are
recommended for years 2023 through 2032:

Overview
The following reports have been prepared for each of
the utility funds:
•

Pro Forma - Includes information on annual revenues and expenditures and change in net assets
and balance sheet items.

•

Year End Cash Balance - Includes a reconciliation
of change in year end cash balance and ending unrestricted net position as percent of expenses.

•

Customers/Usage and Rates - Includes the number of customers and volumes billed, and rates
charged to customers, for prior years and projections for future years.

•

3.0% increase for Water rates

•

8.5% increase for Sanitary Sewer rates for years
2023-2024, 5.0% for years 2025-2028, and then
3.0% annually

•

Change in Net Capital Assets - Includes calculation of depreciation on future anticipated acquisition of capital assets that will be accounted for in
the utility funds.

•

$1.50 increase for Storm Water rate for years
2023-2026, then 5.0% annually (or the equivalent of approximately $0.60 on a monthly basis)

•

Projected Future Bond Issuance - Includes amortization schedules for future debt issuance.

•

Current rate structure which includes charging a
monthly availability fee for base water consumption and xed tier rates per 1,000 gallons of consumption (based on maximum volumes per tier) is
assumed to remain in place.

•

Development related charges are projected based
on the City’s estimated increase in customers from
projected future development. Revenue from future development may provide additional revenue
from collection of a connection/trunk line charge
in addition to the monthly base fee and volume
charges.

Key Assumptions
The reports were prepared based on historical nancial performance, current utility rates and structure,
and anticipated future capital projects. The key assumptions are as follows:
•

Operating expenditures, including personnel costs
and materials supplies and all other operating expense will increase by 3% per year.

•

Depreciation is adjusted for anticipated annual de-

WATER FUND
Fund Description
The Water Fund is used to account for the operating
and capital improvement costs of the water utility system.

Background
The Water Fund is in sound nancial condition. Future nancial performance will be impacted by future
capital improvement needs and the timing of future
development in the City. Future development will increase the demands on the water utility infrastructure
and provide opportunity for increased revenue to support the infrastructure and operation of the system.

Source of Funds
The major source of funds for the Water Fund is the
collection of a xed monthly charge for service and
charges based on water volume used.
The City collects revenue related to development of
property to pay for the maintenance and expansion of
the water utility system. This revenue is deposited into
the Water Fund and recorded as a capital contribution.
The nancial plan for the Water Fund assumes no
change in the existing rate structure and assumes an
average annual rate increase of 3.0%.
Interest income is earned on the cash balance in the
Water Fund that is recorded as revenue.

Use of Funds
The use of funds is to pay for the operation of the water system, debt service expense, depreciation, and au-

thorized transfers to other funds. The Plan does not
anticipate any addition of City staff positions or other
operation changes. The City evaluates stafng on a
regular basis based on operational needs.
Debt service expense, which includes interest expense
on bonds, is for existing outstanding bonds and future
projected bond issuance for water tower improvements and water treatment plant improvements in the
future.
Depreciation of capital assets is included as an expense
for the Water Fund.

Transfers
The Fund transfers cash to the City’s governmental funds, into a capital projects fund (Utility Project,
Fund 402). The City has used this method of accounting to provide exibility in managing the overall cash
resources within Fund 402.

Balance Sheet Items
The nancial plan includes projected assets and liabilities for the Fund, this includes projected annual
changes in ending cash balance for the Water Fund.
Based on assumptions in the Plan, it is projected that
the cash balance position of the Water Fund will increase over the next ten years. This increase is needed
to cover planned increase in debt service from planned
bond issuance, among other factors. The Fund is projected to have cash sufcient to cover three-months of
operating expense, debt service, and an annual capital contribution (to Fund 402), with a remaining unassigned cash balance to provide exibility for unanticipated events and capital outlay.

WATER FUND

WATER FUND

WATER FUND

WATER FUND

WATER FUND

WATER FUND

WATER FUND

SANITARY SEWER FUND

Interest income is earned on the cash balance in the
Sanitary Sewer Fund that is recorded as revenue.

Use of Funds
Fund Description
The Sanitary Sewer Fund is used to account for the operating and capital improvement costs of the sanitary
sewer system, including the wastewater treatment facility.

Background
The Sanitary Sewer Fund is in sound nancial condition. Future nancial performance will be impacted
by future capital improvement needs, including an
expansion to the wastewater treatment facility. Future
development in the City will increase the demands
on the infrastructure and provide opportunity for increased revenue to support the infrastructure and operation of the system.

Source of Funds
The major source of funds for the Fund is the collection of a xed monthly charge for service and charges
based on volume billed. The City collects revenue related to development of property to pay for the maintenance and expansion of the sanitary sewer utility
system. This revenue is deposited into the Fund and
recorded as a capital contribution.
The nancial plan for the Sanitary Sewer Fund assumes no change in the existing rate structure with
average annual increases in rates, billed on a monthly
basis, as follows for years 2023 through 2032:
•

8.5% increase for years 2023-2024, 5.0% for
years 2025-2028, and then 3.0% annually

The use of funds is to pay for the operation of the sanitary sewer system, debt service expense, depreciation,
and authorized transfers to other funds.
The Plan does not anticipate any addition of City staff
positions or other operation changes. The City evaluates stafng on a regular basis based on operational
needs. For instance, after completion of the new treatment plant stafng adjustments may be needed.
Debt service expense includes principal and interest
expense on bonds. Future debt issuance is anticipated
in the Plan in 2022 and 2023 to nance the expansion
to the wastewater treatment plant and other system
improvements.
Depreciation of capital assets is included as an expense
for the Sanitary Sewer Fund.

Transfers
The Fund transfers cash to the City’s governmental funds, into a capital projects fund (Utility Project,
Fund 402). The City has used this method of accounting to provide exibility in managing the overall cash
resources within Fund 402.

Balance Sheet Items
The nancial plan includes projected assets and liabilities for the Fund, this includes projected annual
changes in ending cash balance for the Sanitary Sewer
Fund.
Based on assumptions in the Plan, it is projected that
the cash balance position of the Sanitary Sewer Fund
will uctuate over the next ten years. The uctuation is

SANITARY SEWER FUND

driven by planned capital outlay for projects. Increases
in debt service from bonds to be issued will require an
increase in ending cash to meet rst quarter principal
and interest payments.
The Fund is projected to have cash sufcient to cover
three-months of operating expense, debt service, and
an annual capital contribution (to Fund 402), with a remaining unassigned cash balance to provide exibility
for unanticipated events and capital outlay.

SANITARY SEWER FUND

SANITARY SEWER FUND

SANITARY SEWER FUND

SANITARY SEWER FUND

SANITARY SEWER FUND

Storm Water Fund that is recorded as revenue.

STORM WATER FUND
Fund Description
The Storm Water Fund is used to account for the operating and capital improvement costs of the storm water system.

Background
The Storm Water Fund is in sound nancial condition.
Future nancial performance will be impacted by future capital improvement needs. Future development
will increase the demands on the infrastructure and
provide opportunity for increased revenue to support
the infrastructure and operation of the system.

Source of Funds
The major source of funds for the Fund is the collection of a xed monthly charge for service. The City
collects revenue related to development of property to
pay for the maintenance and expansion of the storm
water utility system. This revenue is deposited into the
Fund and recorded as a capital contribution.
The nancial plan for the Fund assumes no change in
the existing rate structure and assumes the following
average annual increases in rates, billed on a monthly
basis:
•

$1.50 increase for Storm Water rate for years
2023-2026, then 5.0% annually (or the equivalent of approximately $0.60 on a monthly basis)

Interest income is earned on the cash balance in the
Sanitary Sewer Fund that is recorded as revenue.
Interest income is earned on the cash balance in the

Use of Funds
The use of funds is to pay for the operation of the storm
water system, depreciation, and authorized transfers
to other funds.
The Plan does not anticipate any addition of City staff
positions or other operation changes. The City evaluates stafng on a regular basis based on operational
needs.
The City has no outstanding debt or future projected
debt to be supported by storm water revenues.
Depreciation of capital assets is included as an expense
for the Sanitary Sewer Fund.

Transfers
The Fund transfers cash to the City’s governmental funds, into a capital projects fund (Utility Project,
Fund 402). The City has used this method of accounting to provide exibility in managing the overall cash
resources within Fund 402.

Balance Sheet Items
The nancial plan includes projected assets and liabilities for the Fund, this includes projected annual
changes in ending cash balance for the Storm Water
Fund.
Based on assumptions in the Plan, it is projected that
the cash balance position of the Storm Water Fund will
increase over the next ten years. The proposed rate increases are intended to ensure the Storm Water Fund
will maintain positive cash and funds available for future projects and capital maintenance.

STORM WATER FUND

STORM WATER FUND

STORM WATER FUND

STORM WATER FUND

STORM WATER FUND
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Overview of Utility Rate Study
City of Watertown
City Council Meeting
March 22, 2022

Items to Cover
 Review study objectives
 Conclusions and recommendations
 Key financial information
 Utility rates and customer impacts

2

Study Objectives
 Provide City with information to evaluate
updated proposed rates for charging for
service
 Review existing plans and projections
 Collect and analyze customer data, including
water volume
 Provide recommendation on planning for
major capital improvements and financing

3

Conclusions and Recommendations
Utility Rates
 Rates set at level to fund operations, meet debt
service, and to provide for annual capital
improvements
 Plan anticipates the following future level of rate
increases will be needed:
 3.0% increase for Water rates
 8.5% increase for Sanitary Sewer rates for years 20232024, 5.0% for years 2025-2028, and then 3.0% annually
 $1.50 increase for Storm Water rate for years 2023-2026,
then 5.0% annually (or the equivalent of approximately
$0.60 on a monthly basis)
4

Impact on Example Customer
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Monthly Utility Bill (Water, Sanitary Sewer,
and Storm Water)
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Monthly
Utility Bill

% Change
in
Monthly
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Conclusions and Recommendations
City Financial Management Policies
 City goal is to maintain retained earnings for
the utility funds at 30% of actual expenses
 Other proposed financial management
objectives for year-end cash balances:
 Cash sufficient to cover 3-months of operations
 Cash sufficient to cover following year debt service
 Cash sufficient to cover planned (pay-go) capital
outlay

6

Conclusions and Recommendations
Funding Capital Acquisitions
 Plan proposes the City consider accounting for
all capital outlay within the individual utility
funds versus transferring cash to a
governmental capital fund
 Activities of the utility enterprise funds should
be recovered with the fees and charges of the
individual utility

7

Water Fund
 Sound financial condition – revenues sufficient
to cover expenses
 Plan assumes an average annual rate increase
to customers of 3.0%
 Plan does not include staff increases, need to
be evaluated in future
 Capital improvements to be funded with cash
(pay-go) basis with exception of construction
of a water tower in 2022
 Debt issuance of anticipated in 2022 to finance the
estimated $4.0M project cost
8

Water Fund Cash Balance
Projected Ending Cash
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Water Fund Customers and Usage
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1,200

40,000

800

20,000

400
2031

2030

2029

2028

2027

2026

2025

2024

2023

2022

-

Total Customer Units (ERU)

Water Volume Billed (1,000 Gal)

Customers and Annual Water Volume Billed

Water
Volume
Billed

0
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Impact on Example Water Customer

Monthly Water Bill

Water Bill (7,000 gal/mo)

$10

0.5%

$0

0.0%

2032

1.0%

2031

$20

2030

1.5%

2029

$30

2028

2.0%

2027

$40

2026

2.5%

2025

$50

2024

3.0%

2023

$60

2022

3.5%

2021

$70

Monthly
Water Bill

% Change in
Monthly
Water Bill
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Sanitary Sewer Fund
 Sound financial condition – revenues sufficient to
cover expenses
 Plan does not include staff increases, need to be
evaluated in future
 Plan assumes 8.5% increase for years 2023-2024,
5.0% for years 2025-2028, and then 3.0% annually
 Bonding is anticipated for capital improvements in
year 2022, 2023, and 2027
 Debt issuance of $17.2M anticipated in 2022 to finance a
portion of the estimated $23.9M cost for WWTF
 Plan anticipates $7.2M in state and federal grant for the
WWTF
12

Sanitary Sewer Fund Cash Balance
Projected Ending Cash
2,000,000
1,500,000
1,000,000
500,000
(500,000)
(1,000,000)
(1,500,000)
(2,000,000)

2022

2023

2024

2025

Cash position with rate increases

2026

2027

2028

2029

2030

2031

Cash position without rate increases

13

Sanitary Sewer Fund Customers and Usage

2,800
2,400
2,000
1,600
1,200
800
400
2031

2030

2029

2028

2027

2026

2025

2024

2023

2022

100,000
90,000
80,000
70,000
60,000
50,000
40,000
30,000
20,000
10,000
-

Total Customer Units (ERU)

Water Volume Billed (1,000 Gal)

Customers and Annual Sewer Volume Billed

Volume
Billed

0
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Impact on Example Sanitary Sewer Customer
Sewer Bill (7,000 gal/mo)

Monthly Sewer Bill

$70

9.0%
8.0%

$60

7.0%

$50

6.0%

$40

5.0%

4.0%

$30

3.0%

$20

2.0%

$10

1.0%

2032

2031

2030

2029

2028

2027

2026

2025

2024

2023

2022

2021

$0

Monthly
Water Bill

% Change in
Monthly
Sewer Bill

0.0%
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Storm Water Fund
 Sound financial condition – revenues sufficient
to cover expenses
 Plan assumes $1.50 increase for years 20232026, then 5.0% annually (or the equivalent of
approximately $0.60 on a monthly basis)
 Capital improvements to be funded with cash
(pay-go) basis
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Storm Water Fund Cash Balance
Projected Ending Cash
600,000
400,000
200,000
(200,000)
(400,000)
(600,000)
(800,000)

2022

2023

2024

2025

Cash position with rate increases

2026

2027

2028

2029

2030

2031

Cash position without rate increases
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Storm Water Fund Customers and Usage
Total Equivalent Residential Customers Billed Annually
for Stormwater

2,000
1,600
1,200
800
400

2022

2023

2024

2025

2026

2027

2028

2029

2030

2031

0
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Impact on Example Storm Water Customer

Monthly Storm Water Bill

Storm Water Bill (One Equivalent Residential Unit)

15%

$4

10%

$2

5%

$0

0%

2032

$6

2031

20%

2030

$8

2029

25%

2028

$10

2027

30%

2026

$12

2025

35%

2024

$14

2023

40%

2022

$16

Monthly
Storm
Water Bill
% Change
in Monthly
Bill
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Bonds Outstanding Paid from Utility Revenue
30,000,000
25,000,000

Storm
Water

20,000,000
15,000,000

Sanitary
Sewer

10,000,000
Water

5,000,000

2032

2031

2030

2029

2028

2027

2026

2025

2024

2023

2022

0
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Annual Debt Service Paid from Utility Revenue
2,000,000
1,800,000
Storm
Water

1,600,000
1,400,000
1,200,000

Sanitary
Sewer

1,000,000
800,000
600,000

Water

400,000
200,000
2032

2031

2030

2029

2028

2027

2026

2025

2024

2023

2022

0

Summary
 City will need to annually review and adopt
rate increases
 City should adopt rates that achieve revenues
to meet both cash objectives and net position
targets
 City should consider changing how it accounts
for capital improvements for the utilities
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Thank You
Northland Public Finance
The public finance group of

Tammy Omdal
612-851-4964
tomdal@northlandsecurities.com

Northland Securities, Inc.
150 South 5th Street, Suite 3300
Minneapolis, Minnesota 55402
800-851-2920
www.northlandsecurities.com
Member FINRA and SIPC
Registered with SEC and MSRB
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