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SECTION 1. SUMMARY OF FINDINGS

NBS Government Finance Group (NBS or Consultants) has prepared a study of the water rates imposed ~
by the City of Greenfield (City or Utility). This study finds:

THE UTILITY CURRENTLY OPERATES IN A STRUCTURAL DEFICIT.

Under its adopted budget and implicit levels of service, annual operating expenditures for the Utility total
$825,800 and annual debt service payments are over $180,000, for Fiscal Year 2011/12. Projected
annual revenues that may be applied toward these expenditures are currently estimated at $903,675,
including the Utility's primary revenue source: $900,000 from the prevailing schedule of water rates.
Under current conditions, the Utility is projected to run a recurring deficit of over $102,000 per year. A
correction to this deficit must be identified

THE UTILITY IS NOT MEETING ITS DEBT COVERAGE REQUIREMENT.

The Water Utility is currently obligated to one outstanding debt issue, for which it is required to generate
revenues sufficient to meet operating expenses, annual debt service, plus 10% above the annual
principal and interest payments due on the bond. This is a requirement of the bondholders that the utility
will be able to make the annual debt service payments. When considering that the current fiscal year's.
annual operating ekpenditures for the Utility total $825,800, annual debt service payments are over
$180,000 and the debt coverage requirement is $18,004, total obligations for the current Fiscal Year are
approximately $1,023,845. Compared to projected annual revenues, this leaves a deficit of
approximately $109,629. In order to comply with bondholder covenants, a correction to this deficit must
be identified.

THE UTILITY SHOULD ESTABLISH AN OPERATING RESERVE.

The City should maintain an Operating Reserve for the Ultility. An Operating Reserve is intended to
promote financial viability in the event of any short-term fluctuation in revenues and/or expenditures.
Such fluctuations might be caused by the natural inflow and outflow of cash during billing cycles, natural
variability in demand-based revenue streams (e.g., variable charges), and — particularly in periods of
economic distress — changes or trends in age of receivables. This study has recommended an Operating
Reserve equal to 16.4% of the Utility's budgeted annual operating expenses. This reserve target is equal
to a two-month (or 60 day) cash cushion for normal operations.

LONGER-TERM FUNDING FOR FUTURE CAPITAL INVESTMENT MUST BE PLANNED.

The minimum step of correcting the prevailing structural deficit, meeting the existing debt coverage
requirement and establishing an Operating Reserve does not provide any additional revenue source for
the Utility to invest in the improvement or replacement of infrastructure, equipment, and other fixed
assets, which is essential to the ongoing delivery of safe, reliable water service. Simply attaining an
industry-recognized best management practice of funding a Capital Replacement Reserve on pace with
the rehabilitation/replacement needs of the Utility should be a long-term goal of the City. Doing so
ensures that each generation of customers contributes an equitable share toward the long-term
replacement of assets used to receive water service today. The minimum level of annual funding should
target an amount equal to the Utility's annual depreciation expense, which is approximately $150,000.
This figure represents the minimum target amount to be generated by user rates, today.
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In addition, the City has planned approximately $5.3 million in capital improvement projects for the Utility
between Fiscal Years 2011/12 and 2015/16. With the cash reserves held by the Utility, this capital
program will require cash funding from rates above and beyond the recommended annual contributions to
a Capital Replacement Reserve. Attaining this funding level over a period of five years would add over
$16 every month to the average monthly bill for a single-family home.

The rate scenario presented in this report provides an immediate solution to correct the structural deficit, _
meet the debt coverage requirement, fund an Operating Reserve of 60 days, cash-fund all capital
projects, and provide rates with the capacity to fund an annual contribution to the Capital Replacement

Reserve that will be phased-in to equal to the annual depreciation expense.

follows:

RATE SCENARIO 3: PHASE-IN OF A CAPITAL REPLACEMENT RESERVE, RATE LEVELS

Rate outcomes are as

Average Monthly Bill,
Fiscal Year Ending frf)?r\llt:?naligs ,Ann;:LgZSnge Single Family
Residential Customer (1)
Prevailing, 2012 $900,000 - $16.89
Projected Need, 2012 $1,080,000 20.00% $20.27
Projected Need, 2013 $1,296,000 20.00% $24.32
Projected Need, 2014 $1,555,200 20.00% $29.19
Projected Need, 2015 $1,664,064 7.00% $31.23
Projected Need, 2016 $1,780,607 7.00% $33.42
(1) Assumes a 5/8 inch meter size and 15,000 gaiions of consumption.
Please turn to the next section for full discussion of these findings.
Water Rate Study — City of Greenfield Page 2
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SECTION 2. INTRODUCTION TO THE STUDY
A. PROJECT ORIGIN AND PURPOSE
In 2011, NBS Government Finance Group performed a Water Rate Study for the City of Greenfield.

The chief purposes in conducting this study were to provide an assessment of the financial condition of
the Utility, with particular emphasis on necessary funding levels for day to day operating expenses-and
the near and long - term capital improvement and replacement needs of the Utility. As the primary source
of revenue for the Utility, water rates are to be relied upon to meet the City's obligations pertaining to the
ongoing provision of safe and reliable water service to its community of customers.

B. APPROACH

The financial assessments conducted during this study follow a “revenue requirements” methodology,
substantially derived from the recommended approach directed by the American Water Works
Association in its Manual of Water Supply Practices, M1: Principles of Water Rates, Fees, and Charges.
A revenue requirements analysis forms the basis for a long-range financial plan and multi-year rate
adjustment strategy for the Utility. It also enables the City to set utility rate structures which fully recover
the total costs of operating the Ultility: capital improvement and replacement, operations, maintenance,
management, fiscal policy achievement, cash reserve management, and debt repayment. Linking utility
rate levels to a financial plan such as this helps to enable sound financial performance for the Utility.

The following elements of the revenue requirements analysis together form a complete portrayal of the
Utility's financial obligations and yield a long-term financial plan for its future financial management:

e Operating Forecast — ldentifies future annual non-capital costs associated with the operation,
maintenance, and management of the system.

» Capital Financing Analysis — Defines a strategy for funding the Utility's capital improvement
program, including an analysis of available resources from rate revenues, debt financing, and any
special resources that may be readily available (e.g., grants, developer participation, etc.).
Includes any planned or recommended accumulation and use of dedicated reserves for capital
projects, such as those which are intentionally designed to fund system rehabilitation and
replacement.

* Cash Flow and Reserve Analysis — Forecasts cash flow and fund balance activity in the Utility's
reserves: both existing and recommended as part of the study’s framework of guiding policies.
Tests for satisfaction of actual or recommended minimum fund balance policies, including
operating, capital, and debt reserves where appropriate. '

» Sufficiency Testing — Evaluates the sufficiency of Utility revenues in meeting all obligations,
including cash uses such as operating expenses, debt service, capital outlays, and reserve
contributions, as well as any coverage requirements associated with long-term debt.

Water Rate Study — City of Greenfield Page 3
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» Strategy Development — Designs a forward-looking strategy for adjusting Utility resources to fully
fund all utility obligations on a periodic or annual basis over the selected planning horizon.

From this foundation, water rates can be adjusted to meet the defined annual funding targets within the
planning horizon. It is important to note that this analysis considers the Utility's revenue requirements
from a “needs-driven” perspective. Consultants have compiled financial data for the Utility, forecasted
near- and long-term needs, incorporated financial management policies, and established the full annual
cost of service for the Utility, which must be recovered primarily from water rates paid by the users of the
system. This analysis has not presumed the City could forego any of the costs identified, in order to
influence the rate outcomes. Instead, the rates presented here are driven by identified needs; rates do not
define the needs that can be met.

C. DATA SOURCES AND ASSUMPTIONS

This study has relied upon current and, where applicable, historical information substantively provided by
the City, such as audited financial statements and up-to-date budget performance. Consultants have also
tapped industry sources and our industry experience for certain assumptions. All data sources and
assumptions are described in the annotations shown in the technical analysis included as an Appendix to
this report. ’

Please note that all figures in this report and its supportive analysis are stated in forecasted, future
values: Various economic factors have been applied to revenue and cost estimates derived from City
data to account for natural or expected levels of inflation. This enables the projection of corresponding
revenue streams in the amount necessary in those future years. All projection assumptions are clearly
labeled and visible in the Appendix. '

D. GUIDING POLICIES

in the analysis of revenue requirements and development of a long-term financial plan for the Utility, NBS
assumed and/or recommended certain financial management policies. These policies are intended to
promote financial integrity and resource stability for the Utility, which in turn helps to foster the
sustainability of service to the Utility's customers. Most of the assumed and/or recommended policies
focus on the management of cash: the dedication of reserves for specific purposes essential to the long-
term provision of on-demand service, including the accumulation and expenditure of those resources and
the monitoring of minimum thresholds in certain reserves. The following sub-sections describe the policies
guiding the financial analysis.

Revenue Sufficiency

The Utility will target a financial strategy that provides revenues sufficient to the meet the current and
forecasted requirements and obligations of the Utility. The requirements and obligations of the Utility can
include: annual expenses to operate, maintain, and manage the Utility; capital expenditures related to
Utility infrastructure, facilities, and equipment; repayment of outstanding debt; satisfaction of legal
covenants; and attainment of targeted financial performance metrics set by law and/or policy. ‘
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The Utility is managed as an enterprise fund, which means that the entirety of its obligations are met
wholly by resources generated from its operations. The Utility is not to be funded by resources external to
its operations (e.g., general City revenues, revenues from another utility, et al.), unless attained via
promissory note or like mechanism. in this manner, only those users of the Utility fund its ongoing
operations, and no subsidy from non-users is relied upon.

To enable prudent segregation of cash collected and accumulated for intended purposes, the City
currently accounts for the Utility across two funds:

* Water Operations Fund

e Water Developer Impact Fee Fund

A recommendation of this study is to establish a separate Capital Reserve ‘Fund in order to segregate
operating funds from funds available for capital needs. This fund should also be held entirely separate
from the Developer Impact Fee Fund.

Operating Reserve

The City should maintain for the Utility an'Operating Reserve. An Operating Reserve is intended to
promote financial viability in the event of any short-term fluctuation in revenues and/or expenditures.
Such fluctuations might be caused by the natural inflow and outflow of cash during billing cycles, natural
variability in demand-based revenue streams (e.g., variable charges), and ~ particularly in periods of
economic distress — changes or trends in age of receivables.

This study has recommended an Operating Reserve equal to 16.4% of the Utility's budgeted annual
operating expenses. This reserve target is equal to a two-month (or 60 day) cash cushion for normal
operations. This Operating Reserve requirement that is programmed into this analysis is approximately
$136,000 for Fiscal Year 2011/12. The minimum threshold for the Operating Reserve should be targeted
as of the start of each fiscal year. The balance of the Operating Reserve should be expected to fluctuate
throughout the year due to the natural variability of revenues and expenditures, but outside of extreme -
circumstances, it should be evaluated and reestablished annually. Once the Reserve is established, this
analysis has assumed financial performance without the use of the Reserve to artificially suppress rates
below the projected annual requirements of the Utility.

Annual Funding of a Capital Replacement Reserve

It is a best management practice in the utility industry to set aside funds annually in a Capital
Replacement Reserve for ongoing and future system repair, rehabilitation, and replacement. At a
minimum, such annual funding should target a level equal to the Utility's annual depreciation expense.
Depreciation measures the financial erosion of a given asset over its useful life, using its original,
historical cost. Currently, the annual depreciation expense is $150,000 for the Utility; it is reflected in the
formal financial reporting for the Utility and can be referenced simply from those records (e.g., Statement
of Revenues, Expenses, and Changes in Net Assets). By the end of Fiscal Year 2015/16, the annual
depreciation ekpense is projected to be approximately $278,000, which includes estimated depreciation
from projects in the Capital Improvement Program.
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It is important to note that depreciation is not equal to the future replacement cost of the system, but
serves simply as a starting point for addressing long-term needs. If ratepayers can generate revenues at
this level and pace, they will have reserved a partial cash resource that can be applied toward the future
replacement cost of the asset. By reserving some cash resource for ongoing system reinvestment, the
City avoids burdening any single generation of users with the cost of asset replacement and causing
unnecessary spikes in rate levels.

A Capital Replacement Reserve is not a “minimum” reserve threshold akin to the Operating Reserve
discussed previously. Instead, it is an active pool of cash, with regular contributions from rate revenues
and, ideally, regular outlays in line with an adopted Capital Improvement Program. The Reserve is a
cash resource: funds may be used immediately for replacement-related projects or reserved for
expenditures anticipated in future years. A regularly-funded Capital Replacement Reserve can be viewed
as one means by which a utility finances its capital program on a “pay-as-you-go” cash basis, minimizing
or eliminating reliance on debt financing. '

The Capital Replacement Reserve would most appropriately be held in a separate fund for the Utility, as
described in this section of the report under the “Revenue Sufficiency” subsection.

E. PREVAILING WATER RATES

By the end of Fiscal Year 2011/2012, the Utility expects to generate approximately $900,000 in annual
revenue from rates paid by customers of the water system. All customers are subject to a monthly flat,
base service charge that is based on the size of the water meter. Customers are also subject to a tiered
consumption charge that escalates as consumption increases. Exhibit 1 lists the City's prevailing monthly
water rates. '

(continued on following page)
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Exhibit 1. Prevailing Water Rates

Monthly Service Charges

Customers Within

Customers Outside

(Deposit is two times the usage fee)

City Limits City Limits
Base Service Charge:
5/8 x3/4" meter $7.59 $15.18
1"meter $8.46 $16.92
1 1/2" meter $10.48 $20.96
2"meter $12.46 $24 .92
3"meter $26.83 $53.66
4" meter $32.93 $65.86
6" meter $86.05 $172.10
Variable Consumption Rater per 1,000 gallons:
0 to 5,000 gallons $0.40 - $0.82
5,001 to 10,000 gallons $0.65 $1.30
10,001 to 15,000 gallons $0.81 $1.62
15,001 to 20,000 gallons $0.95 $1.90
20,001 to 25,000 gallons $1.00 $2.00
25,001 gallons and up $1.50 $3.00
Monthly Base Service Charge for Fire Protection Services:
1 1/2"meter $7.96 $12.22
2"meter $9.38 $15.50
3"meter $10.80 $18.23
" 4"meter $12.22 $21.60
6" meter $15.50 $27.81
Water Usage Rates for 3-inch Fire Hydrant Meter :
For first 9,000 gallons $48.50 $97.17
For each 1,000 gallons above 9,000 gallons $1.28 $2.58

The most common user type served by the City of Greenfield is the single family residence. Exhibit 2
compares this user type to rate structures imposed by other water utilities in the region. Of the agencies
surveyed, the rate structure applied by the City of Greenfield yields the lowest cost to a home. If the -
proposed rate adjustment is adopted, Greenfield's rate will remain the second lowest in the region, in the
first year of the rate adjustment. In the fifth year of the rate adjustment, Greenfield is expected to be in
the middle of the range, when compared to the rates imposed by other water utilities in the region, in

today’s values.
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Exhibit 2. Regional Comparison of Water Rates
For Single-Family Residential Customers in Fiscal Year 2011/12
(Based on Consumption of 15,000 galions)
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SECTION 3. WATER RATE STUDY
A. OPERATING REQUIREMENTS

Operating requirements relate to the typically recurring, annual expenses associated with activities which
manage/administer, maintain, and operate the water system and meet the City's regulatory and other
programmatic obligations. Examples of operating expenses include personnel, services, supplies, and
minor equipment. In a self-sufficient program, annual operating requirements should be fully satisfied by
the annuél, recurring revenue sources of the Ulility to avoid a “structural deficit.” Running a structural
deficit means that the program’'s cash reserves — which are typically held as a resource for capital
investments or emergency — must be drawn upon. to meet annual expenses. A short-term draw upon
reserves to meet operating requirements may be acceptable, if not planned — typically through periods of
unstable or unforeseen conditions — but it is not a sustainable condition. Thus, this analysis has
presumed that all projected operating requirements of the Utility will be met by a recurring revenue
stream: rates paid by the customers of the water system.

Exhibit 3 illustrates the current operating expenditures for the Utility and projected expenditures from that
starting point. In Fiscal Year 2011/12, corresponding to the City's existing adopted budget and service
level at the time of this writing, operating expenses are projected at approximately $825,800. A detailed
list and projection of operating costs can be viewed on Page 2 of Appendix A to this report.

Exhibit 3. Annual Operating Expenditures

‘Operatin

Fiscal Year Eponditurzs
2012 $825,800
2013 $854 878
2014 $884,835
2015 . $916,110
2016 $947,586

For the items listed in the Utility's budget, the level of expenditure (and thus, implied levels of service)
observed at the start of the planning horizon — Fiscal Year 2011/12 — are assumed to continue through
the forecast period. This means that spending is assumed to follow a linear progression, varying only by
applied economic factors estimating cost inflation. No deviation — discrete reductions or expansions
caused by efficiency findings or changes to levels of service — have been assumed at this time. It should
be emphasized that future projections for operating costs stemming from Fiscal Year 2011/12 estimated

‘ ending performance may be understating the level of expenditure necessary to run the system under
historically-expected, “normal” conditions.

Future cost escalation assumptions include no near-term growth in customers, due to the fact that there
has been no recent growth and actually a reduction in customers. General cost inflation is assumed at
3.00% per year, and labor cost inflation is assumed at a flat rate of 4.0% per year in all years of the
forecast. These inflation factors were developed drawing upon historical, industry trends in long-term cost
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escalation, but also in consuitation with City staff, factoring in recent and/or expected local conditions
from other planning efforts.

B. DEBT SERVICE

The Water Utility is currently obligated to one outstanding debt issue, an Enterprise Fund Installment Sale
Agreement issued by the California Infrastructure and Economic Development Bank. The bond proceeds
were used to fund the Tenth Street Water System Expansion project. The City will continue making
annual principal and interest payments on this debt issue until it is paid off, which is scheduled to occur in
Fiscal Year 2036/37. Exhibit 4 shows the scheduled debt service payments that are due until the debt
issue is paid in full.

Exhibit 4. Annual Debt Service Payments

Fiscal Year Prinicpal Interest Annual Fee Total
2012 $80,954 $99,088 $9,558 $189,600
2013 $83,504 $96,497 39,315 $189,317
2014 $86,134 $93,826 $9,065 $189,025
2015 ~ $88,847 $91,070 $8,807 $188,724
2016 $91,646 $88,227 $8,540 $188,413
2017 $94,533 $85,295 $8,265 $188,093
2018 $97,511 $82,270 $7,981 $187,762
2019 $100,582 $79,150 $7,689 $187.421
2020 $103,751 $75,932 $7,387 $187,070
2021 $107,019 $72,612 . $7,076 $186,707
2022 $110,390 $69,188 $6,755 $186,333
2023 $113,867 $65,656 $6,424 $185,947
2024 $117,454 $62,013 $6,082 $185,550
2025 $121,154 $58,254 $5,730 $185,138
2026 $124,970 $54,378 $5,366 $184,714
2027 $128,907 $50,379 $4,991 $184,277
2028 $132,967 $46,255 $4,605 $183,827
2029 $137,156 $42,000 $4,206 $183,362
2030 $141,476 $37,612 $3,794 $182,882
2031 $145,933 $33,085 $3,370 $182,388
2032 $150,530 $28,416 $2,932 $181,878
2033 $155,271 $23,600 $2,480 $181,351
2034 $160,162 $18,632 v $2,015 $180,808
2035 $165,207 $13,507 $1,534 $180,249
2036 $170,411 $8,221 $1,039 $179,671
2037 $175,779 $2,769 $527 $179,075

Pursuant to bondholder covenants, the Water Utility is also required to generate revenues sufficient to
meet operating expenses, annual debt service, plus 10% above the annual principal and interest
" payments due on the bond. This is a requirement of the bondholders that the utility will be able to make
the annual debt service payments and is known as a Debt Coverage Requirement. Annual debt service
payments (principal and interest, exclusively) are approximately $180,000 throughout the life of the bond
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issue. With the debt coverage requirement set to 10% of annual principal and interest payments, the
utility is required to generate approximately $18,000 above the annual debt service payment in addition to
meeting all operating expenses, to fulfill this requirement on an annual basis. Under projected revenues
and expenditures, the Utility is projected to fall $110,000 short of that goal in the current fiscal year. This
outcome can also be viewed in detail on Page 22 of Appendix A to this report.

C. CAPITAL REQUIREMENTS AND PROJECTED FINANCING

The Utility has an adopted Capital Improvement Program (CIP) that consists of rehabilitation and
replacement projects needed to serve existing users, and expansion projects that will be needed to serve
future development. Between Fiscal Years 2011/12 and 2015/16, the City of Greenfield has identified
numerous capital projects totaling nearly $5.3 million (in future values), that seek to rehabilitate or replace
system infrastructure equipment, and/or fixed assets which should be funded from cash held in the
Utility's capital reserves and contributions made from user rates. Rehabilitation and replacement projects
represent burdens solely attributable to existing connections to the wastewater system, a cost ultimately
to be borne in water rates, either through direct, "pay-as-you-go” funding or when possible, by using
accumulated cash reserves originally funded by rates in prior years. Exhibit 5 presents the list of projects
that are planned to be completed within the five year period that will be funded by existing connections to
the system.

Exhibit 5. Adopted Five-Year Capital Improvement Program
Projects Needed to Serve Existing Connections

Project Description 2012 ©o2013| 2014 2015 2016
Install Water Well #8 on Cherry Between 10th & EI Camino 3 983,630 | $ -1$ -1 -8 -
Extend Walnut Avenue Water Main - Wainut to 10th, to Tank #2 $ 1,138,940 | % -13 -8 -18 -
Refurbish Oak Avenue Water Tower $ 279,558 | % - % -8 -1 8 -
Paint Water Tank Exterior $ 155310 (% -8 -8 -1 -
Replace 600 Water Meters Annually $ 372,744 | 3 385,939 1% 399,601 | $ 413,747 | & 428,394
Replace 50 Fire Hydrants $ 155310{$ -1 -1% -1 -
Remodel Breakroom/Restrooms/Showers/Locker Rooms $ 65231 % - % - % -1% -
Pump Piant #1 Building - Paint Exterior $ -8 16,081 | $ -ls -ls -
VFD Drives - Remowe & Replace 3 $ 42,882 | $ ) -18 459721 % -
Pump Plant #1 - Replace Pump Turbines 3 $ -1$ 133,2001(% -18% -
Well #1 Pump - Remowe & Replace 5 -8 -8 -1% 114930 $ -
Well #6 Pump - Remove & Replace $ -13 ) -i8 -8 -1% 118,998
Additional Equipment $ -1 80,404 | $ -1 -8 -
Total: Cost Estimate Per Year (Future Values) '$ 3,092,015($ 525306 (% 532,802 (% 574,649 [$ 547,392

The cost of expansions and improvements to the system, at this time are planned to be recovered from
future connections. When eventually recovered from future connections, upfront connection fees and/or
financing through developer agreements — not rates — can be used to fund the project(s). Exhibit 6 shows
the list of projects and the associated cost (in current values) that are documented in the 2008 Update of
the City's Water System Capital Improvement Plan. These projects will eventually be needed in order to
serve future development because there is not sufficient capacity within the existing system today. It is
assumed in the supporting analysis to this report that these projects will be completed, but will be funded
by contributions made by developers; therefore, there is no impact to the monthly service rate to fund
these pfojects.
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Exhibit 6. Adopted Capital Improvement Program
Projects Needed to Serve Future Connections

Project Description

Cost Estimate
(Current Values)

Water Supply Projects
New 1,800 gpm Well Site To Be Determined $1,000,000
New 1,800 gpm Well Site To Be Determined $1,000,000
Total: Cost Estimate for Water Supply Projects $2,000,000
Reservoirs .

Second 1.5 MGD Reservoir at Oak/13th Site $900,000
Second 1.5 MGD Reservoir at 10th St. Corporation Yard $900,000
Total: Cost Estimate for Reservoir Projects $1,800,000
Pump Stations :
Additions at Oak Ave./13th Site $750,000
Additions at 10th St. Corporation Yard $750,000
Total: Cost Estimate for Pump Station Projects $1,500,000

Pipelines :
12" Walnut Ave. - Santa Lucia SC to Third Street $675,000
12" Cherry Ave. - McDonald Way to Third Street $495,000
12" Pine Ave. - EI Camino to Third Street $495,000 -
12" Third Street - Walnutto Cypress Avenue $600,000
12" Elm Avenue - 4th Street to 3rd Street $210,000
12" Elm Avenue - 3rd Street to 2nd Sireet $396,000
12" Walnut Avenue - Thorpe Avenue to 2nd Street $216,000
12" Cherry Ave. - 3rd Street to 2nd Street $396,000
12" Pine Ave. - 3rd Streetto 2nd Street $396,000
12" 2nd Street - Oak Avenue southerly to SOI $525,000
12" 2nd Street - Walnut Avenue to Cypress Avenue $600,000
12" Cherry Avenue - Amaral Sub. to El Camino Real $810,000
12" Pine Avenue - 13th Streetto El Camino Real $810,000
12" 12th Street - Walnut Avenue to Cypress Avenue $600,000
12" Cypress Avenue -13th Street to El Camino Real $810,000
12" Cypress Avenue - East of Freeway to 2nd Avenue $690,000
12" 13th Street - Elm Avenue to Cypress Avenue $1,207,500
12" Elm - 13th easterly to New 12" $202,500
12" ElIm Avenue southerly to SOl $705,000
12" SOl Easterly to El Camino Real $780,000
12" Westerly SOl to Easterly SOI $1,140,000
12" El Camino Real - High School Southerly to SOI $540,000
12" Pipeline 29 to Pipeline 32 $375,000
12" Pipeline 31 to 2nd Street $510,000
12" 3rd Street Extension - EIm Avenue to Pipeline 32 $330,000
12" Walnut Avenue - 13th Street to 12th Street $405,000
12" Apple Avenue - 13th Streetto Existing Pipeline $112,000
Total: Cost Estimate for Pipeline Projects $15,031,000
Additional Capital Expenses for Projects
Administration, Engineering and Contingencies $6,399,450
Land Acquisition Costs $100,000
Total: Cost Estimate for Additional Expenses $6,499,450
Grand Total: Cost Estimate for Projects to Serve Future Connections $26,830,450

Water Rate Study — City of Greenfield
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D. CASH FLOW PERFORMANCE UNDER PREVAILING REVENUE AND EXPENDITURES

The Utility began Fiscal Year 2011/12 with a total cash balance across all funds of over $4.6 miilion. This
amount represents the total cash available to fund the Utility if revenues received during the Fiscal Year
are insufficient in meeting actual expenditures when they occur. Once depleted, this cash reserve cannot
be accumulated but through incoming revenues in excess of immediate outgoing needs. With no change
to revenues and/or expenditures, the total cash balance of the Utility across all funds will begin to decline
and the Utility will begin to spend funds that should be otherwise reserved for capital needs in order, to
cover operating expenses. Exhibit 7 graphs this cash flow projection, identifying the total cash balance
across all funds in each fiscal year. -

Exhibit 7. Cash Flow Performance at Prevailing Revenue and Expenditure Levels
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$1,000,000
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$(1.000,000) -

$(2.000,000)

$(3.000,000)

. 5(4.000,000)

$(5,000,000)

$(6,000,000
( ) Fiscal Year Ending June 30

E. TOTAL REVENUE REQUIREMENT

After compiling and forecasting the complete array of obligations facing the Ultility, outlays were compared
to forecasted resources, comprised primarily of rate revenues at their current levels. When comparing
Utility obligations with available resources, this study has examined rate revenue sufficiency from two
perspectives: cash sufficiency and debt coverage sufficiency. The latter refers to the ability of a utility to
meet bond covenants which might reguire its revenue steam to produce a cushion above annual debt
service.

Water Rate Study — City of Greenfield Page 13
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The Utility is currently obligated to one outstanding debt issue, for which it is required to generate
revenues sufficient to meet operating expenses, annual debt service, plus 10% above the annual
principal and interest payments due on the bond, as described in Section 3.B. However, because the
cash flow deficit that exists within the utility is greater than the debt coverage deficit, cash sufficiency
alone drives rate revenue requirements: cash resources against cash obligations. Cash resources in this
test include rate revenue, miscellaneous operating revenue, and interest earnings in the Operating Fund.
Cash obligations include operating expenses, debt service, specific contributions toward a Capital
Replacement Reserve, pay-as-you-go cash funding of a capital improvement program, and additions to
the Operating Reserve required to the achieve minimum reserve balance described in Section 2.D. If
these cash obligations exceed resources available and cannot be reduced to eliminate the deficiency, a
rate increase is required to fully fund the needs of the Utility.

In Fiscal Year 2011/12, the Utility is faced with $1,005,841 in total obligations, comprised of
approximately $825,800 in operating expenses and $180,041 in debt service payments. (These amounts
exclude contributions to reserves recommended in this study.) Rate revenues and other available
resources are projected at just over $763,937, yielding a deficit of approximately $102,167. This deficit
represents an equivalent draw on available cash reserves held in the Operating Fund. This can be
described as a "structural deficit” wherein recurring expenses from operations are not satisfied by the
recurring revenue stream of the Utility, predominantly, water rates.

It is recommended in this study that the Utility maintain an Operating Reserve of 60-days worth of
operating, programmed by this analysis to be roughly $136,000. In addition, as introduced in Section 2.D,
the establishment and ongoing funding of a Capital Replacement Reserve should be a long-term goal of
the Utility. To communicate the magnitude of implementing this policy over a period of five years (as an
example), the revenue requirement scenario that has been prepared by this study phases-in funding of
the Capital Replacement Reserve. This funding level is equivalent to the annual depreciation expense,
which is estimated to be fully funded by the end of Fiscal Year 2016/17. Compared against projected rate
revenues and other available resources, a cash deficit of over $180,000 is evident, for the current fiscal
year, if the recommended contributions to reserves are made.

Exhibit 8 compares total revenue from current sources against total cash obligations including the
phased-in funding of a Capital Replacement Reserve. These outcomes can also be viewed in summary

on Page 22 of Appendix A to this report.

Exhibit 8. Total Revenue Requirement Compared to Prevailing Revenues

Total Revenue Requirement, All Obligations Current
i C

Fiscal Year . N Operating Capital Resour.ces ash Flow

- Operating |Existing Debt ; Replacement Total including Surplus

Ending ) . Reserve o Prevaili Defici
Expenditures| Service Fundi Reserve | Obligations | Prevailing (Deficit)
unding Funding Rates

2012 $825,800 $180,041 $0 $77,833 $1,083,675 $903,675 ($180,000)
2013 $854,878 $180,001 $4,780 $145,803 $1,185,462 $927,179 . ($258,283)
2014 $884,835 $179,960 $4,924 $127,623 $1,197,342 $927,203 ($270,139)
2015 $916,110 $179,917 $5,141 $144,199 $1,245,368 $927,591 ($317,777)
2016 $947,586 $179,873 $5,174 $273,750 $1,406,383 $928,006 ($478,377)
Water Rate Study — City of Greenfield _Page 14
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F. PROJECTED WATER RATE REVENUE

Without a reduction or deferral to the underlying expenditures and recommendations introduced in prior
sections, the total revenue requirement presented in Section 3.E must be satisfied by an increase to the
Utility's primary revenue source: rates paid by the customers of the water system. Exhibit 10 identifies
the level of rates necessary to generate the annual rate revenue required to correct the structural deficit
of the utility, fund the 60-day Operating Reserve, cash fund all capital projects and phase in full funding of
a Capital Replacement Reserve.

In Year 1 of this forecast, the average monthly bill for a single-family residential customer, with 15,000
gallons of water consumption would increase from $16.89 currently to $20.27, an increase of $3.38. By
Year 5, the same bill for the average single-family residential customer would be $33.42, which results in
a cumulative change over the five year period, of $16.53.

The proposed rates are presented in Exhibit 10 on the following page.

Water Rate Study — City of Greenfield Page 15
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Exhibit 10. Projected Water Rates and Revenue

Proposed Adjustments to Rates

. Prevailing
Monthly Service Charges Rates 201112 | 2012113 | 201314 | 201415 | 201516
Projected Revenue from Rates $900,000 $1,080,000 | $1,296,000 | $1,555,200 | $1,664,064 | $1,780,607
Annual Change - 20.00% 20.00% 20.00% 7.00% 7.00%
Awerage Monthly Bill - Single Family Home (1) $16.89 $20.27 $24.32 $29.19 $31.23 $33.42
Rates for Customers Within City Limits:
Base Senice Charge:
5/8 x 3/4" meter $7.59 $9.11 $10.93 $13.12 $14.03 $15.02
1" meter $8.46 $10.15 $12.18 $14.62 $15.64 $16.74
1 1/2" meter $10.48 $12.58 $15.09 $18.11 $19.38 $20.73
2" meter $12.46 $14.95 $17.94 $21.53 $23.04 $24.65
3" meter $26.83 $32.20 $38.64 $46.36 $49.61 $53.08
4" meter $32.93 $39.52 $47.42 $56.90 $60.89 $65.15
6" meter $86.05 $103.26 $123.91 $148.69 $159.10 $170.25
Variable Consumption Rater per 1,000 gallons:
0 to 5,000 $0.40 $0.48 $0.58 $0.69 50.74 $0.79
5,001 to 10,000 $0.65 $0.78 $0.94 $1.12 $1.20 $1.29
10,001 to 15,000 $0.81 $0.97 $1.17 $1.40 $1.50 $1.60
156,001 to 20,000 $0.95 $1.14 $1.37 $51.64 $1.76 $1.88
20,001 to 25,000 $1.00 $1.20 $1.44 $1.73 $1.85 $1.98
25,001 and up $1.50 $1.80 $2.16 $2.59 $2.77 $2.97
Monthly Base Senice Charge for Fire Protection Senices:
1 1/2" meter $7.96 $9.55 $11.46 $13.75 $14.72 $15.75
2" meter $9.38 $11.26 $13.51 $16.21 $17.34 $18.56
3" meter $10.80 $12.96 $15.55 $18.66 $19.97 $21.37
4" meter $12.22 $14.66 $17.60 $21.12 $22.59 $24.18
6" meter $15.50 $18.60 $22.32 $26.78 $28.66 $30.67
Water Usage Rates for 3-inch Fire Hydrant Meter
For first 9,000 gallons $48.50 $58.20 $69.84 $83.81 $89.67 $95.95
For each 1,000 gallons above 9,000 gallons $1.28 $1.54 $1.84 $2.21 $2.37 $2.53
{Deposit is two times the usage fee)
Rates for Customers Qutside City Limits:
Base Senice Charge:
5/8 x 3/4" meter $15.18 $18.22 $21.86 $26.23 $28.07 $30.03
1" meter $16.92 $20.30 $24.36 $29.24 $31.28 $33.48
1 1/2" meter $20.96 $25.15 $30.18 $36.22 $38.75 $41.47
2" meter $24.92 $29.90 $35.88 $43.06 $46.08 $49.30
- 3" meter $53.66 $64.39 $77.27 $92.72 $99.22 $106.16
4" meter $65.86 $79.03 $94.84 $113.81 $121.77 $130.30
6" meter $172.10 $206.52 $247.82 $297.39 $318.21 $340.49
Variable Consumption Rater per 1,000 gallons:
0 to 5,000 $0.82 $0.98 $1.18 $1.42 $1.52 51.62
5,001 to 10,000 $1.30 $1.56 $1.87 $2.25 $2.40 $2.57
10,001 to 15,000 $1.62 $1.94 $2.33 $2.80 $3.00 $3.21
15,001 to 20,000 $1.90 $2.28 $2.74 $3.28 $3.51 $3.76
20,001 to 25,000 $2.00 $2.40 $2.88 $3.46 $3.70 $3.96
25,001 and up $3.00 $3.60 $4.32 $5.18 $5.55 . $5.94
Monthly Base Senice Charge for Fire Protection Senices:
1 1/2" meter $12.22 $514.66 $17.60 $21.12 $22.59 $24.18
2" meter $15.50 $18.60 $22.32 $26.78 $28.66 $30.67
3" meter $18.23 $21.88 $26.25 $31.50 $33.71 $36.07
4" meter $21.60 $25.92 $31.10 $37.32 $39.94 $42.73
6" meter $27.81 $33.37 $40.05 $48.06 $51.42 $55.02
Water Usage Rates for 3-inch Fire Hydrant Meter
For first 9,000 gallons $97.17 $116.60 $139.92 $167.91 $179.66 $192.25
For each 1,000 gallons above 9,000 gallons $2.58 $3.10 $3.72 $4.46 $4.77 $5.10
{Deposit is two times the usage fee)
(1) Average monthly bill based on consumption of 15,000 gallons and a 5/8 x 3/4” meter.
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H. CASH FLOW PERFORMANCE AFTER PROJECTED RATE REVENUE .

Under the projected water rates introduced above in Section 3.G, increased revenue has a positive effect
on the cash flow projection for the Utility. Exhibit 11 illustrates the total cash balance across all funds by
fiscal year assuming a phase-in of full funding for a Capital Replacement Reserve.
eliminating the structural deficit, meeting the 60-day Operating Reserve described in Section 2.D, and
fully cash-funding all capital projects; a cash resource is accumulated and available for future investments
in the infrastructure and fixed assets of the water system consistent with the current level of depreciation.

In addition to

Exhibit 11. Cash Flow Performance After Projected Rates
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SECTION 4. RECOMMENDATIONS AND IMPLEMENTATION
A. CONSULTANT RECOMMENDATIONS

NBS recommends that the City of Greenfield pursue implementation of water rates consistent with the
rates proposed in this report wherein: '

s The current structural deficit of the Utility is resolved fully.

e The 60-day Operating Reserve requirement is fulfilled by the end of the first year.

s Annual funding of a Capital Replacement Reserve phased in to equal the annual depreciation
expense.

» All capital projects listed in the Capital Improvement Program for the Utility are fully cash-funded
with a combination of existing reserves and with direct contributions from user rates.

This yields the rates listed in Exhibit 10, with the average monthly bill for a single-family residential
customer, with 15,000 gallons of water consumption would increase from $16.89 currently to $20.27, an
increase of $3.38, in the first year of the rate adjustment strategy. By Year 5, the same bill for the
average single-family residential customer would be $33.42, which results in a cumulative change over
the five year period, of $16.53. This level of rates not only seeks to immediately eliminate the structural
deficit for the Utility, but also, minimum and equitable funding of infrastructure rehabilitation and
replacement by each generation of customers.

B. IMPLEMENTATION ACTIONS
At this juncture, NBS recommends proceeding with efforts to implement the projected water rates by -
approving the Financial Plan for the Utility and proceeding with the legal requirements to put new rates in

place, by initiating California’s Proposition 218 Procedures, which consists of the following steps:

1. Schedule a Public Hearing for no earlier than February 14™ 2012 (45-day noticing period
required).

2. Direct City Staff to mail a public notice that describes the proposed changes to water rates.
3. Receive any written protests form utility customers and/or property owners.
4. After the Public Hearing, conduct a vote of the City Council to adopt the new rates.

5. New rates will become effective 30 days after the Public Hearing.

Water Rate Study — City of Greenfield Page 18
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TECHNICAL APPENDIX

The following Appendix shows the detail of the Revenue Reqdirements analysis, for the rate scenario
presented in this report for the Water Utility.

Water Rate Study — City of Greenfield : Technical Appendix
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APPENDIX A

Water Revenue Requirements Analysis, Scenario 3
Phase-In of a Capital Replacement Reserve

Water Rate Study — City of Greenfield Technical Appendix
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