a
|
!

PERE MARQUETTE CHARTER TOWNSHIP BOARD
REGULAR MEETING AGENDA
August 13,2024 — 4:00 p.m.

Location: PERE MARQUETTE TOWNSHIP HALL
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14.
15.
16.

17.
18.
19.

1699

S. Pere Marquette Highway

Ludington, MI 49431

CALL TO ORDER

INVOCATION

PLEDGE TO FLAG

ROLL CALL

APPROVAL OF MINUTES

SHERIFF / COUNTY COMMISSIONER REPORT(S)
DEPARTMENT REPORTS

BRIEF PUBLIC COMMENTS (TWO MINUTES)
APPROVAL OF AGENDA

A.
B.
C.

D.
E.
COMM

. PUBLIC HEARINGS

. COMMUNICATIONS

. UNFINISHED BUSINESS
. NEW BUSINESS

Consider Water/Sewer Rate Study Proposals

Consider Water/Sewer Reliability Study Proposals

First Reading of Ordinance No. 157 — Amendment to Water System Rate &
Administration Ordinance

Consider Resolution to Appoint Officer Delegate / MERS Annual Meeting #2024-13
Consider Compensation of Election Inspectors

ITTEE REPORTS

COMMITTEE OF THE WHOLE
OFFICERS REPORTS

A.
B.
C.
D.

Trustees

Clerk and payment of invoices
Treasurer

Supervisor

ANNOUNCEMENTS
EXTENDED PUBLIC COMMENTS (TEN MINUTES)
ADJOURNMENT
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REGULAR MEETING
July 23,2024

PERE MARQUETTE CHARTER TOWNSHIP BOARD
held at 1699 S. Pere Marquette Highway, Ludington MI 49431

Board members present: Supervisor Kelly Smith; Clerk Rachelle Enbody; Treasurer Sarah Iteen; Trustees:
Andrew Kmetz, James Nordlund Sr., Henry Rasmussen, and Ronald Soberalski.

Board member(s) absent: None.

Also present: County Commissioner Les Johnson and numerous guests.

The meeting was called to order at 6:00 p.m. by the Supervisor. The invocation was given by Smith; The Pledge of
Allegiance was recited by all.

APPROVAL OF MINUTES: Moved by Soberalski, seconded by Kmetz to approve the minutes of the July 9, 2024,
meeting as presented.

Motion carried.

PUBLIC COMMENT: Public comment was held.

County Commissioner Johnson reported on the most recent meeting of the Mason County Board of Commissioners.
APPROVAL OF AGENDA: Moved by Iteen, seconded by Enbody to approve the agenda as presented.

Motion carried.

NEW BUSINESS: A. Consider Web Services Sales Agreement — E-Notify System — Board members reviewed a
proposal for an E-Notify system. The system allows interested parties to sign up for email and/or text notifications from

the township. The system will work through the township’s website. Revize, LLC is the current website provider for the
township and the notification system is an additional service offered by the vendor.

Nordlund arrived at 6:16 p.m.

Moved by Kmetz, seconded by Iteen to approve the Revize Web Services Sales Agreement at an annual cost of $1,000.00
and to authorize the supervisor to sign the agreement on behalf of the township.

Motion carried.

B. Consider Pere Marquette Conservation Park Proposed Treatment Workplan — Board members reviewed a
proposed work plan detailing the treatment of invasive species at the Pere Marquette Conservation Park. Treatments
include: autumn olive $3,400.00, oriental bittersweet $600.00, tree of heaven $200.00 and garlic mustard $800.00 for a
total treatment plan cost of $5000.00

Moved by Rasmussen, seconded by Soberalski to approve the proposed workplan for the treatment of invasive species in
Pere Marquette Conservation Park for a total treatment cost of $5,000.00.

Motion carried.
EXTENDED PUBLIC COMMENT: Public comment was held.

ANNOUNCEMENTS: Enbody reported that in person Early Voting for the August Primary Election begins July 27,
2024.

ADJOURNMENT: The meeting was adjourned by consent at 6:25p.m.

Cdenctle DB b~ e

Rachelle D. Enbody, MiPMC?, CMC Township Clerk Kelly D. Smith, Township Supervisor



PERE MARQUETTE

CHARTER TOWNSHIP

1699 SouTH PERE MARQUETTE HWY. ® LUDINGTON, MICHIGAN 49431

g\ (231) 845-1277 « Fax (231) 843-3330

Memo

August 9, 2024

To: Township Board

From: Kelly Smith, Supervisor

Re: Rate Study Proposals

| have received 3 proposals for a water and sewer Financial Projections and Rate Study. The
water and sewer committee met to go through each proposal and discussed the differences
each company has laid out within their respective proposals.

Most notable were the total hours needed to complete the project, the amounts charged per
hour and the number of years of projections to be provided.

The water and sewer committee recommends entering into an agreement with Stantec
Consulting Services Inc. with a total not to exceed amount of $23,310 for the water portion of
the study and a not to exceed amount of $22,420 for the sewer portion of the study.
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August 2, 2024

Rachelle Enbody, CMC, MiPMC
Township Clerk

Pere Marquette Charter Township
1699 South Pere Marquette Highway
Ludington, MI 49431

Subject: Proposal for Water and Sewer Financial Projections and Rate Study

Dear Rachelle Enbody:

Raftelis is pleased to submit this proposal to assist Pere Marquette Charter Township (Township) with a water and
sewer utility rate study. We appreciate the opportunity to submit this proposal, which details our approach to meet
the Township’s objectives as well as our qualifications and experience within the water and wastewater industry.

Proven Process. The Township is looking to partner with an experienced firm that can help them understand why
certain options should be considered from an industry best practices perspective. Raftelis has a deep understanding
of these practices because we are active in shaping them. While each community is unique, the challenges and
opportunities facing the Township are shared by many other communities throughout the United States. At Raftelis,
we have developed a proven process for getting up to speed quickly and delivering actionable recommendations that
meet the needs of our clients. '

Experienced Project Team. The proposed project team has extensive experience conducting these types of studies
for utilities throughout North America, including Michigan. This combination of knowledge and experience means
we have an unparalleled ability to efficiently and effectively deliver the scope of services identified in the Township’s
RFP. I will serve as Project Manager, acting as the primary point of contact for the Township and ensuring that the
project stays on schedule, is within budget, and effectively meets the Township’s objectives. I will be supported by
Joe Collins, who resides in Kalamazoo, MI, and has been involved in numerous engagements of similar size and
complexity.

We are proud of the resources that we offer and welcome the opportunity to work with the Township and its

professional staff to meet the Township’s objectives. If you have any questions regarding our proposal, please do not
hesitate to reach out to me using the contact information below.

A

Sincerely,
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Thomas A. Beckley
Vice President
P: 816.682.1328 / E: tbeckley@raftelis.com
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Project Approach

We have developed the following proposed services based on our extensive experience in completing
comprehensive water rate studies for other utilities while taking into account the considerations identified by the
Township in its RFP. Our approach has been tailored to address the specific objectives and concerns identified in
the RFP while maintaining those elements that we believe are essential for a successful project. We have used a
similar project approach on many of our rate study projects for utilities throughout Michigan and the U.S.

Task 1: Project Initiation, Management, and Kick-off Workshop

The project team will conduct a kick-off meeting with Township staff to confirm the project approach, work plan,
schedule, and priorities. A successful kick-off meeting ensures that Township staff and the project team agree on the
project’s goals and expectations. We will develop a kick-off meeting package that contains the meeting agenda and
presentation materials to guide the discussion. Following the meeting we will provide a brief memorandum
summarizing the discussion and any action items.

We will provide a data request upon receipt of notice to proceed from the Township. Prior to the kick-off meeting,
we will thoroughly review the data provided by the Township. This review is critical for two reasons. First, it is
critical to appropriately use the most accurate data possible. This means clearly communicating the types of data we
need from the Township and ensuring we received what we asked for and are using it for the appropriate purpose. A
miscommunication regarding the data can cause significant deviations between expectations and actual results.
Raftelis staff will work closely with the Township’s point person in each area (e.g., finance, operations, and
customer service) to ensure that we all agree on the intended use of what is being provided. Second, we have found
that beginning to work with the data provided by our clients in advance makes for a much more productive kick-off
meeting as it allows us to begin framing preliminary analyses, formulate any questions, and come fully prepared to
discuss any issues. Even though we may request additional data or clarification as the study progresses, we will
minimize the additional data requests and will strive to balance the time and effort required to provide the data with
the relative impact it has on the analysis.

Effective ongoing project management ensures that Township staff are receiving the support they need at all times.
This means regular and responsive communication, timely provision of deliverables, and prompt communication of
any issues or challenges. One of Raftelis’ key project management objectives is to serve as an asset to Township
staff, enhancing their capabilities and bringing a broader industry perspective to bear on any challenges. Our project
management team includes senior Raftelis staff who have successfully collaborated on numerous engagements of a
similar size and complexity. This team is prepared to continue to leverage our institutional knowledge to support the
critical work performed by the Township going forward.

Task 2: Financial Plan Development

The financial plans identify the overall level of revenue necessary to fund operations and maintenance expense
(O&M), water purchases from the City of Ludington, routine repair and replacement capital expenditures, and
repayment of debt service (current and future) while achieving the Township’s financial management objectives and
remaining in compliance with statutory water regulations and standards. Determining the revenue requirement
involves a detailed cash flow forecast, which compares projected baseline revenues to projected expenditures and
identifies any adjustments to revenues that may be necessary to fund utility operations in a financially sustainable
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manner. The projections we develop for the Township will include the balance of the Township’s current fiscal year
and the following 10 fiscal years.

Task 2.1 — Projection of Revenue Under Existing Rates

Raftelis will develop revenue projections under existing rates and projected customer usage by customer class. This
will serve as a baseline for revenues if no adjustments to rate levels or structures are made. In Task 3, we will
compare these baseline revenue projections to projected expenditures to determine the overall level of revenue
necessary (including revenue increases) to fund these projected expenditures and achieve the Township’s financial
performance objectives.

Accurately forecasting revenues is one of the biggest financial planning challenges faced by utilities because there
are several factors that can affect usage. A particularly rainy or dry season, unforeseen population growth or decline,
and commercial and industrial customers moving in and out of the Township’s service area can have a dramatic
effect on usage. The biggest risk involved in such projections is overstating the amount of billed usage, which results
in unit rates that are too low to recover the revenue requirement.

Using historical customer billing data, we will evaluate trends in customer accounts and usage per account. Using
this data, we will seek to establish a normalized usage per account, which avoids assigning undue weight to usage in
wetter or drier periods. Typically, this involves determining a multi-year average of per customer usage,
incorporating years with higher and lower usage, then applying an assumed conservation trend reflective of
increasing customer fixture and appliance efficiency and other factors. We will then calculate revenues under
existing rates at projected consumption levels. We will compare these revenues to the operating and capital
expenses forecast in Tasks 2.2 and 2.3 to understand the sufficiency of existing revenues to fund projected
expenditures.

Task 2.2 — Projection of O&M Expense

The Township’s water and sewer budgets (for the current year and any available future years) will serve as the -
starting point for the projection of O&M expense. To project O&M expenses for the forecast period, we typically
make three adjustments: budget performance adjustments, incremental expense adjustments, and inflationary
adjustments.

Budget performance adjustments will be made based on a detailed review of several years of budgeted O&M
expense compared to actual performance. To the extent that the utility tends to outperform in certain areas (i.e.,
spend less than budgeted), we will discuss potential adjustments so that the projection of baseline O&M (i.e., before
any incremental expenses and inflationary adjustments) is a reasonable reflection of what is likely to occur.

The current budget may include one-time expenses that are not expected to be incurred in the future. In this case,
the one-time expense will either be excluded from future years or, if it occurs periodically, normalized in future
years. To the extent that the current year budget represents a snapshot plan for the year in question, incremental
expense adjustments ensure future years carry forward the appropriate level of O&M expense. The current budget
may also exclude incremental changes in operating expenses anticipated to occur in the future. This includes
incorporating recommendations for non-recurring O&M expenses such as meter replacement and ground reservoir
maintenance.

Inflationary adjustments account for expected future inflation in O&M expense, after accounting for budget
performance and any incremental expenses. Inflationary adjustments will be based on the best and most relevant
data possible. Expenses driven by customer growth and usage (e.g., power and chemicals) will be adjusted based on




the projections in Task 2.1. Personnel costs will be adjusted based on planned compensation adjustments from the
Township. The largest expense for the Township is water purchases from JAWA. The forecast for water purchases
is based on the water use forecast developed in Task 2.1 as well as expectations for future wholesale price
adjustments. For expenses where less detailed data is available, we will rely on historical trends, discussions with
Township staff, and our experience working with similar utilities throughout the United States.

Task 2.3 — Projection of Routine and Major Capital Expenditures

Task 2.3 involves developing a capital improvement financing plan that identifies the Township’s capital projects
(routine and major) and the mix of cash and debt used to finance them. The cash flow impact of the capital
financing plan is incorporated into the cash flow analysis in Task 2.4 as annual cash outlays (i.e., PAYGO or
revenue-funded capital) and new debt service. To develop the capital financing plan, we will review the Township’s
approved capital improvement plan (CIP) and work with Township staff to ensure that the appropriate level of
investment is balanced against the potential rate implications. To the extent that the CIP is in current year dollars,
we will include adjustments for future construction cost inflation based on an analysis of trends for the appropriate
cost indices (e.g., Engineering News-Record). We will also incorporate any projects that the Township already has
in progress from prior approved CIPs that will be completed in the first few years of the forecast period.

The CIP financing plan we develop for the Township will incorporate both routine repair and replacement
expenditures as well as major capital improvements. Given the recurring nature of routine expenditures (i.e., water
line replacement), many utilities employ a PAYGO funding approach. Major capital improvements are often
funded with debt to spread out the financial burden on customers and to ensure that the cost of major improvements
is borne by all customers, not just current customers. We will work with Township staff to recommend CIP
financing alternatives which will achieve the Township’s financial management objectives. The projected capital
costs, including PAYGO and any new debt service, will be incorporated into the cash flow projections in Task 2.4.

oy (o g e = Because Raftelis is a Registered Municipal Advisor with the Municipal
————
e e i REG] STE RED Securities Rulemaking Board, we are fully registered and qualified to

’ M UN lC' PAL provide the Township with municipal advice related to the issuance of debt
‘ ADV' SOR to fund the CIP. This registration allows us to provide clients with advice
related to the size, timing, structure, and terms of municipal debt.

Task 2.4 — Utility Cash Flow Forecasts and Revenue Adjustments
We will develop a detailed cash flow forecast for the multi-year planning horizon. This forecast will compare
existing revenues (Task 2.1) to forecast expenditures (Tasks 2.2 and 2.3), identifying any deficiencies in funding
under existing revenues. Throughout Task 2.4, we will discuss the Township’s existing financial policies and
objectives (formal and informal). This will include a review of the performance of the utility relative to key financial
ratios (e.g., days cash, capital structure, and debt service coverage). Throughout these discussions, we will provide
recommendations to ensure the Township’s financial management strategies align with industry best practices.
We will structure rate adjustments to achieve the Township’s strategic financial management objectives and
maintain alignment with best financial management practices regarding debt service coverage ratios and reserve
balances. We will develop at least two primary revenue adjustment scenarios: one in which revenue adjustments
will be smoothed over the five-year, mitigating the impact on customers in any given year, and one in which the full
revenue increase needed over the study period is achieved in the first year, followed by no increases in later years.
The ultimate outcome of Task 2.4 will be the identification of the overall level of revenue required (including any

adjustments to revenue) to fund the provision of safe and reliable water service in a financially sustainable manner.
This revenue requirement will form the basis for the cost-of-service analysis in Task 3.
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Task 3: Cost-of-service and Rate Design

At a minimum, the project team will recommend overall adjustments to the Township’s existing water and sewer
rate structures to ensure sufficient funding for the projected revenue requirement identified Task 2. In addition, we
will recommend two alternatives to the Township’s rate structures to improve alignment with cost of service,
industry best practices, and the community values identified in Task 1. Once the rate alternatives are established, the
project team will assess the impact on Township customers via traditional methods, such as typical customer bills
and peer benchmarking.

Task 3.1 — Cost of Service

The project team will utilize our experience, combined with industry best practices as set forth in the AWWA
Manual M1, Principles of Water Rates, Fees and Charges (Manual M1) as well as the WEF Manual of Practice No. 27,
Financing and Charges for Wastewater Systems (MOP 27) to assign the revenue requirement determined in the water and
sewer financial plans to the Township’s customer classes.

This involves three steps: functionalization, which assigns the revenue requirement to the various components of the
water system (e.g., water purchases, treatment, or distribution); classification, which assigns the functionalized costs
to demand parameters, or the components of customer demand which drive costs (e.g., base water demand, water
peaking patterns, meter capacity); and distribution, which assigns costs to customer classes in proportion to the
demands they place on the water system.

Task 3.2 — Rate Design

Evaluating the equity of the Township’s existing rate structure involves assessing whether the rates fairly recover
costs from different types of users. The Township’s water rate structure includes a quarterly fixed charge that varies
by meter size and a volumetric rate of $4.05 per 100 cubic feet. The sewer rate structure also includes fixed and
volumetric components, charging $5.65 per 100 cubic feet.

We anticipate that the Township’s approach to fixed revenue recovery will be a key area of discussion. In general,
customer conservation due to increasing fixture and appliance efficiency will make it increasingly challenging to
recover water costs, which are mostly fixed. In general, we recommend developing the fixed charge from “the
bottom-up” recognizing the different types of fixed costs incurred by the Township to provide water and sewer
service. This would include both per bill costs (meter reading, billing, collection, and customer service), which do
not vary by meter size, and readiness to serve costs, which would be scaled up by meter size. The readiness to serve
concept recognizes that the Township incurs costs to make service available to customers 24/7/365, regardless of
how much water is used.

The impact on low-volume users is also an important consideration, but the exclusive focus on volumes may not be
appropriate in all communities. The concern with the impact on low-volume customers is typically one of
affordability, using the presumption that low volume is equivalent to low income and high volume is equivalent to
high income. In our experience, volumes are not always the best indicator of a customer’s ability to pay for water
service. A high-volume customer could be a low-income customer with a large family, older appliances and fixtures,
and poor plumbing, for example. One way of addressing this issue is to evaluate the affordability impacts of different
options using United States Census data. This approach involves comparing usage and household income using a
spatial analysis and would result in a more direct measurement of the impact of fixed charges on low-income
customers.

We also expect that the potential adoption of an inclining block tiered rate structure will be an important
consideration. Typically, these structures are used to encourage conservation and recognize the fact that customers




entering the higher tiers are likely to be seasonal users, which place greater demands on the water system. This type
of rate structure is typically applied only to single-family residential customers, with other customer classes paying a
uniform rate. This is because commercial and industrial customers are very different from residential customers. A
commercial customer paying in one of the higher tiers may be using water consistently year-round to operate their
business, whereas a residential customer using the same amount is likely using the water seasonally for discretionary
outdoor watering. Applying the same structure to both customers results in charging the larger customer a higher
unit cost for the same service (indoor, non-seasonal usage).

A potential challenge with the use of inclining block rates in the Township is the fact that the Township bills for
water on a quarterly basis. Conservation is encouraged by the pricing signal sent by the higher cost of water in upper
tiers, but the Township’s billing is likely not frequent enough for ratepayers to adjust their water use patterns based
on their bills. Additionally, it is difficult to identify peak demands and the related cost impact on the system using
quarterly billing data as opposed to monthly billing data.

Task 3.3 — Bill Impacts

Any rate structure change will have different impacts on different types of customers. For example, a significant
increase of the fixed charge will likely result in an overall increase of the water bill for small water users and a
decrease for large water users. Raftelis will prepare comparisons of typical customer bills under existing rates, and
under each proposed alternative, for the Township’s review. At a minimum, this will include impacts on
representative customers from each customer class. Raftelis can also develop a distribution of all potential impacts
using detailed customer billing information if needed. This would identify the number and percentage of bills falling
within certain impact ranges. We will also develop bill comparisons between the Township and other comparable
communities.

Task 4: Report Preparation and Board Presentations

Task 4.1 - Interim Presentation

Raftelis will attend a meeting of the Board of Trustees in September or October to provide an update on the status of
the study and present preliminary findings. We expect that by the time of this presentation we will be able to present
draft financial plan results and lead a discussion of potential rate structure alternatives.

Task 4.2 - Final Report and Presentation

Raftelis will prepare a preliminary report that overviews the process, significant assumptions, conclusions, and
recommendations regarding the study including, but not limited to, the development of the revenue requirement,
cash flow forecast, proposed rates and impacts, tap-on fee analysis, and capital project funding strategies. Raftelis
will conduct a meeting with Township staff to review any comments they have regarding the draft report. The
report will include an executive summary that overviews the results of the study for a non-technical audience.
Raftelis will then incorporate Township staff’s comments into a final report. Senior members of Raftelis staff will
present the final report to the Township’s Board of Trustees.
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Experience

OPED A TEAM OF

Our team includes senior-level professionals to provide experienced project leadership with support from talented
consultant staff. This close-knit group has frequently collaborated on similar successful projects, providing the
Township with confidence in our capabilities.

Here, we have included an organizational chart showing the structure of our project team. On the following pages,
we have included resumes for each of our team members as well as a description of their role on the project.

Pere Marquette
Charter Township

PROJECT MANAGER

Tom Beckley

iy

Collin Drat

LEAD CONSULTANT

Joe Collins



PROJECT MANAGER | Vice President

Tom will manage the day-to-day aspects of the project ensuring it is within
budget, on schedule, and effectively meets the Township’s objectives. He will
also lead the consulting staff in conducting analyses and preparing
deliverables for the project. Tom will serve as the Township’s main point of
contact for the project.

Tom has 20 years of experience with Raftelis conducting financial and rate
consulting related projects. He has assisted a wide range of municipal water,
wastewater, and stormwater utilities in conducting cost-of-service, rate
setting, financial feasibility, privatization, system development fees, and other
finance-related studies. Tom authored a chapter entitled, “Designing Water
and Wastewater Rate Structures,” for the Fourth Edition of the industry
guidebook, Water and Wastewater Finance and Pricing: The Changing Landscape.
He is also an active member of AWWA and WEF, as well as ICMA, and has
presented at various national and state conferences.

Arkansas °

City of Lawrence
» City of Bentonville o City of Olathe
o Little Rock WRA o City of Topeka
+ City of Wichita
Arizona o Johnson County Water One
o City of Peoria
o City of Phoenix Michigan

o Allendale Township
o City of Flint

o City of Grosse Pointe
o City of Macomb

o City of Marquette

o City of Rochester

lllinois

o City of Bloomington
o City of Naperville

o Northwest Water

Commission
o Village of Northfield + City of Saginaw
« Village of Wilmette + City of Wyoming
o Detroit WSD
lowa o Downriver Utility WW

Authority
o Fort Gratiot Township
o Genesee County Drain
Commission
o Grand Blanc Township
o Marquette Township
o Oakland County

s« Des Moines Water Works

Kansas

o City of Junction City
o City of Atchison

o City of Edgerton

°

\ &

Specialties

Utility cost-of-service & rate
structure studies
Conservation rate studies

- Bond forecasts & feasibility studies
Economic feasibility studies
Industrial waste charge studies
Capital recovery fee studies

Professional History
Raftelis: Vice President (2020-
present); Senior Manager (2014-
2019); Manager (2000-2013)

Education

- Master of Public Administration -
University of Kansas (2008)

+ Master of Business Administration
(Concentration in Finance) - A.B.
Freeman School of Business,
Tulane University (2000)

Bachelor of Science in Naval
Architecture & Marine Engineering -
Webb Institute (1995)

Certifications
Series 50 Municipal Advisor
Representative

» Series 54 Municipal Advisor
Principal

Professional Memberships
AWWA

- WEF

- ICMA

Saginaw Midland Water

Supply Corp
State of Michigan

Missouri

City of Jefferson City

City of North Kansas City
City of Perryville

St. Louis MSD

Nevada

City of Boulder City
City of Henderson



QA/QC REVIEW | Senior Manager

Collin will provide oversight for the project ensuring it meets both Raftelis and

industry standards.

Collin has over 10 years of experience advising municipally owned water,
wastewater, stormwater, electric and natural gas utilities throughout North
America. Collin has conducted 80+ studies for dozens of utility clients in 20
states. This experience includes not only establishing cost justified utility rates
but also critiquing and defending them in court and before state public service

commissions.

Arkansas
o City of Bentonville
o Central Arkansas Water

Arizona
o Marana Water

California
o City of San Diego

Canada
o Parkland Water Systems
Comm.

o Strathcona County Utilities

o Town of Stony Plain

o City of Calgary

o Regional Water Customers
Grp

o Sturgeon County

Florida
e (learwater Gas System

Kansas

o City of Atchison

o City of Lawrence

o City of Junction City
o City of Topeka

lllinois

o Village of Northfield

e City of Bloomington

¢ Northwest Water
Commission

Pennsylvania
e Masonic Villages

Puerto Rico
e Gran Melia

Michigan

o Bloomfield Township
o City of Marquette

o City of Saginaw

o City of Rochester

o City of Alpena

o City of Flint

o City of Sterling Heights
o Port Huron Township
o Marquette Township
o State of Michigan

e Detroit WSD

Missouri
o St. Louis MSD
o Silverleaf Resorts

Nevada
e City of Boulder City

New Mexico

o City of Aztec

Rhode island
e Providence Water

Specialties
Utility strategic financial planning
Cost-of-service analysis
Water, wastewater, & stormwater
rate design

- Conservation rate design

+ Statistical analysis

Professional History

- Raftelis: Senior Manager (2023-
present); Manager (2019-2022);
Senior Consultant (2016-2018);
Consultant (2014-2015); Associate
Consultant (2012-2013)

Education

+ Master of Public Affairs (Public
Finance) - Indiana University (2012)
Bachelor of Arts in International
Relations - Wheaton College (2010)

Professional Memberships

- AWWA
Water Environment Federation
(WEF): Utility Management
Committee

- Finance and Administration
Subcommittee for WEF

» AWWA/WEF Young Professionals
Annual Summit: Chair (2020); Co-
chair (2019)

South Carolina
o City of Georgetown

Tennessee
e City of Cookeville
e City of Clarksville

Texas
o City of Round Rock

Virginia
e City of Alexandria
o City of Suffolk

Wisconsin
« Franklin Water Utility
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LEAD CONSULTANT | Manager

Joe will serve as the Lead Consultant and will work at the direction of Tom in
conducting analyses and preparing deliverables for the project.

EXPERIENCE

Joe has over eight years of experience providing analytical support for some
of the largest and smallest water and wastewater utilities in the United States.
He has a background in economics, public policy analysis, and municipal
finance as well as utility energy management. Joe’s areas of expertise include
water and wastewater demand analysis, financial planning, cost-of-service
analysis and rate design. Joe has developed decision support tools and
analyses for some of the largest and most complex agencies in the nation.

Arkansas

o Central Arkansas Water
o City of Bentonville

o City of Blytheville

California

o Amador Water Agency

o City of San Diego

o Jurupa Community Services District

o Mammoth Community Water District
« Marina Coast Water District

o Otay Water District

o Victor Valley Wastewater Reclamation Authority
o City of El Segundo

« City of Milpitas

« City of Manhattan Beach

o City of Manteca

o Scott’s Valley Water District

lowa
e Des Moines Water Works

lllinois

» City of Edwardsville

o Village of Northfield

o City of Washington

o Village of Westmont

o DuPage Water Commission
o Town of Normal

o City of Springfield

Specialties

+ Financial modeling

+ Utility rate studies

- Bond feasibility reports
» Statistical analysis

Professional History
Raftelis: Manager (2023-present);
Senior Consultant (2021-2022);
Consultant (2019-2020) Associate
Consultant (2016-2018)

Education

» Master of Public Administration -
Indiana University (2016)

» Bachelor of Science in Economics -
Truman State University (2014)

Professional Memberships

Kansas + AWWA
o City of © WEF
Atchison
o City of
Junction City

o City of Lawrence

o City of Edgerton

o Kansas Water Office

o Johnson County Water One

Michigan

o Bloomfield Township

o City of Saginaw

o City of Rochester

» City of Sterling Heights

o Detroit WSD

o  Great Lakes Water Authority
o Grand Blanc Township

» City of Portage

Missouri

o City of Jefferson City

o City of North Kansas City
» City of Perryville

o St. Louis MSD

o City of Smithville

s City of Columbia



References

Our staff has assisted more than 1,700 local government agencies and utilities across the U.S., including some of the
largest and most complex agencies in the nation. Below, we have provided descriptions of projects that we have
worked on that are similar in scope to the Township’s project. We have included references for each of these clients
and urge you to contact them to better understand our capabilities and the quality of service that we provide.

Grand Blanc Township M

Reference: Gregory Boggs !I, Director of Public Works
P:810.424.2640 / E: boggs@gbigov.com

Raftelis conducted a financial planning and rate study for Grand Blanc Township’s (Township) water and sewer
utilities in 2020. A major aspect of this project included developing a capital financing plan to provide funding for
ongoing annual capital improvement projects and planning for new development. Additionally, the project involved
an analysis of the impact of changes to the Township’s policies regarding irrigation meters and their effect on utility
revenues. The Township engaged Raftelis again in 2023 to update the study.

Bloomfield Township !

Reference: Noah Mehalski, Director of Public Works
P: 248.433.7728 / E: nmehalski@bloomfieldtwp.org

Bloomfield Township (Township) initially engaged Raftelis in 2021 to conduct a water and sewer rate study. The
study focused on determining the appropriate level of overall revenue for the water and sewer funds (Financial Plan)
and the development of rate alternatives which ensure alignment with industry standards and the Township’s
community values (Rate Development). The financial planning process determines the overall level of revenue needed
regardless of how it is recovered (fixed vs. volume, residential vs. commercial) and the rate development process
identifies the most appropriate way to recover that revenue.

The study involved significant collaboration between Township staff, Township Board members and the Raftelis
team. Ultimately Raftelis recommended nominal rate increases to fund ongoing operations, critical infrastructure
replacement and reserves for rate stabilization and emergency capital and provided several options for modifying
the Township’s rate structure to improve equity among rate payers. The Town adopted the new rates in 2022 and
reengaged Raftelis to update the analysis in 2023.

City of Rochester Vi

Reference: Anthony Moggio, Finance Director / Treasurer
P: 248.963.0750 / E: amoggio@rochestermi.org

Raftelis was engaged to perform a financial planning, cost of service and rate study for the City of Rochester (City).
Customers in the City receive water from City wells, which is treated at the City water treatment plant, or from the
Great Lakes Water Authority (GLWA) via Shelby Township. A key aspect of this engagement involved evaluating
the appropriateness having separate rates for customers depending on the source of the water supplied ty the City.



Qualifications

SERVICE

Utility leaders partner with Raftelis to transform their organizations by enhancing performance, planning for the
future, improving their financial condition, and telling their story. We’ve helped more than 700 organizations in the
last year alone.

We believe that Raftelis is the rig/:f jif for this project. We provide several key factors
that will benefit the Township and help to make this project a success.

: JRCES & - This project will require the resources necessary to effectively staff the project
and the sklllsets to complete all of the required components. With more than 180 consultants, Raftelis has the
largest water-industry financial and management consulting practice in the nation, including many of the industry’s
leading rate consultants and experts in key related areas, like stakeholder engagement and data analytics. Our depth
of resources will allow us to provide the Township with the technical expertise necessary to meet your objectives.

VEFENSIBLE RECOMMENDATIONS: When your elected officials and customers are considering the validity
of recommended changes, they want to be confident that they were developed by experts using the latest
industry standard methodology. Our staff are involved in shaping industry standards by chairing committees
within the American Water Works Association (AWWA) and the Water Environment Federation (WEF) and co-
authoring many industry-standard books regarding utility finance and rate setting. Being so actively involved in the
industry will allow us to keep the Township informed of emerging trends and issues and to be confident that our
recommendations are insightful and founded on sound industry principles. In addition, with Raftelis’ registration as
a Municipal Advisor, you can be confident that we are fully qualified and capable of providing financial advice
related to all aspects of utility financial planning in compliance with federal regulations.

HISTOR IMILAJ CCESSES: An extensive track record of past similar work will help to avoid
potentlal pltfalls on this pI‘OJeCt and prov1de the know-how to bring it across the finish line. Raftelis staff has
assisted 1,700+ local governments and utilities throughout the U.S. with financial and rate consulting services with
wide-ranging needs and objectives. Our extensive experience will allow us to provide innovative and insightful
recommendations to the Township and will provide validation for our proposed methodology ensuring that industry
best practices are incorporated.

JSER-FRIENDLY MODELING: A modeling tool that your staff can use for scenario analysis and financial
planning now and into the future will be key for the Township going forward. Raftelis has developed some of the
most sophisticated yet user-friendly financial/rate models available in the industry. Our models are tools that allow
us to examine different policy options and cost allocations and their financial/customer impacts in real time. We
offer model options including Microsoft Excel-based and web-based tools that are developed with the expectation
that they will be used by the client as a financial planning tool long after the project is complete.

PATES THAT ARE ADOPTED: For the study to be a success, rates must be successfully approved and
implemented. Even the most comprehensive rate study is of little use if the recommendations are not approved
and implemented. Raftelis has assisted numerous agencies with getting proposed rates successfully adopted. We
focus on effectively communicating with elected officials about the financial consequences and rationale behind
recommendations to ensure stakeholder buy-in and successful rate adoption.



Schedule

Ratftelis will complete the scope of services within the timeframe shown in the schedule below. The proposed
schedule assumes a notice-to-proceed by the second week of August 2024 and that Raftelis will receive the needed
data in a timely manner and be able to schedule meetings as necessary. Project completion is estimated for
November 1, 2024.

Our scope of work assumes we complete the project according to the schedule provided below. If the Township
elects to extend the project completion schedule beyond the initial schedule, we will work with the Township to
identify any necessary revisions to the project budget.

2024

TASKS AUG  SEP OCT NOV

~ Task 1: Project Initiation,
Management, and Kick-off @
Workshop

Task 2: Financial Plan
Development

Task 3: Cost-of-service and Rate
Design

Task 4: Report Preparation and ® P
Board Presentations '

€ In-person Meetings
© Web Meetings
@ Deliverables



Fee Schedule

The following table provides a breakdown of our proposed fee for this project. This table includes the estimated
level of effort required for completing each task and the hourly billing rates for our project team members. Expenses
include costs associated with travel and a $10 per hour technology charge covering computers, networks,
telephones, postage, etc.

Our scope of work includes the number of in-person and/or virtual meetings shown in the table below. Should the
Township require additional meetings and/or presentations to stakeholders, these can be arranged upon request at
an added cost, which will be determined based on the scope and content of the meeting and/or presentation

requested.
Hours

Web In-person Total Total
Tasks ~  Meetings Meetings B JC cb Total Fees  Expenses
Task 1: Project Initiation,
Management, and Kick-off 1 2 8 10 $3,000 $100
Workshop =
Task 2: Financial Plan 3 8 4 5 34 $10,360 $340
Development
Task 3: Cf)st-of-serwce and 5 8 24 4 36 $11,000 $360
Rate Design
Task 4: Report Prepa_ratlon 5 9 12 14 $4.140 $540
and Board Presentations

Total Meetings / Hours 6 2 20 68 6 94

Hourly Billing Rate $360 $285 $320

Total Professional Fees $7,200 $19,380  $1,920 $28,500

TB — Tom Beckley Total Fees  $28,500
JC — Joe Collins : ~ -
CD - Collin Drat Total Expenses $1,340

Total Fees & Expenses $29,840
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Executive Summary

The City of Rochester engaged Raftelis Financial Consultants, Inc. (Raftelis) to develop water and sewer financial
plans and develop rate structure alternatives to meet the City’s objectives. The general objective of the financial
planning process is to determine the level of rate revenue required to provide for the financial sustainability of the
utilities into the future. Due to COVID-19 and the City’s ability to efficiently manage its financial resources, no rate
increases are proposed for this year (September 2020 to August 2021). Modest increases may be needed beginning

in September of 2021.

Background

THE CITY’S WATER SYSTEM

The City currently operates two separate water distribution systems.
Customers on the east side of the City receive water from the Great
Lakes Water Authority (GLWA) purchased from Shelby Township.
Customers on the west side receive water sourced from local wells
and treated by the City of Rochester!. During the late 1980’s, growth
in the northeast area of the City was occurring too quickly for the City
to complete the upgrades at the water treatment plant that would have
been required to serve the new development. Today, the cost to
expand the treatment capacity and distribution system upgrades that
would be required to provide well water to customers currently on the
GLWA system is prohibitively expensive. Accordingly, the most cost
effective way to provide water service to Rochester residents remains
the two system approach with customers on the west side receiving
treated well water and the east side receiving water from GLWA.

All customers in Rochester are served by the same sewage collection
system. Wastewater is treated by the Oakland-Macomb Interceptor
Drainage District (OMID). The cost charged by OMID is
approximately 87% of the City’s sewer expenses.

“...the most cost
effective way to provide
water service to
Rochester residents
remains the “two-
system” approach, with
customers on the west
side receiving treated
well water and the east
side recelving water
from GLWA.”

CITY’S FUND STRUCTURE, COST STRUCTURE AND EXISTING RATES

Fund Structure
The City tracks water and sewer costs within two distinct funds:

»  Operating Expenses are accounted for within Fund 592. For the water utility, this includes the supply of
treated water from wells and from GLWA, as well as some distribution system maintenance and
administrative overhead. It also includes basic maintenance of the sewer collection system and charges for

sewer treatment.

»  Capital Expenses are accounted for within Fund 488. Capital expenses represent the repairs and
replacements needed to the City’s water and sewer system to ensure the continued provision of safe and

reliable water and sewer service.

'Well (west side) customers are generally those west of Letica Drive. GLWA (east side) customers are generally those

east of Letica Drive.



The use of these separate funds allows the City to track costs at a detailed level and set rates which fairly recover
the cost of water and sewer service from customers in proportion to their use of the utility systems.

Cost Structure

Not all costs that the City incurs to provide water and sewer service are
created equal. For example, much of the cost of providing water and
sewer service is not directly under the City’s control. These non-
controllable costs place upward pressure on water and sewer rates, even as
City staff work to influence that costs that can be controlled by the City.
The cost of water purchased from GLWA and sewer treatment service
provided by OMID represent a large proportion of the cost of providing
service, but the rates paid for these services are set by the providers and
must be passed on residents. While it is theoretically possible for the City
to provide these services in-house, avoiding the need to purchase these
services, it would likely be much more expensive.

Most of the cost of providing water and sewer service is fixed, which
means it is not dependent on how much water a customer actually uses.
Most the City’s costs are incurred to make service available to customers
24 hours a day, 7 days a week, 365 days a year, regardless of how much
water customers use on a given day. The City cannot stop maintaining the
system when water is not being used and start again when it is. This
concept is known as readiness to serve.

CONTROLLABLEVS.
NON-CONTROLLABLE COSTS

37%

of expenses are
directly under the
City’s control

63% 78%
are not directly
under the City's

control

of expenses are
NOT dependent on
how much watera
customer uses

“Most the City’s costs
are incurred to make
service available to
customers 24 hours a
day, 7 days a week, 365
days a vear, regardless
of how much water
customers use on a
given day. This concept
1s known as readiness to
serve.”

FIXED VS. VARIABLE COSTS

22%

of expenses are
dependent on
how much water a
customer uses

[t



Rate Structure

The City’s current rates include “Usage Charges,” which are based on
how much water a customer uses each quarter and “Ready to Serve”
charges, which are the same amount each quarter regardless of use. The
Usage Charges are applied to the number of hundred cubic feet (also
known as Ccf) of water a customer uses each quarter. One Ccf is equal to
748 gallons. The average residential customer uses around 30 Ccf per
quarter, which is equivalent to 22,440 gallons, or around 62 gallons per
person, per day for a 4-person household. While this may seem like a lot,
it is important to remember that most of the water a customer uses is not
for drinking. Bathing, showing, clothes washing, dishwashing and lawn
watering all contribute to the amount of water a customer uses each
quarter. That said, the City’s usage charges do provide customers a
measure of control over their quarterly bill, because—the lower the
quarterly usage—the lower the Usage Charge component of the bill.

The second component of the City’s rate structure, the Ready to Serve
charge, recognizes the fact that the majority of the cost of providing water

“...the City’s usage
charges do provide
customers a measure of
control over their
quarterly bill, because—

the lower quarterly

usage—the lower the
Usage Charge

2

component of the bill.

and sewer service is not dependent on how much water a customer uses. The City’s Ready to Serve charges help
ensure that the revenues received from customers are sufficient to cover these fixed costs, even if customer usage
declines. For example, a year with significantly more rain in the summer might mean less usage for customers, due
to reduced lawn watering, but it does not mean less cost, due to the readiness to serve concept described above.
The Ready to Serve charges, which do not vary by usage, help ensure that sufficient revenues are available to make

safe and reliable service available, even in years where usage is lower.

STUDY PROCESS

Raftelis worked closely with City staff and the City’s Infrastructure Committee to conduct the rate study. This
included bi-weekly meetings with City staff and regular meetings with Infrastructure Committee to review and
refine our analysis. The study focused on answering the following 2 questions:

Are current revenue levels adequate to fund the provision of safe and reliable water and sewer service?

costs they cause the City to incur.

Is the City’s rate structure fair? In other words, does it recover revenue from customers in proportion to the

To answer the first question, Raftelis worked closely with City staff to review operating budgets and future capital
expenses, ensuring that the financial needs of the City would be met in the coming years. Raftelis investigated the
second question via a cost of service analysis which is described in detail in the body of the report.



Findings, Recommendations and Next Steps

FINDINGS

Current rates are adequate to fund the provision of safe and reliable
water and sewer service. Accordingly, due to the impact of COVID-19
and the City’s ability to efficiently manage its financial resources, no rate
increases are proposed for this year (September 2020 to August 2021).
Nominal increases will likely be needed beginning in September 2021,
with modest increases occurring over the next four (4) years.

The City’s current rate structure is sound, but small changes could be
made to improve the equity of the water and sewer rates. For example,
the cost to purchase water from GLWA is significantly more expensive
than the cost to produce and treat water from the City’s wells. Though
current rates are different for GLWA customers and Well customers,
they do not adequately reflect the difference in costs. Since all customers
receive the same level of service, Raftelis recommends charging all
customers the same fixed charge, and reflecting the differences in supply

“Due to the impact of
COVID-19 and the
City's ability to
efficiently manage its
financial resources, no
rate increases are
proposed for this
year...”

cost in the volumetric rates. This change could be phased in over five years to minimize customer impacts.

The impact of the proposed revenue adjustments and phase-in are shown in the graphic below. Note that the
amounts shown represent the dollar change in the quarterly bill. For example, in September of 2021 a well
customer using 30 Ccf would see an increase of $1.91 per quarter. A GLWA customer with 30 Ccf would see an

increase of $8.88 per quarter.

~ GREAT LAKES WATER AUTHORITY

WELL CUSTOMERS'

(GLWA) CUSTOMERS'

Quarterly Bill Increase (30 Ccf per Quarter) Quarterly Bill Increase (30 Ccf per Quarter)

2.5% 2.5%

$8.88 $9.04

2.5% 2.5%

[11] [13]
O U]
z 2
T 0.8% 0.9% T
®) )
O  s191 $206 e
9/2020 9/2021 9/2022 9/2023 9/2024 9/2020 9/2021 9/2022 9/2023 9/2024

"Well customers are generally WEST of Letica Drive. GLWA Customars are generally EAST of Letica Drive



RECOMMENDATIONS
Raftelis recommends no rate adjustment this year (September 2020 to August 2021), with modest adjustments

each year thereafter if and as needed. This will ensure that the City will have the ability to maintain safe and
reliable drinking water and sewage disposal systems while fairly recovering costs from the customers who cause the
City to incur them. While this report includes recommended rate adjustment for September 2021 and beyond, the
need for these adjustments should be evaluated annually be City staff.

Raftelis recommends that staff continue their efforts to control costs. Part of this project included analysis of
how to fund required OMID assessments, a process that staff has carefully considered in the past. Staff is also
holding conversations with Shelby Township about ways to reduce costs for GLWA water. The cost to purchase
GLWA water is the primary driver of the difference in rates between the two systems. There are a number of ways
which this cost could potentially be controlled including:

»  Becoming a direct customer of GLWA, which would eliminate the additional cost paid to Shelby township
for wheeling water to Rochester.

s Investing in storage to reduce Rochester’s peak demand

» Implementing demand management measures which shift customer usage to off-peak periods

It is important to recognize that these potential cost saving measures will require careful evaluation including a
weighing of the potential costs and benefits of each to ensure that the ultimate decision will not only benefit
customers from a financial perspective, but also ensure the continued provision of safe and reliable service over the
long-term.

NEXT STEPS
This fall, staff will lead a public engagement program to inform the City’s residents of the results of the study,

including townhall meetings, bill inserts, a page on the City’s website, and posts on social media. Next fall, staff
will confirm the need for modest rate adjustments based on the latest information as capital and
repair/replacement needs continue to be evaluated. Following this report, Raftelis has included drafts of materials
that can be used to communicate the results of this study to customers, including an infographic, frequently asked
questions (FAQ) document. In addition a walk-through of a customer bill is included in the PowerPoint
presentation which accompanies this report.
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Introduction

The City of Rochester engaged Raftelis Financial Consultants, Inc. (Raftelis) to develop water and sewer financial
plans and develop rate structure alternatives to meet the City’s objectives.

FINANCIAL PLAN

The general objective of the financial planning process is to arrive at the level of rate revenue required to provide for
the financial sustainability of the utilities into the future. For this study, the financial plan was developed for a five-
year forecast period. The forecast period uses the City’s fiscal year, which runs from July 1 to June 30. Each year
shown in the forecast refers to the year ending June 30. Separate financial plans for the water and sewer utilities, as
well as Funds 592 and 488, were developed to provide each with the resources that are needed to operate self-
sustainingly. The report also presents two options for the water infrastructure fund related to the funding of the East
Side Booster Station.

COST OF SERVICE ANALYSIS

While the financial planning process determines the overall level of rate revenue necessary to sustain each utility, the
cost of service analysis determines how that revenue should be recovered from City customers. The primary driver
of differences in the cost of service for Rochester is the difference in supply costs; water purchased from Shelby
Township is significantly more expensive than water produced by the City from its system of wells.

For the water utility, costs are allocated on the basis of average and peak demand. Average demand represents water
* consumption on an average day, while peak demand represents the highest usage day and hour. To serve both types
of demand, the water utility system must be built to provide water for both the average days and the peak days and
hours. Consequently, customers who use water more consistently (those with lower peak demand to average demand
ratio) cause the utility to incur Jess costs to provide service than customers who use water Jess consistently (those with
higher peak demand to average demand ratio) cause the utility to incur more costs to provide service.

The City’s cost to provide sewer service to different types customers does not vary significantly. For example, the
largest cost, the payments to Oakland County for sewer treatment service, is not dependent on the usage and
wastewater strengths of individual City sewer customers. The remaining costs, which relate to maintaining the City’s
sewer collection system, are also not dependent on customer wastewater strength, which is the primary differentiator
for sewer cost of service. Accordingly, the City’s existing rate structure, which charges all customers the same fixed
and volumetric charges is appropriate and a detailed sewer cost of service analysis was not required.

RATE DESIGN

Once revenue requirements were identified and costs of operating the system properly allocated to customers, Raftelis
developed a five-year rate schedule designed to more accurately recover costs from those who cause the utility to
incur them, while phasing in significant changes to minimize impacts on customers. The rate recommendations
assume that the proposed adjustments will be made effective in September of each year, which is consistent with the
City’s process for rate adjustments. No rate increase is being proposed for this coming September, which falls within
the City’s fiscal year 2021 (i.e., July 1, 2020 to June 30, 2021). City staff will evaluate the need for an increase next
September (i.e. FY 2022) and each year thereafter.
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Financial Planning Methodology
The primary objective of financial planning involves comparing forecast utility revenues under existing rates to

forecast expenditures and determining what annual adjustments to revenues are necessary to ensure the financial
viability of the water and sewer utilities. This involves three steps:

First, a forecast of revenue under existing rates forms the baseline against which any revenue adjustments will be
made. Second, a forecast of operating and capital expenses establishes the costs which will need to be recovered
from utility rates. The final step involves a detailed cash flow forecast and an evaluation of what rate revenue
adjustments are needed for ongoing financial sustainability. Evaluating financial sustainability involves several key
principles.

The utility should maintain the ability to deal with unanticipated declines in revenue or emergency expenditures
without reducing service quality or dramatically increasing rates. While typical liquidity measures include operating
expenses only, we recommend evaluating liquidity with debt service included as this remains an obligation of the
utility, regardless of any unforeseen events. While the number of days a utility will seek to maintain will vary by
utility, this financial plan targets 120 days. This can be used for working capital (timing differences in revenues and
expenditures), temporary revenue shortfalls, or emergency capital repairs.

When possible, rates should also be set to maintain a program of gradual, modest increases to avoid large increases
to deal with future expenses. For example, the City must ensure the ability to make debt service payments on existing
bonds expected to come due by 2022 and build the capacity to pay for the bonds proposed in this study. Slowly
building to the levels of revenue required to make these payments is fairer to the City and its customers than
postponing increases and requiring large adjustments.

Water Financial Plan

Forecast Revenue at Existing Rates
Figure 1 indicates the forecast of water revenue at existing rates. To establish a baseline of water demand, Raftelis

reviewed account and water usage data from the previous three years. The forecast uses data from FY 2019, the
lowest year in this period, and assumes a conservative 0% growth through the forecast period.
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rigure 1: Water Revenue at Existing Rates

Existing Revenue 2020 2021 2022 2023 2024 2025
Fund 592 Revenue

Fixed Charge $ 158064 S 158064 S 158,064 S 158,064 S 158,064 S 158,064

Commodity Charge 1,912,636 1,912,636 1,912,636 1,912,636 1,912,636 1,912,636
Subtotal: $2,070,700 $2,070,700 $ 2,070,700 $2,070,700 $2,070,700 $2,070,700
Fund 488 Revenue

Fixed Charge $ 522,558 § 522,558 S 522,558 S 522,558 S 522,558 S 522,558

Commodity Charge 148,983 148,983 148,983 148,983 148,983 148,983
Subtotal: S 671,541 S 671,541 S 671,541 S 671,541 S 671,541 S 671,541
Total: $2,742,240 $2,742,240 S 2,742,240 $2,742,240 $2,742,240 $2,742,240

Forecast of Expenses

OPERATING EXPENSES

Operating expenses are those which the utility incurs on a consistent day to day basis and which generally do not
involve the construction of a capital asset. The operating expenses used in the forecast for FY 2020 through FY 2024
were provided by City staff. A significant portion of expenses from Fund 592 is the purchase of GLWA water from
Shelby Township. This cost is calculated based on our forecast of water usage on the east side of the City and includes
an estimated rate increase of 4% per year. Figure 2 shows the forecast of Fund 592 expenses.

Figure 2: Forecast of Water O&M
O0&M Expenses 2020 2021 2022 2023 2024 2025
Distribution S 474,388 $ 373,242 S 420,665 S 429,034 S 437,571 S 450,698
Plant 132,515 155,627 136,234 138,958 151,738 156,290
Purchased Water 1,318,984 1,397,386 1,453,281 1,511,412 1,571,869 1,634,743
Administration 36,798 37,587 38,372 39,118 39,878 41,074
Cross Charge 83,340 87,302 86,707 88,441 90,210 92,916
Total: Water O&M $2,046,025 $2,051,144 $2,135259 $2,206,963 $2,291,265 $2,375,722

CAPITAL EXPENSES

Capital expenses are incurred to make improvements to water system assets. Many of the projects involve the
replacement of City water mains. A major project included in the financial plan is the construction of the East Side
Booster station in FY 2022. Figure 3 indicates the capital improvement program (CIP), as provided by City staff.
Financing for these projects will be discussed in detail below.
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rigure 3: Water C apitat improvement ¢rogram

Capital Projects 2020 2021 2022 2023 2024 2025
New Meters $ 10240 $ 10,435 $ 10000 $ 10,000 $ 10,000 $ 10,000
Water Main Projects 6,205,000 500,000 160,000 160,000 160,000 160,000
East Side Booster Station - - 1,000,000 - - -
Griggs Street - - - - - 350,000
Terry Ave - - - = = 820,000
Taylor Ave - - . . = 960,000
Roselawn Drive - - - - . 150,000
E University Drive - - - = - 210,000
Service Line Replacement - 250,000 - - - -

Total: $6,215,240 S 760,435 $ 1,170,000 S 170,000 $ 170,000 $2,660,000

Cash Flow Forecast

The final step in the financial planning process involves compiling a cash flow forecast which identifies the revenue
adjustments necessary to ensure financial sustainability. Expenses in Fund 592 include operating and maintenance
expenses related to treating water, operating the distribution system, purchasing water from Shelby Township, and
administrative overhead. As indicated by Figure 4, water revenues in Fund 592 are barely sufficient to meet current
expenses. The rate revenue adjustments indicated below will ensure revenues continue to cover expenses and
maintain a balance above the minimum target.

Figure 4: Water Fiind 592 Cash Flow Forecast

Fund 592 2020 2021 2022 2023 2024 2025
Rate Revenue Increase 0.00% 2.00% 2.00% 2.00% 2.00%
Revenues

Rate Revenue $2,070,700 S 2,070,700 S 2,105,211 $2,147,316 $2,190,262 $2,234,067

Other Revenue 63,200 64,401 65,753 67,068 68,409 68,409
Total: $2,133,900 S 2,135,101 $ 2,170,964 $2,214,384 $2,258,671 $2,302,476
O&M Expenses $2,046,025 S 2,051,144 S 2,135,259 $2,206,963 $2,291,265 $2,375,722
Surplus/Deficit $ 87875 $ 8397 $ 35705 S 7,421 S (32,594) S (73,245)
Operating Reserve

Beginning Balance $ 727,334 S 815209 S 899,166 S 934,871 S 942,293 S 909,698

Surplus/Deficit 87,875 83,957 35,705 7,421 (32,594) (73,245)
Ending Balance S 815209 S 899,166 S 934,871 S 942,293 S 909,698 $ 836,453
Minimum 672,666 674,349 702,003 725,577 753,293 781,059

Expenses in Fund 488 include some administrative overhead, but primarily consist of capital spending and debt
service payments. The scenario presented assumes the City will cash finance the construction of the East Side Booster



Station in 2022 and a service line replacement program in 2021. It also includes repayment of the 2020 DWRF loan
beginning in FY 2022 and an additional $2.8 million DWRF loan in FY 2025.
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Fund 488 ; 2020 2021 2022 2023 2024 2025
Rate Revenue Increase 0.00% 1.50% 1.50% 1.50% 1.50%
Revenues

Rate Revenue $ 671,541 S 671,541 S 679935 $ 690,134 S 700,486 S 710,993

Other Revenue 37,000 37,703 38,495 39,264 40,050 40,050
Total: $ 708541 S 709,244 S 718,430 S 729,398 S 740,536 S 751,043
Expenses

Existing Debt Service S - S 40,625 $ 391,875 $ 391,813 S 391,656 S 391,406

Proposed Debt Service - - - - - -

Rate Funded Capital 35,000 770,000 1,160,000 180,000 180,000 190,000

O&M 83,340 87,302 86,707 88,441 90,210 92,916
Total: $ 118340 S 897,927 $ 1638582 S 660,253 S 661,866 S 674,322
Surplus/Deficit $ 590,201 S (188,683) $ (920,152) S 69,145 S 78,670 S 76,721
Operating Reserve

Beginning Balance $1,196,530 S 1,786,731 S 1,598,048 S 677,896 S 747,041 S 825,711

Surplus/Deficit 590,201 (188,683) (920,152) 69,145 78,670 76,721
Ending Balance $1,786,731 $ 1,598,048 S 677,896 S 747,041 S 825,711 S 902,432
Minimum 251,275 38,906 295,209 256,139 217,070 217,600

Capital Financing Plan

Sources of Funds

Bond Proceeds $6,185,000 S - S - S - S - $2,780,000
Rate Funded Capital 35,000 770,000 1,160,000 180,000 180,000 190,000
Total: $6,220,000 $ 770,000 $ 1,160,000 S 180,000 $ 180,000 $2,970,000

Capital Projects (Inflated) $6,215,240 $ 760,435 $ 1,170,000 S 175,253 S 180,668 $2,914,280



Sewer Financial Plan

Figure 6 indicates the forecast of sewer revenue at existing rates. To establish a baseline of sewer demand, Raftelis
reviewed account and usage data from the previous three years. The forecast uses data from FY 2019, the lowest

year in this period, and assumes a conservative 0% growth through the forecast period.

Figure 6: Sewer Revenue at Existing Rates

Existing Revenue 2020 2021 2022 2023 2024 2025
Fund 592 Revenue

Fixed Charge $ 681,140 S 681,140 $ 681,140 S 681,140 $ 681,140 $ 681,140

Commodity Charge 2,340,123 2,340,123 2,340,123 2,340,123 2,340,123 2,340,123
Subtotal: $3,021,263 S 3,021,263 $ 3,021,263 $3,021,263 $3,021,263 $3,021,263
Fund 488 Revenue

Fixed Charge $ 490,470 S 490,470 $ 490,470 S 490,470 $ 490,470 $ 490,470

Commodity Charge 142,690 142,690 142,690 142,690 142,690 142,690
Subtotal: S 633,160 S 633,160 S 633,160 S 633,160 $ 633,160 $ 633,160
Total: $3,654,423 S 3,654,423 S 3,654,423 $3,654,423 $3,654,423 $3,654,423

Forecast of Expenses
OPERATING EXPENSES

Operating expenses are those which the utility incurs on a consistent day to day basis and which generally do not
involve the construction of a capital asset. The operating expenses used in the forecast for FY 2020 through FY 2024
were provided by City staff. A significant portion of expenses from Fund 592 the treatment of sewage by the Oakland-
Macomb Interceptor Drainage District (OMID). In addition to regular annual costs of approximately $2 million for
the City, OMID issued an additional assessment on its customers to fund ongoing capital projects. The City’s portion
of this is approximately $1.6 million. The Rochester City Council has chosen to finance this payment through OMID

over 20 years at an interest rate of approximately 2.25%.

Figure 7: Forecast of Sewer O&M Expenses
O&M Expenses 2020 2021 2022 2023 2024 2025
Collection § 257,353 $ 215123 S 219,496 $ 223,886 S 228,363 $ 235214
Treatment 2,897,140 2,403,473 2,512,628 2,571,344 2,620,990 2,634,038
Administration 180,206 187,334 187,619 191,338 195,131 200,985
Total: Sewer O&M $3,334,699 $2,805,929 $2,919,743 $2,986,568 $3,044,485 $3,070,237



CAPITAL EXPENSES

Capital expenses are incurred to make improvements to sewer system assets. Many of the pro;ects involve the
replacement and maintenance of the City’s collection system. Figure 8 indicates the capital improvement program
(CIP), as provided by City staff. Financing for these projects will be discussed in detail below.

Figure 8: Sewer Capita rove Program
Capital Projects 2020 2021 2022 2023 2024 2025
Sewer Projects $ 400,000 $ 302,000 S 400,000 $ 400,000 $ 400,000 $ 400,000

Ludlow Backup Gen.
Additional Project

120,000

3,000,000

Total: $ 520,000 $ 302,000 S 3,400,000 S 400,000 S 400,000 $ 400,000

Cash Flow Forecast
Expenses in Fund 592 include operating and maintenance expenses related to the collection and treatment of
sewage and administrative overhead.

Figure 9: Sewer Fund 592 - Cash Flow Forecast

Fund 592 2020 2021 2022 2023 2024 2025
Rate Revenue Increase 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Revenues .

Rate Revenue $3,021,263 $ 3,021,263 $ 3,021,263 $3,021,263 $3,021,263 $3,021,263

Other Revenue 54,800 55,841 57,014 58,155 59,317 59,317
Total: $3,076,063 $ 3,077,104 $ 3,078,277 $3,079,417 $3,080,580 $3,080,580
O&M Expenses $3,334,699 $ 2,805,929 $ 2,919,743 $2,986,568 $3,044,485 $3,070,237
Surplus/Deficit $ (258,637) S 271,175 S 158,534 S 92,850 S 36,09 S 10,342
Operating Reserve

Beginning Balance $1,091,002 $ 832,365 S 1,103,540 $1,262,073 $1,354,923 $1,391,017

Surplus/Deficit (258,637) 271,175 158,534 92,850 36,095 10,342
Ending Balance $ 832,365 S 1,103,540 S 1,262,073 S1,354,923 $1,391,017 $1,401,360
Minimum 1,096,340 922,497 959,916 981,885 1,000,927 1,009,393

Expenses in Fund 488 primarily include debt service and capital projects. The proposed financial plan includes the
an additional $3 million SRF loan in FY 2022 with repayment beginning in 2024.



Fund 488
Rate Revenue Increase

Revenues
Rate Revenue
Other Revenue

Total:

Expenses
Existing Debt Service
Proposed Debt Service
Rate Funded Capital
O&M

Total:
Surplus/Deficit

Operating Reserve
Beginning Balance
Surplus/Deficit

Ending Balance
Minimum

Capital Financing Plan
Sources of Funds
Bond Proceeds
Rate Funded Capital

Total:

Capital Projects (Inflated)

S 633,160
118,000

2021
0.00%

S 633,160
120,242

2022
7.00%

S 670,095
50,727

2023
7.00%

$ 717,001
53,102

2024
7.00%

S 767,191
54,483

2025
7.00%

S 820,895
54,433

$ 751,160

S -
520,000
125,010

S 753,402

S -
310,000
130,952

S 720,822

S 244,500

400,000
130,060

S 770,103

S 240,750

410,000
132,661

S 821,675

S 242,000

222,953
430,000
135,314

$ 875,378

$ 243,125
222,953
430,000
139,374

S 645,010

$ 106,150

$1,794,796
106,150

S 440,952

S 312,450

$ 1,900,946
312,450

S 774,560

$  (53,738)

$ 2,213,396
(53,738)

S 783,411

S (13,308)

$2,159,658
(13,308)

$1,030,267

$ (208,592)

$2,146,350
(208,592)

$1,035,452

$ (160,073)

$1,937,757
(160,073)

$1,900,946
212,058

S -
520,000

$ 2,213,3%
144,971

-
'

310,000

S 2,159,658
254,650

$ 3,030,000
400,000

$2,146,350
257,560

S -
410,000

$1,937,757
338,718

S -
430,000

$1,777,684
340,422

S -
430,000

S 520,000

S 520,000

$ 310,000

S 302,000

$ 3,430,000

$ 3,400,000

$ 410,000

S 412,360

S 430,000

S 425,102

S 430,000

S 438,238



Cost of Service

Following the development of the revenue requirement for each year of the forecast period, the proportion of the
total revenue requirement (i.e. O&M and capital) allocable to each customer class must be determined. This
allocation represents the level of revenues that must be recovered from each customer class, given the operational
demands that class places on the water utility system. The primary difference in costs between customers is already
recognized by the City. Customers who receive their water from a system of wells pay a different fixed charge and
volume rate than customers who receive their water from GLWA via Shelby Township. This allocation is performed
via the following steps:

»  Cost Functionalization

»  Allocation of Functionalized Costs to Cost Components

»  Determination of Peaking Factors

»  Determination of Units of Service

»  Calculation of Unit Cost of Service

»  Determination of Revenue Requirements by Customer Class

It is important to note that the primary distinction in the cost to serve different customers in Rochester is the cost of
supplying water, a difference already recognized in the City’s current rates. Customers who receive their water from
the system of wells pay a different fixed charge and volume rate than customers who receive their water from GLWA
via Shelby Township. Aside from this key difference, customers in these separate systems receive the same level of
service from the City and are treated as such in this study.

DETERMINATION OF WATER UNITS OF SERVICE

The first step in the cost allocation process is to summarize the units of service, which are the basis for the allocation
of the total revenue requirement to each of the customer classes. The units are Base units, Maximum Day Extra
Capacity units, Maximum Hour Extra Capacity units, Equivalent Meters and Total Bills and are indicated in Figure
11.

Base units are the annual consumption for each customer class. Maximum Day Extra Capacity units represent the
water demand in excess of that which is used on an average day for that customer class, and is a function of the
average daily consumption and the customer class peaking factor determined in the prior step.

As an example, the Residential class in the Well system is forecast to use approximately 270 thousand Ccf on an
annual basis in FY 2020. This equates to approximately 735 Ccf per day on an average day. Based on the maximum
day peaking factor (discussed in more detail below), residential customers, on their highest consumption day of the
year, typically use 2.03 times their average day consumption, or around 1,491 Ccf. The difference between the
maximum day and average day, around 755 Ccf, represents that class’s Maximum Day Extra Capacity units.

A similar calculation is used to determine the Maximum Hour Extra Capacity Units, which are simply the
consumption forecast in the highest hour of FY 2020, less the maximum day demand.

Customer Units are equivalent meters, and customer monthly bills. The number of bills for each customer class was
ascertained via an examination of the billing data from the City. The equivalent meters are the number of customer
meters at each meter size weighted by the potential water demand each meter can place on the water system. For
Rochester, a 1”7 meter is the current standard for residential services. The number of equivalent meters for sizes larger
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than 1” is determined by multiplying the nominal number of meters (the number at each connection size) by a meter
factor, which represents the ratio of the flow rate of the larger meter, to that of the standard 5/8” meter. Once the
number of equivalent meters which are larger than 1”is determined, this total is added to the number of 1" or smaller
meters to arrive at the total number of equivalent meters.

For the purposes of developing peaking factors, all customers of the same class, whether on the GLWA system or
Well system, are treated the same.

: Max Hour | Customer
Peak Total Extra | Peak Total [ Bills Meters

Well System

Residential 268,453 2.03 1,491 755 3.04 2,236 745 8,133 8,891

Commercial 238,956 1.88 1,234 579 2.83 1,851 617 1,622 2,944
Subtotal: Well 507,409 1.96 2,725 1,334 2.94 4,087 1,362 9,755 11,835
GLWA System

Residential 212,266 2.03 1,179 597 3.04 1,768 589 6,996 7,629

Commercial 64,444 1.88 333 156 2.83 499 166 256 920
Subtotal: GLWA 276,710 1.99 1,511 753 2.99 2,267 756 7,252 8,549
Total: City 784,119 1.97 4,236 2,088 2.96 6,354 2,118 17,007 20,384

Determination of Customer Class Peaking Factors

Maximum day and hour peaking factors are the basis upon which the maximum day and hour cost allocations,
determined in the next steps, are allocated to each customer class. In general, the guidelines for determining
maximum day and hour peaking factors outlined in American Water Works Association (“AWWA”) publication,
“Manual of Water Supply Practices M1, Principles of Rates, Fees and Charges” (“AWWA M1”) were the basis for
this component of the analysis.

The maximum day demand for each customer class is estimated as the average consumption per day in the highest
consumption quarter, divided by the annual average consumption per day, weighted by the ratio of maximum day
demand to the average demand in the maximum quarter for the entire water system. In other words:

System Max Day to Average Day in Max Quarter=(System Max Day Demand)/(System Max
Quarter/90)

Class Maximum Day=[(Class Max Quarter/90)/(Class Annual Total)/365]*[System Max Day to Average
Day in Max Quarter]

The weighting occurs because the exact maximum day by customer class is not known but is assumed to have the
same relationship to the average day in the maximum quarter as the entire system. As the exact customer class
maximum hour is not known, a similar weighting process occurs to determine the customer class maximum hour
demands:

System Max Hour to Average Day in Max Quarter=(System Max Hour)/(System Max Quarter/90)
Class Maximum Hour=Class Max Day*System Max Hour to Average Day in Max Quarter



COST FUNCTIONALIZATION

The second step in determining revenue requirements by customer class involves the allocation of water utility O&M
and capital costs to functional categories. These categories relate to the various functions performed by the water
utility system and staff in order to provide service to City customers. For this study the functions are:

Well Source of Supply
GLWA Source of Supply
Pumping
Storage
Transmission and Distribution
Customer Service

»  Meters

»  Readiness to Serve
General/Administration

ALLOCATION OF O&M TO FUNCTIONAL CATEGORIES

Figure 12 below summarizes the functional allocation of the water utility’s FY 2020 O&M revenue requirement.
These allocations relate to the proportion of expenditures in each cost center that is associated with performing each
function. For example, approximately 19% of the City’s cross charge transferred to the General Fund is for billing or
customer service activities, therefore this amount is allocated to the Customer Service Function. Water revenues
other than rate revenue are subtracted from the O&M value to provide a total rate revenue requirement.

Figure 12: O&M Functic

Fund 592 Test Year Well GLWA Trans. Customer Readiness
O&M item Amount Source Source  Pumping Storage Dist. Service Meters taServe General
Distribution S 474,388 . 72.9% 2.1% 25.0%
Plant 132,515 100.0%
Purchased Water 1,318,984 100.0%
Administration 36,798 0.8% 99.3%
Cross Charge 83,340 3.3% 0.0% 0.0% 0.0% 59.1% 19.1% 3.3% 0.0% 15.2%
Subtotal: Expenses $2,046,025 $ 135251 $1,318984 S - S - $ 395042 $ 16214 S 12,736 S 118597 $ 49,199

Adjustments

Non-Rate Revenues S (63,200) 100.0%
Contribution to Reserves 87,875 100.0%
Subtotal: Adjustments S 24675 S - S - S - S -3 - S - S - S - $ 24675
Total: O&M $2,070,700 § 135,251 $1,318,984 S - 8 - $ 395042 S 16214 S 12,736 S 118,597 S 73,874

Fund 488 is responsible for paying all debt service and capital improvement costs. These costs are allocated on the
basis of existing utility assets. Figure 13 shows the allocation of assets and Fund 488 expenses.



Figure 13: Cap

[Fund 488 Test Year Well GLWA Trans.  Customer Readiness

Capital Cost Amount Source Source Pumping Storage Dist. Service Meters to Serve  General
Debt Service S = 0.0% 0.0% 0.2% 0.6% 19.8% 0.0% 0.0% 79.4% 0.0%
PAYGO 35,000 0.0% 0.0% 0.2% 0.6% 19.8% 0.0% 0.0% 79.4% 0.0%
Cross Charge 83,340 0.0% 0.0% 61.1% 19.8% 3.4% 0.0% 15.7%

Subtotal: Expenses S 118,340 S - S - S 66 S 205 $ 57,866 S 16,480 S 2,829 S 27,773 § 13,121

Adjustments

Non-Rate Revenues (37,000) 0.0% 0.0% 0.2% 0.6% 19.8% 0.0% 0.0% 79.4% 0.0%
Contribution to Reserves 590,201 0.0% 0.0% 0.2% 0.6% 19.8% 0.0% 0.0% 79.4% 0.0%
Subtotal: Adjustments $ 553,201 S - S - S 1,044 S 3,233 S 109,744 S - S - $ 438974 § 205
Total: Capital Costs S 671,541 S - S - S 1,110 $ 3,438 S 167,610 S 16,480 $ 2,829 S 466,748 $ 13,326
Test Year Well GLWA Customer Readiness
Amount Source Source  Pumping i Service Meters toServe General
Machinery and Equipment $ 2,139 100.0%
Mains and Ext 5,723,606 20.0% 80.0%
Wells and Pumping 10,894 100.0%
Storage Tanks 33,724 100.0%
Total: Assets $5,770,363 S - S - S 10894 $ 33,724 $1,144,721 S - S - $4,578,8385 $ 2,139
0.00% 0.00% 0.19% 0.58% 19.84% 0.00% 0.00% 79.35% 0.04%

ALLOCATION OF O&M, CAPITAL COSTS AND NON-RATE REVENUE TO COST
COMPONENTS

Once the O&M and capital costs have been allocated to the functional categories, the totals allocated to each
functional category must be further allocated based on the operational need each function is designed to fulfill.

For this allocation, Raftelis has utilized the “Base Extra Capacity” method described in AWWA M1. The Base Extra
Capacity Method involves allocating each of the functionalized O&M costs in accordance with operational need that
function was designed to satisfy. The cost components can be generalized as pertaining to either the volumetric,
customer service, or fire protection demand of water utility customers.

The volumetric cost components are base demand (also known as average day demand), which relates to the water
demand of City customers on an average day; max day extra capacity, or the level of demand in excess of base
demand, demonstrated by customers on the highest consumption day of the year, and maximum hour extra capacity,
the theoretical demand, in excess of maximum day demand, demonstrated by customers in the highest consumption
hour. The study also includes separate cost drivers for the GLWA and Well systems to recognize the difference in

water supply costs.

The customer service related cost components are readiness to serve, customer meters, and bills. These components
relate to—at a minimum—the cost of reading customer meters and processing customer bills. Additionally, readiness
to serve costs may also relate to the fixed investment in water utility assets associated with providing water service
which is available (virtually at all times) regardless of how much water is consumed by City customers.

Figures 14 and 15 show the allocation of functionalized costs to cost components based on actual system historical
demand.
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Fund 592 Test Year Well GLWA Maximum Maximum Readiness

Function Amount Base Base Base Day Hour to Serve Bills Meters
Well Source S 135,251 S 135,251
GLWA Source 1,318,984 1,318,984
Pumping - - - - - - -
Storage - - - - - - -
Transmission 49,666 23,207 26,459 - - - -
Distribution 345,377 64,562 73,609 207,205 - - -
Customer Service 16,214 - - - - 16,214 -
Meters 12,736 - - - - - 12,736
Readiness to Serve 118,597 - - - 118,597 - -
General 73,874 11,950 13,624 28,211 16,147 2,208 1,734

Total: O&M $ 2,070,700 $ 135,251 $1,318,984 $ 99,719 $ 113,693 $ 235416 S 134,744 S 18,422 S 14,470

Fund 488 Test Year Well GLWA Maximum Maximum Readiness

Function Amount Base Base Base Day Hour ta Serve Bills Meters
Well Source S - S -
GLWA Source - -
Pumping 1,110 519 592 - - - -
Storage 3,438 1,606 1,831 - - - -
Transmission 21,072 9,846 11,226 - - - -
Distribution 146,538 27,393 31,231 87,914 - = -
Customer Service 16,480 - - - - 16,480 -
Meters 2,829 - - - - - 2,829
Readiness to Serve 466,748 - - - 466,748 - -
General 13,326 797 909 1,780 9,450 334 57

Total: Capital S 671,541 S - S - $ 40,161 S 45789 S 89694 S 476197 S 16,813 S 2,886

DETERMINATION OF UNIT COST OF SERVICE

Once each component of the revenue requirement (i.e. O&M and Capital) has been allocated to each of the cost
components (i.e. base, max day etc.), the unit cost of service can be determined. The unit cost of service is the basis
by which costs are allocated to each customer class. Figure 16 shows the determination of the unit cost of service.

The total system units are the sum of all of the units from Figure 11. Base units represent all retail customer use on
an annual basis. Max day units represent the daily use, in excess of that which is used on an average day for all
customer classes. Max hour use is that which is used in excess of max day consumption. Equivalent meters are the
nominal number of retail customer meters multiplied by an equivalent meter factor.

Also shown is each of the revenue requirements, as they have been allocated to the cost components, and the unit
cost for each component. As an example, the total O&M costs allocated to the “Well” cost component is
approximately $135 thousand. Since there are 507 thousand Well base units, the cost per unit is $0.27. This
calculation is repeated for each of the cost components and revenue requirements to arrive at a total system unit cost
for each cost component. These are the basis by which costs are allocated to customer classes.



Figure 16: Unit Cost of Serv

Well GLWA Maximum Maximum Readiness

Customer Class Base Base Base Day Hour to Serve Bills Meters
Well System

Residential 268,453 268,453 755 745 8,891 8,133 8,891

Commercial 238,956 238,956 579 617 2,944 1,622 2,944
Subtotal: Well 507,409 - 507,409 1,334 1,362 11,835 9,755 11,835
GLWA System

Residential 212,266 212,266 597 589 7,629 6,996 7,629

Commercial 64,444 64,444 156 166 920 256 920
Subtotal: GLWA - 276,710 276,710 753 756 8,549 7,252 8,549
Total: City 507,409 276,710 784,119 2,088 2,118 20,384 17,007 20,384

Fund 592 Expenses:  $ 135251 $1,318984 $ 99,719 $ 113,693 $ 235416 $ 134744 $ 18422 $ 14,470

Unit Cost: 0.27 4.77 0.13 54.46 111.15 6.61 1.08 0.71
Fund 488 Expenses: S - S - $ 40,161 S 45789 $ 89,694 S 476197 S 16813 S 2,886
Unit Cost: - - 0.05 21.93 42.35 23.36 0.99 0.14

DETERMINATION OF REVENUE REQUIREMENTS BY CUSTOMER CLASS

To determine the allocation of the revenue requirements to each of the customer classes, the total unit cost of service
is multiplied by the units of service for that class. Figure 17 provides a summary of the revenue requirements for
City. For example, §71 thousand in well base demand costs are allocated to residential Well customers only, which
is equal to the cost per unit of the base demand for residential well customers multiplied by the projected annual
consumption for those customers.

Figure 17: Fund 592 Revenue Requirement

Fund 592 Well GLWA Maximum Maximum Readiness
Customer Class Base Base Base Day Hour to Serve Bills Meters Total
Well System

Residential S 71,557 S - S 34140 S 41,123 S 82841 S 58774 S 8,810 S 6,312 S 303,556

Commercial 63,694 - 30,389 31,547 68,577 15,460 1,757 2,090 217,515
Subtotal: Well S 135251 S - S 64529 $ 72669 $ 151,419 $ 78235 $ 10,567 $ 8,402 S 521,071
GLWA System

Residential S - $1,011,801 $ 26995 $ 32516 S 65503 S 50,428 $ 7,578 S 5,415 $1,200,236

Commercial - 307,183 8,196 8,508 18,495 6,081 277 653 349,393
Subtotal: GLWA S - $1,318,984 S§ 35190 $ 41,023 S 83,997 $ 56509 $ 7,855 S 6,069 $1,549,629

Total: City § 135251 $1,318984 S 99,719 $ 113,693 S 235416 S 134,744 $ 18422 S 14,470  $2,070,700



Fund 488 Well GLWA Maximum Maximum Readiness

Customer Class Base Base Base Day Hour to Serve Bills Meters Tatal
Well System

Residential S -5 - $ 13,750 $ 16562 S 31,563 $ 207,713 S 8040 S 1,259 S 278,886
Commercial - - 12,239 12,705 26,128 68,775 1,604 417 121,868
Subtotal: Well $ -8 - $ 25989 $ 29267 S 57691 $ 276,488 S 9644 S 1,676 $ 400,754
GLWA System

Residential S - S - $ 10,872 $ 13,095 S 24957 S 178217 $ 6916 S 1,080 $ 235,138
Commercial - - 3,301 3,426 7,046 21,492 253 130 35,649
Subtotal: GLWA $ -8 - $ 14173 $ 16522 S 32,003 $ 199,709 S 7,169 S 1,210 S 270,787
Total: City S - S - S 40,161 $ 45789 $ 89,694 S 476,197 S 16813 S 2,886 $ 671,541

COST OF SERVICE CONCLUSIONS

Figures 19 and 20 compare the cost of service to revenues under current rates. Overall, the Well system is
overpaying by approximately $100 thousand, and the GLWA system underpaying by a similar amount. This
difference is due to a misalignment of rates and supply costs.

Figure 19: Fund 592 COS Comparison

(17

Fund 592 Cost of Current CoS
Customer Class Service  Revenue Recovery
Well System

Residential S 303,556 S 348,579 114.83%

Commercial 217,515 272,136 125.11%
Subtotal: Well S 521,071 S 620,715 119.12%
GLWA System

Residential $1,200,236 S$1,117,599 93.11%

Commercial 349,393 332,386 95.13%
Subtotal: GLWA $1,549,629 S$1,449,985 93.57%

Total: City $2,070,700 $2,070,700 100.00%
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Fund 488 Cost of Current Ccos
Customer Class Service Revenue Recovery
Well System

Residential S 278,88 S 270,438 96.97%

Commercial 121,868 132,648 108.85%
Subtotal: Well S 400,754 S 403,086 100.58%
GLWA System

Residential S 235,138 $ 228,923 97.36%

Commercial 35,649 39,532 110.89%
Subtotal: GLWA S 270,787 $ 268,455 99.14%
Total: City S 671,541 S 671,541 100.00%

Raftelis does not recommend the City adopt separate rates for residential and commercial customers. Since the
City bills customers on a quarterly basis, we do not believe peaking data is available at a detailed enough level to
justify different rates. However, rates for the Well and GLWA systems should be adjusted to bring those revenues
in line with costs.



Rates and Customer Impacts

Water Rates

Once the overall level of revenue recovery was determined and the cost of service completed, Raftelis examined
rate structure options to recover the revenue as well as meet the objectives of the City.

Since customers of each system receive the same level of service from the City, particularly in customer service and
maintaining constant readiness to serve, Raftelis recommends adjusting the City’s fixed charges to be the same for
all customers and reflect the difference in supply costs in the volumetric charges. The volume charge also includes
costs related to base delivery and peaking, described in the cost of service above.

This rate structure would have a larger impact on GLWA customers by increasing their fixed charge at a greater
rate than for Well customers. For this reason, we recommend phasing in this change so that the targeted rates are
achieved in FY 2025. Note that the adjustments shown are assumed to effective on September 1 of each year. For
example, the first increase shown would be effective on September 1 of 2021, 3 months into the City’s fiscal year
2022 which runs from July 2021 to June 2022.

Figure 21: Proposed Water Fund 592 Operating Charges
Current Forecast

Wi

W 2020 2021
Fixed Charge
1" and Smaller S 8.47 S 847 S 863 S 878 S 894 $ 910
1.5" 19.06 19.06 18.55 18.04 17.53 17.02
2" 33.88 33.88 32.04 30.20 28.37 26.53
3" 76.23 76.23 71.33 66.43 61.54 56.64
4" 135.52 135.52 126.89 118.26 109.64 101.01
5" 304.92 304.92 264.64 224.36 184.08 143.80
Volumetric (per Ccf) 1.01 1.01 0.98 0.96 0.93 0.90
Current : _ Forecast Forecast
2020 202 ‘ 2024 2025
Fixed Charge
1" and Smaller S 554 S 554 S 643 S 732 S 821 S 9.10
1.5" 12.47 12.47 13.60 14.74 15.88 17.02
2" 22.16 22.16 23.25 24.34 25.44 26.53
3" 49.86 49.86 51.55 53.25 54.94 56.64
4" 88.64 88.64 91.73 94.82 97.92 101.01
5" 199.44 199.44 185.53 171.62 157.71 143.80
Volumetric (per Ccf) 5.06 5.06 5.24 5.42 5.60 5.79
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Figure 22: Proposed Water Fund 488 Infrastructure Charges

Forecast

Fund 488 Current Forecast Forecast Forecast Forecast
All Customers 2020 2021 2022 2023 2024
Fixed Charge
1" and Smaller S 2400 S 2400 $ 2436 S 2473 S 2510
1.5" 54.00 54.00 54.81 55.63 56.47
2" 96.00 96.00 97.44 98.90 100.39
3" 216.00 216.00 219.24 222.53 225.87
4" 384.00 384.00 389.76 395.61 401.54
5" 864.00 864.00 876.96 890.11 903.47
Volumetric (per Ccf) 0.19 0.19 0.19 0.20 0.20

2025

S

25.47
57.31
101.89
229.25
407.56
917.02

0.20

Figures 23 presents a forecast of typical water bills at varying levels of usage, including both operating and

infrastructure charges.

Figure 23: Water Bill Impacts

Combined Funds Quarterly Water Bill ,
Well Customers 2020 2021
5/8" Meter, 10 Ccf S 4447 S 4447 S

44.75

5/8" Meter, 30 Ccf 68.47 68.47 68.28
5/8" Meter, 50 Ccf 92.47 92.47 91.81
2" Meter, 188 Ccf 313.48 313.48 308.02

|Combined Funds Quarterly Water Bill

GLWA Customers 2020

5/8" Meter, 10 Ccf S 804 S 82.04 S 85.13
5/8" Meter, 30 Ccf 187.04 187.04 193.82
5/8" Meter, 50 Ccf 292.04 292.04 302.51
2" Meter, 188 Ccf 1,063.16 1,063.16 1,099.73

Sewer Rates

For both Fund 592 and 488, Raftelis recommends across the board rate increases for all customers. Note that the

s

$ 8323
200.61
312.99

1,136.33

45.04
68.09
91.15
302.57

s
2
3
11

91.34
07.41
23.47
72.94

$ 9445

214.21
333.97
1,209.58

adjustments shown are assumed to effective on September 1 of each year. For example, the first increase shown
would be effective on September 1 of 2021, 3 months into the City’s fiscal year 2022 which runs from July 2021 to

June 2022.
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Fund 592 Current Forecast Forecast Forecast Forecast Forecast
2020 2021 2022 2023 2024 2025

Fixed Charge
1" and Smaller 33.33 33.33 33.33 33.33 33.33 33.33
1.5" 74.99 74.99 74.99 74.99 74.99 74.99
2" 133.32 133.32 133.32 133.32 133.32 133.32
3" 299.97 299.97 299.97 299.97 299.97 299.97
4" 533.28 533.28 533.28 533.28 533.28 533.28
5" 1,199.88 1,199.88 1,199.88 1,199.88 1,199.88 1,199.88

Volumetric 3.28 3.28 3.28 3.28 3.28 3.28

Figure 25: Proposed Sewer Fund 488 Infrastructure Charges
Fund 488 Current Forecast Forecast Forecast Forecast Forecast
2020 2021 2022 2023 2024 2025

Fixed Charge
1" and Smaller 24.00 24.00 25.68 27.48 29.40 31.46
1.5" 54.00 54.00 57.78 61.82 66.15 70.78
2" 96.00 96.00 102.72 109.91 117.60 125.84
3" 216.00 216.00 231.12 247.30 264.61 283.13
4" 384.00 384.00 410.88 439.64 470.42 503.35
5" 864.00 864.00 924.48 989.19 1,058.44 1,132.53

Volumetric 0.20 0.20 0.21 0.23 0.25 0.26

Figures 26 presents a forecast of typical sewer bills at varying levels of usage, including both operating and

infrastructure charges.

Combined Funds Quarterly Sewer Bill

All Customers 2020 2021
5/8" Meter, 10 Ccf S 92.13 S 92.13 S
5/8" Meter, 30 Ccf 161.73 161.73
5/8" Meter, 50 Ccf 231.33 231.33
2" Meter, 188 Ccf 883.56 883.56

2022
93.95 S
163.83
233.71
892.91

2023 2024 2025
9590 $ 97.98 $ 100.21
166.08 168.48 171.05
236.26 238.98 241.90
902.92 913.63 925.08



Figure 27: Total Utility Bill iImpacts

'5/8" Meter, 10 Ccf S 136.60

§ 13660 S 13870 $ 14093 $ 14331 $ 14584
5/8" Meter, 30 Ccf $ 23020 $ 23020 $ 23211 $ 23417 S 23640 S 23880
5/8" Meter, 50 Ccf $ 32380 $ 32380 $ 32552 $ 32741 $ 32948 S 33176
2" Meter, 188 Ccf $1,197.04 $ 1,197.04 $ 1,20093 $ 1,20549 S 1,210.77 $ 1,216.83

Quarterly Utility Bill

GLWA Customers : : _
5/8" Meter, 10 Ccf S 17417 $ 174.17 S 179.08 S§ 184.13 S 189.32 S  194.66
5/8" Meter, 30 Ccf $ 34877 $ 34877 $ 35765 $ 36669 S 37589 S 38526
5/8" Meter, 50 Ccf S 52337 S 52337 S 536.22 S 549.24 S 562.46 S 575.86
2" Meter, 188 Ccf S 1,946.72 § 1,946.72 S 1,992.65 S 2,039.25 S 2,086.57 S 2,134.66

Bill Comparisons
The following tables display a comparison of 30 Ccf quarterly water and sewer bills in Rochester to other relevant

communities in the area. Light blue bars indicate a community using GLWA water, while dark blue bars show
communities using well water.

Numerous factors impact the differences in water and sewer rates between communities. Each community is
unique, so comparisons are not apples to apples. One reason is density (the number of customers per square mile of
service area) because the cost of providing water and sewer service decreases as more customers are served in the
same area. The source of water supply also matters. The City purchases water from Shelby Township rather than
buying it directly from Great Lakes Water Authority (GLWA). This means that the cost of purchasing the water
includes the GLWA cost, plus the Shelby Township cost. It is also important to compare bills, rather than rates. A
community with a higher monthly fixed charge, for example, might have lower usage charge with the end result
being a bill that is similar between the two communities.

Finally, it is important to recognize that lower rates are always a “point in time” comparison. This means that a
community that has lower rates now may not have lower rates in the future. Water and sewer services are very
capital intensive. Water and sewer pipes must be continually repaired and replaced to ensure that safe and reliable
service can continue to be provided uninterrupted. Doing so requires a significant amount of labor, heavy
machinery, steel and concrete. Deferring this repair and replacement can allow a community to have lower rates,
but this cannot go on indefinitely. Eventually these replacements will be needed and rates will need to be increased
to cover the costly repairs.

WATER AND SEWER RATE STUDY 25



Figure 28: Water Bill Comparison
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Figure 29: Sewer Bill Comparison
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Figure 30: Combined Bill Comparison
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@ Stantec

Stantec Consulting Services Inc.
1168 Oak Valley Drive Suite 100
Ann Arbor, M 48108-9200

August 2nd, 2024

Attention:

Ms. Rachelle Enbody,

Township Clerk

Pere Marquette Charter Township
1699 South Pere Marquette Hwy.
Ludington, Ml 49431

Reference: Request for Proposals
for Water and Sewer Financial
Projections and Rate Study

Dear Members of the Selection Committee:

Overall, the Stantec community unites more than 31,000 employees working in over 450
locations across the globe. Our local strength, knowledge, and relationships, coupled with
our world-class expertise, have allowed us to go anywhere to meet our clients’ needs in
more creative and personalized ways. With long-term commitment to the people and
places we serve, Stantec has the unique ability to connect on a personal level and advance
the quality of life in communities across the globe.

National & Local Expertise. Stantec’s financial management consulting practice is
home to an impressive amount of experience and knowledge, including over 45
specialized consultants with over 500 years of combined experience conducting
thousands of rate studies for nearly 300 agencies in Michigan and across the country.
The senior members of our practice teach classes on water resources ratemaking and are
contributing authors to the manuals of practice published by the American Water Works
Association (AWWA) and Water Environment Federation (WEF) that provide guidance on
how to set rates, fees, and charges.

Moreover, our practice has strong roots in Michigan and is a trusted source to 25+ local
governments across the state for independent and objective financial management
support for their utilities. We have served the Cities of Jackson, Ann Arbor, Midland, Battle
Creek, Kalamazoo, Farmington Hilis, Detroit, Manistee, and Imlay City, as well as the
Townships of Summit, Leoni, Pittsfield, Alpena, Chesterfield, Pere Marquette, and Sylvan,
and Oakland and Livingston Counties to name a few. As such, we have significant
knowledge of local utility systems, as well as local economic conditions, recent and
relevant legal precedent, regulations, and current/proposed state legislation.

Summary. Summary. Our understanding of local practices, breadth of Michigan and
national ratemaking experience with similar systems, our interactive modeling process,
and communication skills are a unique combination. In short, our team provides the
Township with an unmatched value proposition:

Dedicated rate consulting project team and industry experts

Nationally recognized stature in utility ratemaking

Experience with rate & financial management practices within Michigan
A powerful and friendly Microsoft Excel-based modeling system

Excellence in stakeholder education and communication

AN N N N RN

Municipal utility operations experience

We look forward to the opportunity to assist the Township in developing a sound financial
plan for the management of its water and sewer utility systems. Please do not hesitate to
contact us with any questions regarding our proposal.

Regards,

Stantec Consulting Services Inc.

€. -
\:,cMa N - S"c; e e

James Bearman

Principal, Project Manager
Direct: (517) 755-7502
james.bearman@stantec.com
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1. Project Approach

We understand Pere Marquette Charter Township’s (Township)
interest in retaining a qualified professional management
consultant to perform a utilities rate study (Study) for the water
and sewer utility systems that provide service to your residents/
customers. The provision of utility services is complex and
attention to rate management and benchmarking of costs is
growing. The Township needs to establish rates and charges at
sufficient levels to satisfy the current and future costs
associated with providing these critical services. In addition, we
will examine alternative rate structures for the Township’s
consideration as well as create a benchmarking of key cost
components. To complete the requested analyses, Stantec will
utilize the following approach:

Our study approach is consistent with the industry’s long-
standing practice that consists of 1) performing a revenue
sufficiency analysis including developing a financial
management plan that identifies revenue requirements and
associated rate revenue adjustments, 2) a cost assignment

analysis that benchmarks costs components to other similarly
situated municipalities and further appropriately allocates costs
to systems and functional components, and 3) designing rates !
to generate sufficient revenues with consideration of customer
impacts, revenue stability, and local practices and ordinances,
recognizing state laws and regulations, including the
development of two alternative rate structures for each utility
for the Township’s consideration. To complete your requested
rate study for the water and sewer systems, the following tasks
will be completed by the Stantec team with Township staff input
and validation.

- We will perform the work based upon our
experience with and understanding of

_applicable federal, state and local
accounting rules, EGLE regulations, and
Bolt v Lansing decision. :

Task 1: Project Initiation & Data
Collection

The study will begin with a kick-off meeting with Township
staff to meet the project team, confirm objectives and key
issues, review data requirements, and finalize a project
schedule. A SharePoint site will be dedicated to this
project where the Township will securely upload data
according to a formal data request.

Task 1: Project Initiation & Data Collection

Deliverables | Data Request List
Meetin Project Kick-off Meeting (Virtual) &
9 Follow-up Conference Calls as Necessary

Task 2: Revenue Sufficiency
Analysis, Benchmarking, &
Interactive Work Sessions

Revenue Sufficiency

Using our dynamic Financial Analysis Management
System (FAMS), we will develop a 10-year financial
management plan, inclusive of projected annual revenue
requirements to support utility operations including
capital spending, expected revenues, particularly those
from Michigan Power, and required rate adjustments. We
will examine operating expenses with a particular
attention to City of Ludington costs, consumption trends
impacted by weather and economic conditions, Michigan
Power revenues, capital spending, including any effects of
the likely water reliability study, and funding levels, debt
service coverage ratios, levels of reserves, and other
financial policies/goals that affect future revenue
requirements.
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We will develop a capital funding plan, including the
identification of available sources and optimal mix of cash and
debt funding including amount, timing, and type of borrowing
required as may be necessary. FAMS allows us to in real-time
confirm that the financial management plan results in long-term
financial sustainability, while minimizing rate adjustments to the
greatest extent possible.

FAMS compares the impacts of scenarios on
rates in real-time (i.e., debt vs. cash funding,
timing of CIP, grants/loans, wholesale costs,
regulatory impacts, etc.).

Cost Benchmarking

Weicome back
Here's 3 quick look at City of Fraser
ity Fund.

Photo. Example of Stantec’s Financial Analysis Management System (FAMS)

Once the expected operating costs are developed, Stantec will benchmark key cost categories against those for other similarly
situated municipalities and identify any concerns. Due to our extensive work in Michigan and across the country, Stantec maintains
an extensive database of operating cost detail for many municipal utilities.

Rate Review

To initiate the rate review analysis, we will review the Township’s
current rate structure and identify if any alternatives may better
serve the City’s objectives relating to long-term financial adequacy,
local and regional comparability, and fair and equitable cost
recovery. Other considerations may include appropriate level of
fixed and variable cost recovery, ease of administration,
conservation, revenue stability, affordability, legal precedent, and
terms of any service agreements.

Our project team will identify at least two alternatives that the
Township may want to consider based on pricing goals and
objectives. We are well versed in the range of rate structures that
could be implemented and will review the pros and cons of each
rate structure including the ability of the Township to implement.
Based upon the annual revenue requirements identified above, we
will develop recommended rates for the water and sewer systems.

Objective

Rate Structure 1

Rate Structure 2

Rate Structure 3

Customer
Affordability

Revenue Stability

Correlation
between Cost of
Service and
Usage

Billing System
Compatibility

Conformance to
Local Practice

XoNNx

VWA X 0K

DI TR R L

Task 2: Revenue Sufficiency Analysis, Benchmarking, & Interactive Work Sessions

+  Detailed Supporting Schedules for the 10-year Financial Management Plan

Deliverables |+ Detailed Schedules for the Cost Benchmarking Results
*  Output Schedules of Recommended Rates/Alternative rate structures
Meeting «  Atleast 3 virtual Interactive Work Sessions (Virtual/may be combined)
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Task 3: Presentations

Stantec will provide 2 in-person presentations regarding the results of the analysis to the water and sewer committee and to the
Township board at dates mutually agreed upon. During these sessions, we will also respond to all questions regarding the results of
the study.

Task 3: Presentations

Deliverables Presentation of Results

Meeting 2 In-Person Presentations to the Water and Sewer Committee and Township Board

Task 4: Reports

The Township will gain long-term value in a written report that clearly and comprehensively documents the results and
recommendations of the study. The report provides an understandable synopsis of the analysis, and consists of a series of graphs,
charts, and tables that provide the supporting details of each element of the rate study. We apply a carefully crafted standard of
care to our reports and will submit a draft report for review by Township staff and other Township officials, potentially the Water and
Sewer Committee. Upon receipt of comments, we will make appropriate revisions and prepare a final report.

Support from the public and elected officials for rate changes depends on whether they are perceived as fair and justified. Minor
misunderstandings of the underlying rationale can cause disproportionate dissatisfaction with proposed rates and charges even if
justified. This magnifies the importance of a clear presentation at the conclusion of the study, where we will present to the Township
Board to explain the findings and recommendations of the study and to support the adoption of any rate modifications.

Task 4: Reports

Deliverables | Draft Report and Final Report

Meeting Virtual (if necessary)
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2. Experience

Firm’s Experience

Design with community in mind, Stantec unites more than
31,000 employees working in over 450 locations worldwide. Our
local strength, knowledge, and relationships, coupled with our
world-class expertise, have allowed us to go anywhere to meet
our clients’ needs in creative and personalized ways. With
long-term commitment to the people and places we serve,
Stantec has the unique ability to connect on a personal level and
advance the quality of life in communities across the globe.
Founded in 1954, Stantec offers a wide range of services.

Municipal Utilities Experience

Stantec provides comprehensive rate and financial
management consulting services for our clients, and we have
performed the requested services in Michigan. In just the last 10
years, we have completed more than 1,500 financial and rates
studies for municipal utilities in Michigan and across North
America. Additionally, we have completed more than 75 studies
for several local governments in Michigan, many of which are
listed in the table on the following page .

200+ >30%

Combined years of Percentage of the U.S.
experience population served

>500 $4B+

Communities in our Debt issued for
benchmarking database communities in the last 5
years

Our expertise helped communities across the globe—including

nearly 350+ diverse locations in the US alone.

Note: The map indicates project locations for a selection of
communities served. Not all communities are shown
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Key Personnel Organizational Chart

Pere Marquette Township, Mi

Project Director

Andrew Burnham

Benchmarking/QC
Craig Lyon

Project Manager
Jim Bearman

Lead Consultant
Laura Arturo

Analysis and Support Team
40+ data, financial, funding, GIS, and engineering expert consultants available

Meet Your Project Team

Our proposed project team is committed to the Township and
possesses the qualifications, expertise, and availability to
provide the requested scope of services. Conducting rate
studies for utilities throughout Michigan and across North
America is what we do every day. As such, we have structured
our team with experienced consultants who work with
municipal utilities throughout the state and who are
experienced in addressing the important rate consulting
services that the Pere Marquette Charter Township seeks. We
are not proposing to utilize any sub-contractors on this project.

Our Ann Arbor-based Project Manager, Jim Bearman, is a
life-long Michigan resident, and has worked previously with
Township utility system financial issues. Jim manages water
resources rate consulting services for many of our Michigan
clients, including the Cities of Jackson, Imlay City, New
Lothrop, Farmington Hills, Manistee, Midland, Ann Arbor, Battle
Creek, Wyoming, and Kalamazoo; Township customers such as
Leoni, Summit, Saginaw, Pere Marquette, and Marquette
Charter; and Oakland and Livingston Counties, as well as
Detroit Water Sewerage Department (DWSD). Jim has on
multiple occasions provided expert testimony on financial
plans for utilities. As such, Jim is well versed in understanding
wholesale water and sewer providers' rate structures and
integrating their effects into sustainable rate studies for our
Michigan clients.

While Jim is currently involved with client needs in Kalamazoo,
Wyoming, and Ann Arbor, he has capacity to be the Project
Manager on this project. Moreover, we have a deep bench of
highly qualified resources to support Jim and he has authority
to execute any agreements with the Township and bring in
additional resources as necessary to support the timely
delivery of the study.

Our project team will be guided by our Project Director,
Andrew Burnham, also a Michigan native, is a recognized
industry leader in AWWA and other industry groups and has
more than 22 years of experience working with utilities in
Michigan and throughout North America. Andy regularly
participates in industry forums and has authored modifications
and new chapters in industry rate making publications for
AWWA and WEF, including sections on appropriate reserve
policies, affordability, cost allocation, rate structures, and
calculation methods to determine levels of revenue
requirements. Like Jim, he is also an expert witness and has
been called upon numerous times to provide expert testimony
in litigation proceedings as to appropriate rate making
methodologies. Andy has been a Project Director on almost all
Michigan projects, working closely with Jim to provide
financial solutions to our many Michigan clients.. His extensive
experience will provide support to Jim and the Stantec project
team for all issues that may arise during the analysis.



Our team of experts routinely contribute to industry manuals of practice and publications. It's really
not a stretch to say our team literally “writes the books” on rate setting.

L R
Financing and

Charges for
Wastewater

Cash Reserve Policy
Guidelines

Craig Lyon will serve as our Benchmarking and Quality
Control (QC) Advisor, providing an independent review
of all technical analyses and deliverables prior to issue.
Craig has over 22 years of experience, working for
Stantec and within Michigan municipalities and is based
in Stantec’s Ann Arbor office. During his career in
engineering and with Michigan Municipalities, Craig has
designed and led municipal utility operations, developed
utility financial plans, and presented those
recommendations to the respective municipal
governing bodies. At Stantec, he has provided services
to GLWA, City of Ann Arbor, and other Michigan based
municipal clients on various matters and is well suited
to the Stantec project team because of his operational
knowledge of municipal operations and costs and the
development of benchmarking and financial plans to
support those operations.

Water Utility
Capital Financing

Developing Rates
o1 Small Systems

Grvand 16t

N &

Laura Arturo will be the Lead Consultant on the project
team. She has worked with Jim on Michigan projects
(Carson City and Kalamazoo) and is very skilled in
populating and customizing financial planning and rate
models for a wide range of utility systems. She will lead,
under Jim'’s direction, our analytical support team in
populating and customizing the tools used to perform
the study.

Resumes for the project teams are presented in Section
3 of this proposal. Please note that Stantec has over 45
plus financial consultants and, as such, we have a deep
bench of experienced personnel to call upon on any
issue (operational or financial) that may arise as we
build sustainable water and sewer rate plans for the
Township.

References

Following, you will find relevant Michigan reference projects similar to the scope of services requested by the
Township. Each study was completed consistent with our experience with and understanding of applicable local
practices and legal considerations. We encourage the Township to reach out to the client contacts provided to ask
about the quality of our work and value of our services. If the Township desires further Michigan client references,

please reach out.

City of Manistee City of Kalamazoo City of Midland
Mr. Edward Bradford Mr. James Barker Mr. Peter Schwarz
(231)398-2804 (269)337-8768 (989)357-3515

ebradford@manisteemi.gov

bakerj@kalamazoocity.org

pschwarz@midland-mi.org
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°
3. Firm
Rate Studies
1. f. t‘ e Water/Sewer/Reclaimed ¢ Stormwater
Qua l lca lons  Electric & Natural Gas * Solid Waste & Recycling

Stantec’s management consulting practice specializes Cost-of-Service Analysis
in providing financial management services for local * “Wholesale/Outside-City -~ Regionalizatian Studies

. o ) Rates * Customer Class Allocations
government, with a strong emphasis in ratemaking and * Interlocal Agreements

financial consulting services for utilities, including a

wide range of expertise and services as depicted in the Financial Planning & Capital Funding

* Policies, Targets & KPI's * Demand Forecasting

table to the right. We are home to an impressive amount « Bond Feasibility Studies * Project Funding Strategies
of experience and offer 45+ professional consultants

with over 500 years of combined experience and value to Benchmarking

share with the Township. As a group, we work together « Database of 500+ * Key Financial Metrics

and learn from each other’s experiences. This Entities * . Custom Group Comparisons

¢ Audited Financials &
combination of diverse backgrounds and experiences Rates

has made us who we are today - a trusted source to our
. . . _— Affordabilit
local government and utility clients in providing o,
. . X X . ¢ Actual Bills & Incomes  * Regulatory Support
independent and objective financial rate and « Multiple Metrics & « Assistance Programs

management consulting services to local governments Thresholds
and utilities through the country. Our team will utilize . .
. . ith simil -, id Economic Analysis
experience gained with similar communities to provide ¢ ‘Refiinallfviagt - Boaomiobsiamient

the right financial, rate, and management consulting Assessments * Forecasting
. . - * Cost-Benefit

solutions to support your long-term sustainability goals

and overall vision.

Economic Impact Assessments

¢ Water Resources ¢ Environmental Services
¢ Community ¢ Transportation
Development

Strategy & Management

¢ [T Planning & ¢ Business Process Mapping
Implementation 0&M and CIP Optimization

e Strategic Plans Performance Measures

* Assessment Level of Service Development
Management Real Estate Advisory Services

o o o o

FAMS-XL MODEL DEMO

FY 2019 FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2024 FY2027 FY2028  FY 2029

Utility Rate Adjustment Plan
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James Bearman

Project Manager

Total years of experience: 46

Years with Stantec: 10

Bachelor of Science, Accounting, Lake
Superior State University, Sault Ste, Marie,
Michigan

Jim has 46 years of regulatory experience addressing revenue requirements, cost
allocation, pricing, and tariff development topics for water, sewer, electric, and
natural gas utilities. Prior to joining Stantec in 2013, he was employed for over 35
years by a major Michigan-based electric and gas transmission and distribution
utility, serving over 3 million customers. He directed the development of the
utility’s revenue requirement needs; electric time-of-use pricing for residential,
small and large commercial, and industrial customers; and administered all related
tariff provisions. Also, he developed and administered special contract provisions
for large commercial and industrial customers with price sensitive situations. Jim
addressed subsidy issues between customer classes. In addition, he testified on a
number of occasions before the Michigan Public Service Commission on the
above matters. He also prepared testimony and exhibits addressing wholesale
electric and transmission issues before the Federal Energy Regulatory
Commission. In addition, he led numerous cost allocation/cost separation studies
to properly assign costs to respective customer groups and/or specific customers
themselves, including elimination or modification of customer subsidies.

Pere Marquette Township - Water and Wastewater Rate Analysis | Pere
Marquette Township, Michigan, United States | Project Manager

Jim served as Project Manager in negotiating wholesale water supply rates with
the Township’s provider. After lengthy negotiations, the parties agreed to a rate
structure which reduced the Township’s purchased water costs and provided
incentive for the attachment of a major user to the Township’s system. Once
purchased water costs were finalized, expected revenues reflecting the new
customer addition, operating, debt, and capital costs were developed for the
Township. This allowed the Township to examine the future sustainability of their
operations.

City of Manistee - Water and Sewer Rate Study | Michigan | Project Manager
Jim served as Project Manager for a comprehensive water and sewer cost-of-
service rate study for the City (which had no record of having ever conducted a
formal rate study). A detailed cost-of-service allocation to determine the proper
allocation of costs between 1) the water and sewer systems, and 2) the users of
each system located within and outside of the City (which ultimately reflected the
use of the utility basis of ratemaking for outside city users) was conducted. In
addition, he participated in the development of revised connection charges for new
customers. Multiple presentations were made to various customer groups.

Water and Wastewater Rate Study, Cost Allocation, and Rate Design | City of
Battle Creek | Battle Creek, MI | Project Manager

Led the team to develop revenue sufficiency analysis, cost allocation for both retail
and wholesale customers, and rate design for the City's water and wastewater
retail and wholesale customers. Also developed new customer connection fees.
Lastly, he presented Stantec’s recommendations in a presentation to City Council.

Water and Wastewater Rate Study | City of Midland, MI | Midland, MI | Project
Manager

Led team to develop revenue requirements, cost allocation, pricing, capital
charges, and miscellaneous fees for the City's retail and wholesale customers,
including two large industrial customers, which required attention to customer
contract details. He also presented interim and final results in two sessions before
City Council.
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Andrew Burnham

Project Director

Total years of experience: 22

Years with Stantec: 20

Bachelor of Business Administration, Lake
Superior State University, Sault Ste. Marie,
Michigan

Andy is the Vice President and Leader of Management & Technology Consulting.
He has extensive experience in conducting and overseeing cost of service
allocations, long-term financial planning analyses, and development of alternative
rate structures for a variety of utility systems, including water, wastewater,
reclaimed water, stormwater, solid waste, recycling, electric, and natural gas. He
has been recognized as an industry expert as part of providing testimony in utility
rate-related regulatory proceedings in multiple states and territories (FL, Ml, AZ,
and the United States Virgin Islands), and before the Federal Energy Regulatory
Commission. He has led over 500 studies for 150+ local governments and has
supported our clients in the issuance of $4 billion of bonds for projects in the past
5years. Andy serves on multiple AWWA and WEF Committees and was actively
involved in the recent update to AWWA Manual M1 - Principles of Water Rates,
Fees, and Charges, notably regarding outside-city retail rates, wholesale rates, and
reuse rates.

Water and Sewer Rate Study and Financial Feasibility Services, Detroit Water
and Sewerage Department (DWSD) | Detroit, MI | Project Director

Andy directed the Stantec Team to develop water and sewer revenue sufficiency
analyses and detailed cost allocation studies, utilizing industry accepted cost
allocation factors for both utility systems. Utilizing the cost allocation results,
detailed analysis was completed to establish the appropriate levels of fixed cost
recovery, while recognizing affordability considerations for DWSD’s customer
base, with the establishment of a water lifeline rate structure, which was
implemented by DWSD.

Water and Sewer Cost Allocation Studies | Ann Arbor, MI | Project Director
Andy directed the development of the revenue requirement needs of the City’s
water, wastewater, and stormwater enterprise funds. Once developed these
revenue needs were allocated to respective functions and ultimately customer
classes. Utilizing these results and the use of detailed billing data, rate structure
changes were developed, including the establishment of a new multi-family class
of customers, particularly important with the University of Michigan located within
City boundaries and the potential season use of utility services. Andy was involved
in numerous stakeholder presentations to support and answer questions regarding
Stantec recommendations.

Water and Sewer Rate Studies | Battle Creek, MI | Project Director

Andy led the development of the water and sewer revenue needs, cost allocation
amongst the City’'s retail and wholesale customers, and appropriate tariff
development. Particular attention was required to adhere to service agreements
and large industrial customers, like Kellogg.

Pere Marquette Township - Water and Wastewater Rate Analysis | Pere
Marquette Township, Michigan, United States | Project Manager

Andy served as Project Director in negotiating wholesale water supply rates with
the Township's provider. After lengthy negotiations, the parties agreed to a rate
structure which reduced the Township’s purchased water costs and provided
incentive for the attachment of a major user to the Township’s system. Once
purchased water costs were finalized, expected revenues reflecting the new
customer addition, operating, debt, and capital costs were developed for the
Township. This allowed the Township to examine the future sustainability of their
operations.
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Craig Lyon

Benchmarking/QC

Total years of experience: 22

Years with Stantec: 2

Bachelor of Science Engineering Technological
University, Southfield, Michigan

Craig is a strategic leader with 22 years of management and hands-on government
experience. He has served local government in capacities such as Executive
Director for Department of Publc Services, Director of Municipal Services and City
Engineer. Divisions of local government within these departments include: Water
and Sewer, Engineering, Planning, Building, Roads, Solid Waste/Compost, Grounds,
Code Enforcement and Call Center. Lessons learned through his successful
planning, management, and oversight of municipal operations, provided
commuities he served with affordable rates without scraficing needed revenue for
everyday operation and maintainance and capital improvements. Budgets totaling
over $30 million, Craig understands what it takes to ensure a well thought out and
balanced budget which yeilds affordable rates for the commuity.

Craig combines his municipal operating experience and his engineering expertise
to provide client solutions. With his extensive knowledge in Utilities and municipal
infrastructure, his experience provides first hand insight into the level of detail
required today to provide affordable water. In his short time at Stantec, Craig’s
intimate knowledge with government operations has provided great value to
existing clients such as the City of Ann Arbor, Great Lakes Water Authority and
Washtenaw County Parks to name a few.

Various Projects - Operations of Municipal Departments | Taylor, MI

The City of Taylor (City) is a 24-square mile community with a population of
~70,000. Craig was responsible for the City’s Department of Public Service a
combined departments budget of $23 million and the department’s 60 team
members in the following teams: departments of Water and Sewer, Public Works,
Engineering, Planning, Building, Code Enforcement, Animal Control, Solid Waste/
Compost, Vehicle Maintenance, and Call Center. His responsibility encompassed
not only the operations of these municipal departments but also the overall vision
for the community and ensuring the infrastructure was ready to serve the
population’s current needs and those projected for the future—at an affordable
cost to community members.

Various Projects | Pittsfield Charter Township | Pittsfield, MI

Adjacent to Ann Arbor, Michigan, Pittsfield Charter Township is a 28-square-mile
community with a population nearing 40,000. During Craig's time as Director of
Utilities and Municipal Services, the departmental budget was $17.2M with 25
team members. During his nearly 11-year tenure, Craig was involved in the
following: Steering Committee Member for new wholesale sanitary sewer
treatment rate structure model; creation and oversight of Capital Improvement
program to maintain system integrity and operation; implemented new FLEXNET
meter read billing system resulting in cost savings and reduced labor needed for
utility billing data collection and reduction in water loss; developed Local Road
Improvement Program repaving 60 plus miles (§16 Million) of residential roadway
throughout community; developed sanitary sewer replacement program (est. cost
$14 Million) replacing four miles of 36-inch trunk line sewer along Michigan Ave.
and elimination of three sanitary sewer lift stations; oversaw State awarded $1.3M
SAW Grant and self-performed with staff; annually manage on average $2 - $4
Million of infrastructural capital improvements; negotiated community solid waste
contracts; Board member of Washtenaw Regional Resource Management
Authority; created and negotiated with vendor of community wide voucher
program for solid waste and recycle drop--resulting in $50,000 of saving on a
$60,000 initial program; annually recommended, set and advised administration
and customers on utility rate structure; managed design and construction of more
than miles of miles of non-motorized pathway.



Stantec 14

Laura Arturo

Lead Consultant

Total years of experience: 4

Years with Stantec: 3

Bachelor of Science in Finance, University
of Florida, Warrington College of Business,
Gainesville, Florida

Laura is a Lead Consultant with a background in finance. Laura has three and a
half years of experience at Stantec developing and customizing financial
forecasting models, cost of service allocations, rate structure and benchmarking
analysis, impact fee models, and bond feasibility studies. Through her experience
with financial models and data analysis, she has assisted our clients with strong
financial solutions based upon sound financial and economic concepts.

City of Kalamazoo | Kalamazoo, MI | Water, Financial Planning | Lead
Consultant

Laura served as the Lead Consultant and developed a 10-year financial model for
the City’s Water fund. This project involved numerous iterations and comparisons
between past rate studies and levels of capital spending.

Carson City | Carson City, MI | Water and Sewer, Financial Planning | Lead
Consultant

Laura served as the Lead Consultant. In this role she facilitated the development
of the City’s water and wastewater utility financial sustainability models,
performed annual revenue sufficiency analyses, helped develop a 10-year financial
management plan for the utility, and identified needed rate adjustments.

Northeast Ohio Regional Sewer District, OH | Water & Sewer, Financial
Planning | Lead Consultant

Laura was responsible for developing and updating financial planning models for
the District. Specifically, financial planning models were developed to evaluate
multiple capital, operating, and financing scenarios within the District to determine
the impact on debt financing and necessary rate increases. Laura was also
responsible for helping develop a cost-of-service model and rate structures.

Orange Water and Sewer Authority, NC | Bond Feasibility and Revenue
Sufficiency Analysis, Financial Planning | Lead Consultant

Laura served as the Lead Consultant who helped develop a bond feasibility study
to support the issuance of a revenue bond in 2021 for the Authority’s Water and
Sewer Enterprise Systems. Laura used the financial model to create a multi-year
financial forecast for the Authority, in which the analysis provided a detailed look
at the impacts of issuing new debt to support large-scale capital projects.

Anne Arundel Department of Public Works | Anne Arundel County, MD |
Financial Planning | Lead Consultant

Laura has served as the Lead Consultant for multiple financial planning, cost of
service and rate studies for the Anne Arundel County Department of Public Works.
She has been assisting the County and maintains financial planning models for the
County's water and sewer systems. She also developed a 15-year financial model
to better evaluate the system's financial health and plan the funding to support
large-scale projects.

City of Fort Lauderdale | Fort Lauderdale, FL | Integrated Financial Planning |
Lead Consultant

Laura serves as the Lead Consultant facilitating the integrated financial
sustainability analysis including its General Fund and seven separate major funds
(Water/Sewer, Regional Wastewater, Stormwater, Sanitation, Airport, Parking, and
Building funds). The City utilizes these analyses to be used for real-time evaluation
and understanding for its key services decision processes, as well as annual rate
adjustments and financial plan analysis for the funds. She customized individual
models for each fund and linked each model together to evaluate and understand
a variety of decision alternatives and their current and future consequences to
each fund. As part of the City’s annual budget process, we perform simultaneous
updates to all the models.
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4. Schedule

This section contains a proposed project schedule by task based upon an anticipated notice to proceed date of August 10, 2024. It
is assumed that the Township would want to implement any new rates, effective January 1, 2025. In Stantec’s experience, a study of
the scope as requested by the Township would typically take 100-130 days from award, recognizing the timely receipt of requested
data from the Township If selected for the study, the project schedule would be discussed, potentially modified, and agreed upon

during the kick-off meeting.

Task 1: Project Initiation & Data e e
. 2% S

Collection -
Task 2: Revenue Sufficiency Analysis,
Benchmarking, & Interactive Work :;; .‘.;; ;:—.',,
Sessions
Task 3: Presentations :;3 lk'_[ﬂl
Task 4: Reports %
Legend:
® _® Conference Call/Online ‘s é' . . é ) .

& - -
B \irtual Meeting ALF In-Person OnSite Meeting In-Person OnSite Meeting

5. Fee Schedule

Based on our review of the RFP and our experience in completing these types of studies, Stantec proposes to complete the
requested scope of services (water and sewer rate studies and financial plans, benchmarking of costs, and rate design and
alternative rate structures for a total, not-to-exceed fee of $23,310, inclusive of all labor, travel, and other expenses for the water
utility and $22,420 for the sewer utility. This fee proposal assumes multiple virtual client interactives with the Township and 2
in-person presentations to the Water/Sewer Board and the Township Board at a regularly scheduled meeting.

Water Analysis Benchmarking & Rate Evaluation Sewer Analysis Benchmarking & Rate Evaluation

Tasks Hours Cost Tasks Hours Cost
'(I;a::llzl t:i(l:':oject Initiation & Data 14| $2310 Z:;Tll; : t:i:;":oject Initiation & Data 13| $2295
Task 2: Revenue Sufficiency Analysis, Task 2: Revenue Sufficiency Analysis,

Benchmarking, & Interactive Work 87| $15,150 Benchmarking, & Interactive Work 87| $15,620
Sessions Sessions

Task 3: Presentations 19| $4,100 Task 3: Presentations 13| $2,740
Task 4: Reports 10| $1,750 Task 4: Reports 10| $1,765
Totals 130 | $23,310 Totals 125 | $22,420
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Utility Financial Solutions, LLC

dlund@ufsweb.com ﬁé UTILITY FINANCIAL
C: 231-218-9664 SOLUTIONS, LLC
August 2, 2024

Pere Marquette Charter Township Clerk
1699 S. Pere Marquette Hwy.
Ludington, Ml 49431

Utility Financial Solutions, LLC (UFS) is pleased to submit a proposal to provide water and wastewater cost of
service, financial projection, and rate design for Pere Marquette Charter Township. Our proposal is based on
years of experience navigating complex financial challenges for municipal utilities around the United States.

We approach challenges strategically, partnering with your team to understand your goals before using
innovative processes and in-depth research to determine the best solution to suit your needs. We stay on top of
industry trends and anticipate challenges to help you solve existing problems and prepare your utility for long-
term success. Our methodology and educational components have earned us a reputation as the preferred
provider of rate studies in the United States.

Our project team members are experts in their respective fields and instruct or speak for leading utility groups
including the American Public Power Association, Southern Gas Association, and American Water Works
Association. Our specialized team of accountants, engineers, and economists have years of industry-specific
experience to help ensure that you reach your goals. UFS was incorporated in 2001 and brings decades of
experience to your utility.

For your project, UFS will complete the studies and provide an executive report detailing the process to help
communicate with members of your governing body and community. The goal of these efforts is to:

e Establish and maintain long-term financial stability.
e Educate on principals of cost of service and financial planning.
e Earn positive engagement from members of government.

We appreciate the opportunity to submit this proposal and look forward to discussing it with you. If you have
questions or need additional information, please contact me at (231) 218-9664.

Sincerely,

b

Dawn Lund
Vice-President, Utility Financial Solutions, LLC
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Project Approach

Summary of Services for Water and Wastewater Utilities

Described below is an overview of the services UFS will provide. Greater detail is included within the detailed scope
of service section. The list below includes sections not directly identified within the proposal but are critical in
meeting the needs of the community and the utility department.

1. Development of Long-Term Financial Projections — These studies are included as part of the UFS scope and
are critical in development of a long-term rate strategy. Our study incorporates the strategic plan, funding
of long-term capital plans, amount, and timing of any financing needs, and balances the financial stability of
the departments. The long-term financial projection and development of key financial targets is discussed
in the detailed work plan of our proposal.

2. Cost of Service Study — This study identifies the cost of providing services to each class of customer. Our
studies identify the cost by customer class for general rate components including variable charges
(commodity/volume), capacity related costs (demand), and facilities charges for each customer based on
meter sizes or service level. The cost of service study will breakout each rate component. Examples of these
breakouts include identification of supply costs and distribution/collection costs by service level.

3. Customer Rate Designs — The cost of service study provides solid empirical input on sustainable long-term
rate structures, however, rate impacts on customers and achieving goals and objectives of each community
is a significant factor in proper design of utility rates. UFS’ rate design study identifies impacts on customers
at various levels of usage/volume. This function assists the governing body in making informed decisions and
understanding the impacts on customers and the community.

4. Presentation to Staff & Governing Body — The presentation to staff and the governing body serves two
purposes: ‘
i. Obtain approval of rate adjustments, rate designs, and to obtain guidance during the rate design process.
ii. Equally important is the education provided to the governing body to understand the importance of
maintaining financial stability, how rates are used to achieve community goals and objectives, and why
certain components such as a customer charge are used by utilities. UFS staff are skilled at obtaining
guidance needed to develop rates and providing education to allow the governing body to make
informed decisions during this process.

5. Reports (PDF)
i. Executive Summary Report —
~ Summarization of the financial projection results, key financial targets and recommended long term
rate track needed to achieve financial stability for the utility.
~ Summarization of the cost of service results and cost-based rate structures for consideration in design
of utility rates.
~ Description of the major assumptions used in development of the financial projection and cost of
service study.
~ Considerations on future rate adjustments and movement toward cost of service
~ The executive summary is used to obtain input from the governing body prior to designing utility rates.
ii. Rate Design Report -
~ Summary of anticipated revenue to be received from the rate design and impacts on customers at
various usage levels.
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Summary of Ability

A summary of the firm’s ability to achieve the Utility’s project goals.

Introduction

The Utility is requesting a Cost of Service Study and Financial Plan to assess and evaluate the existing rates to
ensure the utility operations and maintenance, capital improvement program, depreciation, and debts are
adequately funded, while rate impacts are minimized. UFS has the staff available to complete the project in the
Utility’s desired timeframe. UFS’ ability to achieve the Utility’s project goals is best demonstrated by our
references (noted in a later section) and our organized and well thought out processes outlined below.

Project Set Up .

After project award, if selected, UFS will conduct a kick-off meeting to review the information request and confirm
the project schedule and deliverables. As data is gathered by the Utility, UFS will process and enter it into the
study. Progress calls will be scheduled to address any questions and to review outstanding data requests. UFS will
analyze revenues by completing a revenue “proof” to ensure that the monthly billing units provided calculate out
to the reported sales revenue when multiplied by current rate schedules.

Revenue Requirements

We will analyze operating expenses and test year budgets. Expenses are itemized at the finest level of detail
available from the Utility and forecasted for the test year. Expenses are then categorized such that appropriate
allocations can be applied, and costs distributed to the contributing rate class. A similar approach is applied to the
Utility’s fixed asset net book value and depreciation costs and incorporates the capital improvement program for
interim and test years. Together, the expenses, depreciation and a rate of return comprise the revenue
requirements of the system. These revenue requirements will flow through to both the cost of service study and
the financial projection study.

Financial Projection Studies

UFS’ financial analysis and the subsequent cost of service studies are unique in their ability to easily change from
cash basis revenue requirements to Utility Basis revenue requirements. The financial analysis includes both cash
basis targets such as cash reserves and debt coverage; and accrual basis targets such as rate of return. UFS studies
also include a review of secondary financial matrices such as debt to equity ratios, age of system, days cash on
hand and working capital requirements as part of the overall assessment of the financial health of the utility. The
financial projection will incorporate assumptions such as inflation, anticipated changes in expenses, debt
issuances, and capital improvements. The financial projection incorporates targets to help ensure the long-term
financial stability of the Utility is maintained or improved and develop a plan for rate adjustments.
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Target One: Debt Coverage Ratio
Based on review of bond issues and debt service schedules, the principal and interest expense will be identified

and incorporated into the analysis.

Target 1: Debt Coverage Ratio

4.0
3.0
2.0
1.0
Y1 Y2 Y3 Y4 Y5
eng=DebtCoverage Ratio  emgmmTarget Ratio
Projected Projected Projected Projected Projected
Description Y1 Y2 Y3 Y4 Y5
Net Income S 99,826 S 997,462 S 945213 $ 826,113 S 758,497
Add Depreciation/Amortization Expense 2,565,601 2,609,101 2,732,859 2,921,523 3,057,531
Add Interest Expense 764,408 726,408 688,408 648,408 606,408
Cash Generated from Operations $ 4,326,835 S 4,332,971 S 4,366,480 S 4,396,044 S 4,422,436
Debt Principal and Interest $ 1,714,408 S 1,676,408 S 1,688,408 S 1,698,408 S 1,706,408
Projected Debt Coverage Ratio (Covenants) 2,52 2.58 2.59 2,59 2.59
Minimum Debt Coverage Ratio 1.40 1.40 1.40 1.40 1.40

Target Two: Minimum Cash Reserve Calculation
To help ensure timely completion of capital improvements and enable the utility to meet requirements for large,
unexpected expenditures and risk factors, the recommended minimum level of cash reserves will be identified.

Target Two: Cash Reserve Levels
$30,000,000
$25,000.000 ® —*
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@ Projected Cash Balances === Recommended Minimum Cash
Projected Projected Projected Projected Projected
Description Y1 Y2 Y3 Y4 Y5
Minimum Cash Reserve Allocation
Operation & Maintenance Less Depreciation Expense 25% 25% 25% 25% 25%
Supply Expense 25% 25% 25% 25% 25%
Historical Rate Base % 2% 2% 2% 2%
Current Portion of Debt Service Payment 83% 83% 83% 83% 83%
Five Year Capital Improvements - Net of Bond Proceeds 20% 20% 20% 20% 20%
% Plant Depreciated 56% 54% 55% 55% 59%
Calculated Minimum Cash Level
Operation & Maintenance Less Depreciation Expense $ 6,589,952 S 6,762,400 S 6,941,318 S 7,153,036 S 7,281,393
Supply Expense 8,381,482 9,722,132 9,982,984 10,548,544 11,075,971
Historical Rate Base 1,527,454 1,689,254 1,769,511 1,877,918 1,877,918
Current Portion of Debt Service Payment 1,391,419 1,401,379 1,409,679 1,416,319 1,462,799
Five Year Capital Improvements - Net of Bond Proceeds 3,939,646 3,939,646 3,939,646 3,939,646 3,939,646

Minimum Cash Reserve Levels  $ 21,829,953 $ 23,514,811 $ 24,043,138 $ 24,935,463 $ 25,637,727
Projected Cash Reserves  $ 24,692,803 $ 19,224,903 $ 17,829,253 $ 15,047,239 $ 12,790,153
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Target Three: Operating Income
The optimal target for setting rates is the establishment of a target operating income to consistently fund capital
improvements and replacements.

Target 3: Operating Income
$3,000,000
$2,500,000
$2,000,000
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@ Ad justed O p g Income =@ Target OperatingIncome
Projected Projected Projected Projected Projected
Description Y1l Y2 Y3 Y4 Y5
Target Operating Income Determinants
Net Book Value/Working Capital $ 33,525,928 $ 38,888,526 $ 39,931,938 S 42,194,174 $ 38,927,644
Outsanding Principal on Debt $ 18,160,200 $ 17,210,200 $ 16,210,200 $ 15,160,200 S 14,060,200
System Equity $ 15,365,728 $ 21,678,326 S 23,721,738 S 27,033,974 S 24,867,444
Target Operating Income Allocation
Interest on Debt 4.21% 4.22% 4.25% 4.28% 4.31%
System Equity 7.06% 6.73% 6.87% 6.90% 7.48%
Target Operating Income
System Equity $ 1,085106 S 1,459,590 S 1,629,338 S 1,864,944 S 1,859,437

Target Operating Income $ 1,849,514 $ 2185998 $ 2,317,746 $ 2,513,352 $ 2,465,845
Projected Operating Income $§ 2,728,770 $ 2,599,641 $ 2,394,956 $ 2,247,337 $ 2,037,669
Rate of Return in % 5.5% 5.6% 5.8% 6.0% 6.3%

Five-Year Projection Summary

The projections will be summarized, and development of alternative rate tracks will be reviewed and compared
to each financial target to help ensure the future financial stability of the utility. We will work with Management
and the Governing body in review and development of five-year strategies and rate track.

Projected Summary Financial before Rate Adjustments

Projected Adjusting Target Projected Recommended Capital Debt
Rate Operating Operating Cash Minimum  Improvements  Coverage

Fiscal Year  Adjustments Income Income Balances Cash Plan Ratio
Year1 0.0% S 2,728770 $ 3,038480 S 16,392,621 $ 18,099,160 $ 6,065,000 1.10
Year 2 0.0% 2,711,845 3,019,772 14,592,541 19,169,551 2,175,000 1.4
Year 3 0.0% 2,622,411 3,061,319 10,964,992 19,674,886 4,012,870 111
Year 4 0.0% 2,473,225 3,149,568 5,938,354 20,516,844 5,420,360 1919
Year5 0.0% 2,380,491 3,098,229 4,959,247 20,862,261 1,380,000 1.12

Projected Summary Financials with Rate Adjustment and $5.0 Million Bond Issuance

Projected Adjusting Target Projected Recommended Capital Debt
Rate Operating Operating Cash Minimum  Improvements  Coverage

Fiscal Year  Adjustments Income Income Balances Cash Plan Ratio
Year 1 2.0% $ 3,350,054 $ 3,038480 S 17,013,904 $ 18,099,160 S 6,065,000 1.26
Year 2 2.0% 3,972,613 3,019,772 22,477,689 19,169,551 2,175,000 1.44
Year 3 2.0% 4,216,200 3,061,319 21,453,355 19,674,886 4,012,870 1.53
Year 4 2.0% 4,407,444 3,149,568 21,578,377 20,516,844 5,420,360 1.62
Year 5 2.0% 4,662,614 3,098,229 21,908,593 20,862,261 1,380,000 1.71
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Cost of Service Studies

The development of the cost of service study incorporates the revenue requirement identified as part of the
financial projection. This section describes the additional procedures used in development of the cost of service
study and sample outputs from previous studies.

Load Profile Information — Load profile information identifies how customers use utilities during different
seasons and is critical to ensure the cost of service study is accurate and defensible. UFS works with utility staff
in identification of the appropriate sources of load research information.

Development of Allocators — A critical part of the cost of service study is the development of allocation factors
from customer’s usage patterns. These allocators are used to allocate the fixed capacity costs, semi-variable
operating costs, variable costs, and customer related costs. An example for water is the identification of peak
ratios (max month, max day, max hour). There are over 40 allocation factors often developed as part of a UFS
cost of service study. Allocation factors are developed for each season and developed for specific expenses.

Prepare Cost of Service Analysis — Customer classes are typically established based on differences in load and
usage patterns. How customers use the utility dictates the cost of providing many utility services.

The cost of service portion of the study will determine the following:
Rate Adjustments — Adjustments necessary to meet financial targets such as target operating income, minimum
cash reserves, and debt coverage ratio.

Cost to Serve — Actual costs compared with projected revenues by class and adjustments necessary to meet
requirements.

Charges by Class — Monthly customer charge, usage charge, and demand charge (for demand metered
customers) broken down by customer class.

A summary of the cost of service analysis is developed similar to the following table:

Projected

Customer Class Cost of Service Revenues % Change
Residential S 3,581,760 S 2,749,223 30.3%
Non Residential 5,327,113 4,249,812 25.3%
Meter Charges 3,642,412 3,632,903 0.3%
Fire Protection 250,429 374,501 -33.1%
Wholesale 4,628,057 4,640,963 -0.3%
Sprinkling Residential 358,037 103,156 247.1%
Sprinkling Non Residential 374,795 208,350 79.9%

S 18,162,603 S 15,958,908 13.8%

The cost of service column from the table above identifies the cost to provide service to each class of customers
and is compared with the projected revenues from each class. The percent change is the rate adjustment
necessary for each class to achieve cost of service. We typically do not recommend rates move fully to cost of
service, but as part of the discussions with staff and the governing body we develop a plan to move classes toward
cost of service to minimize rate impacts on any specific customer class.
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Water Cost of Service
Consistent with AWWA'’s “Manual of Water Supply Practices” we will conduct an analysis to isolate cost by
customer class. Peak usage ratios will be established using the following information:

o Review of pumping statistics of the wells over the past five years
e Review of peak loadings on water production wells for each month
e Review of monthly usage for each customer class and meter size (billing statistics)

The peak day and peak hour usage factors will be estimated based on average monthly usage compared to peak
monthly usage with adjustments made for the monthly billing cycles. The calculated peak is compared with the
actual peaks from the production statistics and adjusted to balance.

We then apply the peak to average ratio by customer class to further determine the base, max day, and max hour
factors.

l Base l Maximum Day I Maximum Hour |

Annual  Average Capacity Total Extra Capacity Total Extra
Customer Class Use Rate Factor Capacity  Capacity Factor Capacity  Capacity
5/8" Meter 794,576 1.6 1.47 2.4 0.8 1.47 2.4 0.77
3/4" Meter 43,620 0.1 1.67 0.1 0.1 1.67 0.1 0.06
1" Meter 434,796 0.9 2.02 1.8 0.9 2.02 1.8 0.91
1-1/2" Meter 190,019 0.4 2.03 0.8 0.4 2.03 0.8 0.40
2" Meter 606,089 1.2 1.67 2.1 0.8 1.67 2.1 0.84
3" Meter 135,166 0.3 177 0.5 0.2 177 0.5 0.21
4" Meter 188,509 0.4 123 0.5 0.1 123 0.5 0.09
6" Meter 439,040 0.9 1.59 14 0.5 1.59 1.4 0.54
Total System 2,831,815 5.80 9.60 3.80 9.60 3.82

Wastewater Cost of Service

Wastewater allocation factors will be developed based on cost causation and allocated to each billing parameter.
The allocation factors developed include peaking factors, flow characteristics, and customer related costs. In
addition, industrial pre-treatment costs will be reviewed to determine allocation factors for Industrial Waste
Discharge Fees.

Example COS Summary Table Example Monthly Customer Charge Cost of Service Results
Customer  Cost of Service Projected Percentage Current Unit
Type Rates Revenues Adjustment Current Charge Current  COS Monthly
Monthly i1stand2nd Charge3rd  Customer COS Unit
5/8" $ 3543212 $ 3,045,073 16% Charge Block Block Charge Charge
3/4" $ 100,929 $ 93,713 8.0 In-City
1" S 813,759 S 770,611 6.0 5/8" S 945 S 218 S 205 $ 10.53 $ 2.08
1-1/2" S 432,333 $ 371,866 16.0 1" 16.00 2.18 2.05 22.34 2.08
2" S 1,457,418 S 1,265,868 15.0 2" 52.25 2.18 2.05 72.16 2.08
3" $ 270,158 $ 245,673 10.0 3" 106.00 2.18 2.05 150.68 2.08
4" $ 412,630 S 370,115 11.0 4" 168.00 2.18 2.05 270.92 2.08
6" $ 303,145 S 300,426 1.0 6" 240.00 2.18 2.05 586.42 2.08
Flat Rate S 190,341 S 171,035 11.0 Outside City
Total $ 7,523,925 $ 6,634,380 13.4% 5/8" $ 1450 $ 368 S 289 S 17.15 $ 2.93
1" 26.00 3.68 2.89 34.77 2.93
2" 78.25 3.68 2.89 105.06 2.93
4" 158.00 3.68 2.89 385.31 2.93
6" 248.00 3.68 2.89 821.48 2.93
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%,

A five-year rate track will be provided with the financial projection, along with a rate design for the requested
number of years. Design of utility rates uses input from the cost of service study as guidance on changes to rate
classes and the rate components for each rate class. Cost of service results are one factor in design of rates for
customers. Other factors must be considered such as impact on customers, social and environmental issues, and
philosophy of the utility’s governing body.

The rate design identifies the impacts on customers at various usage levels and is listed by rate class, meter size
and usage level.

UFS will develop and recommend a schedule of water and wastewater rates designed to generate adequate
revenues and reflect or move toward the recommended rate adjustment. Rate designs for the existing rate
structure will be provided for five years. An example of one year is listed below.

Summary of Overall Rate Adjustments — Water and Wastewater

Water Utility Wastewater Utility
Proposed Proposed
Current Charge Current Charge
Charged per thousand gallons Charge Year1 COS Rates Charge Year1 COS Rates
Commodity Charge - Inside City | $ 457 S 466 S 501($S 7.87 S 8.00 $ 7.88
Commodity Charge - Outside City 9.14 9.09 6.85 15.74 15.60 11.39
3/4" Meter Inside 12.00 13.00 13.95 14.00 14.50 11.39
1" Meter Inside 12.00 13.00 22.36 14.00 15.00 15.18
2" Meter Inside 48.00 53.00 61.10 56.00 56.50 40.83
4" Meter Inside 192.00 202.00 138.97 224.00 224.00 116.28
6" Meter Inside 432.00 432.00 213.53 504.00 504.00 187.33
3/4" Meter Outside 24.00 25.35 15.12 28.00 28.28 17.48
1" Meter Outside 24.00 25.35 24.20 28.00 29.25 26.30
2" Meter Outside 96.00 96.00 92.66 102.00 110.18 136.44
4" Meter Outside 384.00 384.00 230.61 425.70 436.80 297.85
6" Meter Outside 864.00 842.40 463.12 956.70 982.80 520.40
Total Revenue S 1,772,678 S 1,861,311 S 2,418,218 S 2,514,946
Proposed Rate Change 5.0% 4.0%
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Experience
UFS was established in September 2001. Our experience includes completion of rate studies in 43 states, Guam,
several Caribbean Islands and Canada. This provides UFS with the experience and knowledge to provide creative

solutions.

Resumes
The next section consists of resumes of UFS team members along with additional team members available to

assist with the project.

Name and title of primary contact person:
Dawn Lund, Vice-President, Utility Financial Solutions, LLC
Email — dlund@ufsweb.com
Cell —(231) 218-9664

Additional available UFS team members including titles:
Dan Kasbohm — Manager
Mike Johnson — Manager
Chris Lund — Business and Technology Manager
Jillian Jurczyk — Manager
Robert Blank — Financial Analyst
Janel Albrecht — Financial Analyst
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UFS

Mark Beauchamp, CPA, CMA, MBA
President, Utility Financial Solutions, LLC

Email:
Cellular: 616-403-5450
Location: Holland, Ml

mbeauchamp@ufsweb.com

Education

e AAS Water Purification Technology
e ABA Business Administration

e BBA Major — Accounting

e MBA Master’s Degree in Business

Expert Witness Service

e Detroit Edison vs. Ameritech — Provided expert
witness services for Detroit Edison on development
of Pole Attachment Rates for Ameritech

e Nebraska State Unicameral — Served as a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>