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City of Lyon
Utility Rate Model - REVISED

FY2021 to FY2030



Z Utility Rate Model - Objectives

> Although City has raised utility rates over the years, the
City has not reevaluated the fixed meter charge or the
minimum usage requirement in a very long time.

» Based on recommendations from the City’s engineers, the
City is planning significant capital outlay in the near future
to both the Water and Sewer systems. The existing cash
on hand and rates are not sufficient to pay for all of the
necessary system improvements.

> The model will calculate the necessary rate increases over
10 years in order to pay for the capital outlay and maintain
existing cash reserves. This will be accomplished without
new long-term debt (bonds), thereby saving hundreds of
thousands of dollars in interest expense.




| Utility Rate Model

> “Cash-needs Basis” — The model sets rates based on anticipated
cash needs. Depreciation and accrual accounting is excluded from the model.
This method requires the City to maintain lower cash reserves {and lower utility
rates) than it would if rates were set to fund depreciation expense.

> 10 years (2021'2030) — By utilizing a 10 year projection, the City
is paying for capital improvements over a long enough period of time that the
cost of these improvements will be bourne by the customers of the system
who will benefit from the improvements in future years (and may not even live
in the city yet).

> Change in fee methodology (philosophy) - Thereis no
single “right” way to set rates; however, there are inherent risks in setting rates
that include minimum usage requirements. The model suggests a change to
the overall methodology the City utilizes - A higher fixed fee (called a
“Readiness to Serve” charge or RTS) and a variable rate for every unit used.




» Rate Model - Step 1

~— Calculate the Total Cost Pool




- Rate Model - Step 2

Calculate the “Readiness To Serve” charge
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" Calculate the Variable Rate

Rate Model - Step 3
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ate Model - Step 4 (Multi-Year Models)




2, What is “Target Working Capital”?

> Maintain some amount of cash and current assets
(net of liabilities) in the bank at the end of the

model.

> 4 “buckets” of working capital
1. Operating reserve - 120 days
2. One year of debt service payments
3. Emergency capital replacement
4. Planned capital replacement

> After everything is said and done after 10 years,
the City will maintain its current amount of

working capital




' Rate Model - Step 1

j

“— Calculate the Total Cost Pool




-4 Rate Model - Step 1
" Calculate the Total Cost Pool

> Internal Operations — No substantial change to
internal operations or costs. Inflationary cost
Increases.

> Debt service - No new debt issued in next 10 years.
> 2003 wastewater loan paid off in 2026
» 2013 water loan paid off in 2034

> The City’s existing cash reserves make self-financing
possible. After 10 years, City will be in a financial
position to self-finance again for the next wave of

capital improvements.




» Rate Model - Step 1
' Calculate the Total Cost Pool

> Planned Capital Outlay is substantial

> Water - $7.6M
> Wastewater - $3.6M

List of capital projects found on pg 2 and 3
of written deliverable report (currently in

DRAFT form).

Capital projects are the primary cause of the




~% Rate Model - Step 2

" Calculate the “Readiness To Serve” charge

Subtract

Equals




4

Readiness to Serve Charge

A “fixed” or “flat” charge to every customer. This pays for some or all
of the City’s internal operational costs (costs that the City has to pay
for regardless of how much water or treatment it sells).

This will replace South Lyon’s $6/quarter meter charge and some of
the effect of the minimum usage requirement.

The model calculates the RTS on a graduated scale driven by the size of
the customer’s meter, based on recommendations from the American
Water and Wastewater Association. A bigger meter pays a higher RTS.

The City has to decide how much of its internal operational costs will
be recouped through the RTS (0-100%).

We have completed the model under 2 scenarios: RTS will cover either
10% or 25% of internal operational costs.




» Rate Model - Step 3
Calculate the Variable Rate
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' Rate Model - Step 3
— Calculate the Variable Rate

> Estimate the volume of water to be sold, sewer to be sold

"'l"ear e - "fvear e
- Ended | Ended |
JU!'EE an Um”lr@ Sold a.!!,il'lE 30 ‘leflx 5’@"{!?5
Ewli"IEf, _4 Eéﬂ 2‘1!_ | EHE E’%E EEI
2018 Em LTE J EI']EE@
EHT 385,037 2017 288,113
018 389! 307 o E‘Ml?{ 290,117
2019 384431 2019 234520

» Model assumes City will keep its summer sewer billing methodology

» Model assumes future sales will be consistent with 2 year average
(FY18 and FY19). Impact of additional future customers is negligible.




ate Model - Step 4 (Multi-Year Models)
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' 4 1’? Working Capital

Beginning of Model:
>  Water - $2.6M
> Sewer - $6.2M

Water’s planned capital outlay is substantially higher than Sewer's, but
Sewer has more working capital to start with.

Although Water and Sewer are separate activities and the model treats
them independently, the City maintains both activities in the same

Fund (this is OK).

Water will “borrow” from Sewer to pay for capital, but will repay it over
the 10 years of the model.

At the end of 10 years, Water has fully repaid Sewer and both have
maintained their original $2.6M and $6.2M of working capital.




4’? Water Working Capital

recast . Forecast : Forecast

_Forecast - Forecast - Foracast

Forecast : Forecast .

Fiscal Year Ended

2022 2023

3.39 3.67 3.98 4.31

2025 2026 2027}

‘Beginning of Year Working Capit: 89 )(1,316,230) (3,357,502} (3,114,718) (2,612,616) (2,468,183) -(1,717,731)

2028 i 2029

(856,958) 149359 1,292,307

4.67 5.06 5.48

eCharge . 202,848 _
 Other revenue ..59,198° - 60}

3. 4.

1,031,450 1,117,507 1,210,744 1311761 1,421,205 1,539,781 1,668,250

763

1,807,437 1,958,237 2,121,619

23

Totaladditiontocash  © 1,281,545 1,373,483 1472787 _ 1580,065 1,695,974 1,821,226 1,956,592

2,102,907

Infemal Operational Costs = -771,314
‘Capitalimprovements
Annual debt senvice ¢

-:.319-05

Totaluseofcash = 5176564 3,414,755 1,230,003 1,077,962 1551541 1,070,774 1,095,819

1,096,591 1,118,128 1,145596

Netaddition (use) ofcash - (3,895,019) (2,041,277) 242,784 502,102 144,432 750452 860,773

1,006,317 1,142,948 1,286,482

i
i

End of Year Working Capital - (1,316,230) (3,357,502) (3,114,718) (2,612,616) (2,468,183) (1,717,731)  {856,958)

149,359 1,292,307 (2,578,789 ) |
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 Sewer Working Capital

... Forecast

‘Sewer Rate Calculation
T Forecast
2030

Forecast
2028

Forecast
..2028

Forecast : Forecast . Forecast Forecast P Fwor‘ecast

Forecast .
2028 G M2a | 25 | 2028 2027,

L2022

Fiscal Year Ended |

H

5,604,244 5,896,058

5,106,324 5337028

Beginning o 6,249,220 6,013,272 5636934 5058945 4,989,014

‘Rate Gharged ; 4.62 4.72 4.83 4.93 5.04 5.16 5.27 5.39 5.51

5.63
SaleofSewerTotal | 1349098 1,379,004 1,409,574 1,440,821 1472761 1505408 = 1538780 1572891 1,607,759 1643399 |

ReadytoServeCharge 735372
Miscellaneous Otherrevenue = 1 1,346 149,090 1 5
Totaladditiontocash . 2,849,412 2,890,820 2,931,992

6540
2,108,274

£

2,060,879

i

,512

g '3

3,055,352

3,015

2,014,655 2,156,875 |

Internal Operational Costs
‘Capital improvements
Annual debt service

Totaluseofcash . 2,814,207 3,126,768 3,308,330 3,551,537  3,085450 2,937,542 1,784,452 1,793,663 1816461 1838917

y i

Netaddition (use)ofcash 35205  (235,948)  (376338) (577,990) (69,931} 117,811 230,204 267,216 291,813 317958 .

)

|
!

‘End of Year Working Capltali ) 6,249,220 6,013,272 5,636,934 5,058,945 4,589,014 5,106,824 - 5,337,028 5,604,244 5,896,058 (6,21'4,015




2/ Combined Water/Sewer

= Working Capital

Estimated Forecast Forecast  Forecast | Forecast Forecast | Forecast . Forecast | Forecast Forecast }-'Forgj:gst-.-é
200 @ [ #h2z . 23y ¢ 2024 1 2025 2026 X 2028 | 2099 2038
1 | ‘ i E T i
Water - End of Year Working_;_'_(;gpital ZEFRTEE {1,316 Bﬁ] [34:357; 59;} §3,114 1'13} i2,672,636) (2,468,883) (1,717,731) (856,958) 148350 1,292,307 2,578,789

Sewer - End of Year Working Capital 6214, B15_ 5200200 G013,272 | 536534 5058945 4,980,014 5105804 5337008 5509244 5896058  6,2B005
m——, ‘ f | O
g,:mz,aﬂﬂ 4,532,950 2,655,770 2523216 2486339 ,520831 3,380,004 4480070 5,753,603 7,188,365 8,

TE‘—EE Working Capital

The model begins and ends with $8.8M of working capital. During the course of the
decade, the Water operations borrow from Sewer to pay for the initial capital outlay and
then pays Sewer back in full.

This internal financing prevents the City from issuing bonds and paying hundreds of
thousands in interest expense to external lenders.




<% Rate Changes

>Year 1 changes are more severe because of
the implementation of the RTS and
elimination of minimum usage. Some
customers could see a rate DECREASE
while others see a rate INCREASE.

>Year 2 and forward, rates change the same
for everyone. Everyone sees a rate
Increase.




Rate Changes Rewsed

. option 1 Optlon g 0ptron3
10% of Internal : | 25% of Internal : 18% of Internal
- Operational :- Operational .Operational
_ Current Expenses to be Expenses to be Expenses to be !
- Minimum Bill = recouped through | ' recouped through | recouped through
Current  (3/4"line) RTSCharge  ~  RTSCharge  RTS Charge

Water Ll R
Usage Charge ~  $246/untt  $17.74 - $2.70/unit 1 $2.67/unit $2.68/unit

% 9% i; o%

Sewer ) S R . . . : S A I ) i Rt e S 4 LA e e ey e, e s
UsageCharge  $452/unt  $3254

$474/unt U Sae2/unit  $468/umt

Water - Ready to Serve  $6.00/quarter:  $6.00 » |
i O S N U T/ T T
e e e e et S8 A ety
I e R -7 B v R VT o A
B e idsajqaner a7 s4/aurer $26.8b/amer
e R T S o = e e+ T e i

e sAees/quarter | | §116.70/quarter  $84.02/quarter

Sewer N Ready t° Serve e e e e : 5
3/4" : ' . $8.56/quarter $21.41/quarter . $15.41/quarter

T . B S & 56/quarter - . ‘$21 41/quarter —$154Tquarter
1.5 T "$17 13/quarter $42 81/quarter '$30 83/quarter
o - FeEEo i S0, 32/quarter'=" __
< L : 7 o _ﬂ_w$54 80/quarter | $137.00/quarter $98. 64/quarter

e .. _______ $85 53/ auarter $214.06/quarter $154 T3/quarter




:}_1 Example Customer #1-Revised

Residential, low volume

| __ % Increase(Decrease)
. RTS/IVIeter ~ Water '5 ~ Sewer ~ Total | ~ Current/Future Years
current S 6,00 T 5 5 R
Opton1 ¢ 1323 $ 11.95 20.97 46.15  (18%)/+6%
Oton2 s 3306 § 1is1 ¥ 2044 I +16%/+4% o
optin3 a8l S Tise & 3071 BRI R

ee—eaeqea
{ﬁ{ﬁ{ﬁ £-F}

Under all 3 Options, the customer pays more in RTS than it did in meter charge, but
the variable charge for both Water and Sewer is now lower because of the
elimination of minimum usage requirement.

In Option 1, this customer pays less than they did under the City’s existing rate
structure. This is our only example of a customer paying less with the new rate
structure.

In Option 3, the customer pays 13 cents more per year than under existing rates.




Example Customer #2-Revised

' Residential, high volume

| | %[hcréase
| RTS/Meter - Water  Sewer Total ;§ Current/Future Years
‘Current $ 6.00 |
Opton1  $ 13.23
option2  $ 33.08
Option3  $ 23.81

109.25 |
218t
118.73
12028

56.75
e
. 68.62
esss

172.00 |
204.44  +19%/+6%

2043 azsujian
212.97  +24%/6%

Ty ee '69'f
£ wwéw




Example Customer #3 - Revised

Commercial (2 inch), high volume

¥

% Increase

Water Sewer Total

RTS/IVIeter
P
Option 1
Option 2
meMn3'

6.00
’$§ 42.34
$ 105 84
$ 76 21'”"

'$2.853.42
$3,131.80
S5t
$3 108 60”*%”

_.$5 51586
$5,498.04
$5,358.8 5
_'$5 428 45

- Current/Future Years

$8,102.28
SesTe
$8,561.69
e

+7%/ T

+6%/+5%

+B%/+6%




E Example Customer #4 - Revised

Commercial (2 inch), low volume

| T % increase
RTS/Meter  Water  Sewer  Total  Curtent/Future Years
950.44  $1,473.72 =

Current $ 6.00 $51728' ‘4

Opton1 $ 4234 $ 567.74
Opton2  $ 105 84 $ 561. 43___?
‘Option 3 $ 76 21 $ 563 54

1996.70 $1,606.78  +9%/+7%

984.09 $1,623.84 - +10%/+6% :




|

” Next Steps - Revised

e

1. Model needs to be finalized -
1. City makes decision on RTS (10%, 25%, or 18%)

2.PM finalizes model and written report
3. PM Standards Department performs quality

control review
4. PM publishes written report; delivers written

report and model to City

2. City Council approves rate increase and
implementation date

3. City updates BS&A software for rate changes




o Thank you for the opportunity
- toserve the City of South Lyon

- Formore information, please contact:

R Brian Camiller, CPA
- 248.223.3840
- Brian.Camiller@plantemoran.com




