City of St. Helena
Ad Hoc Committee
Special Meeting

Carnegie Building, 1360 Oak Ave., St. Helena, CA
94574
Wednesday, May 17, 2017 @ 9:00 AM

CALL TO ORDER

ROLL CALL

Ad Hoc Utility Rate Committee Members:

Chair Bonnie Long, Vice Chair Tom Vence

Committee Members Chris Dann, Lester Hardy, Joel Gott, Doug Cutting and
Mark Smithers

City Council Liaisons: Mayor Galbraith and Councilmember Mary Koberstein

PUBLIC COMMENT PERTAINING TO AD HOC UTILITY RATE COMMITTEE:
Please observe the three minute limit.

NEW BUSINESS

4.1.

4.2.

Review of CIP Funding Mechanisms and Assumptions — Kenneth
Dieker

Public Comment

Waterfall Category

Task Request from Bonnie Long and Tom Vence

Framework to Council Recommendations from Tom Vence

Ad Hoc considerations from Mayor Galbraith

Handout from Finance Consultant

Discussion by Ad Hoc Committee members on “Road Map” to
recommendations to City Council

DISCUSSION OF ITEMS TO BE PLACED ON THE NEXT MEETING
AGENDA:

5.1.

1. 5/20/17 - Model Update by Catherine Hansford

2. 5/20/17 - Review of Escalation Rate Assumptions included in the
Utility Rate Study Adopted on November 29, 2016

3. What is an assessment district and how does it work?

4. Questions

ADJOURNMENT

The next Ad Hoc Utility Rate Committee meeting is scheduled for Saturday,
May 20, 2017 at 9:00 am, Vintage Hall Board Room located at 465 Main
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Street.

This agenda was posted at City Hall, 1480 Main Street, and at Carnegie
Building, 1360 Oak Ave., St. Helena, California on May 15, 2017.

Cindy Black, City Clerk

In Compliance with the Americans with Disabilities Act, if you need special
assistance to participate in this meeting, please call the City Clerk’s Office
(707) 967-2792. Notification 72 hours prior to the meeting as required by
Section 202 of the Americans with Disabilities Act will enable the City to make
reasonable arrangements to ensure accessibility to this meeting
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City of St Helena, City Halt
Reaceivad

May 12,2017 MAY 18 2017

AN ANALYSIS OF WATER RATES AND FUTURE NEEDS ADDING CASH ~_ “%0%e"™
FLOWS FROM DEPRECIATION TO SCHEDULED CAPITAL PROJECTS SIS D

[ took some time to look at where we are on Water Rates before we jump into the new
year,

A 3" Quarter Finance Report dated April 25, 2017 states: “The original Water revenue

estimate for FY 2016/17 was $3,783,308; however this has been revised to $4,640,215.”
The difference in revenue for the first five months under new rates imposed in February
through the end of the year is an increase of $856,907.

If this new rate continues, the Water Enterprise will have captured far more cash than is
necessary just from the first adjustment. The increase in forecast revenues is $1,610,176.
Do we need to be charged an additional $1.6 million, let alone millions more with future
adjustments? No.

Replacing old annual debt payments of $412,000 with new payments of $600,000
requires an increase of $188,000 per year, not $1,610,176. Add to the debt service about
$589,000 annually for small projects paid for with cash, and outlays are still about half of
the $1,610,176 projected in April.

The $856,907 captured from the February rate increase covers the planned capital projects
listed for 2017-18 provided for the rate study as presented on May 8 by Public Works.
Exclusive of major projects, the planned outlays require $841,798.

Think of St. Helena as a City with a lot of capital assets - $58 million plus. Depreciation
from new projects is accumulated, and each year this figure on the Balance Sheet
decreases and a portion is then expensed to pop up on the Statement of Revenues and
Expenses, No one writes out a check to “depreciation” for that expense, therefore it
provides a cash benefit that is used to cover, or in part pay for, debt obligations.

From page 32 in the audited financial statements for FY 2015-16, the Water Enterprise
has an annual depreciation expense of $1,021,523. This benefit goes on for years, at least
through 2035. The benefit will increase by $356,000 per year ($8.5 million/25 years SL
depreciation), for a combined total depreciation expense (cash benefit) of $1,377,523 per
year beginning as early as 2020. In a sense, depreciation expense is like cash in the bank,
and over the years contributes to reserves.

[ have completed a spread sheet including all projects listed by Public Works from 2017-

18 through 2023-24 and new major capital project debt service ($600,000 est. for an $8.5
million loan). A copy is attached to illustrate why I arrived at various conclusions.

Page 4 of 21



5

1. There is no need to increase rates advised by the Hansford Economic Group’s Rate
Study with the July 2017 billing cycle,

2, Rates from February 8, 2017 should be rolled back in favor of rates based on increases
in the Consumer Price Index (2.6%) effective July, 2017, and estimated in the budget to
increase each year through 2022 at 3% .

3. We have already captured more than enough cash ($856,907 noted on Line 21) to pay
for this year’s capital projects that are otherwise not financed by long term debt, so rather
than a roll-back and credit to us, let that one go and start fresh on July 1. There is no need
to pay millions of dollars more each year when most of our new projects are financed.

4. “Cash Flow” exceeds annual obligations, including budget increases and capital
outlay, through 2024, two years into the next rate review period.

5. Public Works can advise you regarding the pipeline project. Should it begin in 2021-
22, or be delayed five years to allow cash to accrue? Or is there a crisis?

I think you can see where Cash Flow Analysis is leading us. We need only project our
capital outlays and debt payments. And we won’t be leaving ourselves with a huge bill to
pay for the following five years. Cash flow is cash flow. A new Rate Study would be in
order in 2021-22, as the ongoing capital needs for Replacing Main Line ($600,000/year)
and the 1% Per Year Line replacement programs ($400,000/year) kick off. Then our
rates will and should go up for those improvements.

Post MBA I was recruited by an international bank and put on a mentored fast track in
forensic analytic methods. I recall a co-trainee saying “This company has been losing
money for the past three years due to a down cycle, and yet just as they plunged, they kept
up with their regular program of buying a new fleet of trucks. With no profits and little
cash coming in, how could they do this, how is it they are current on their loan payments
when they haven‘t put any money into the business?” The answer: Cash flow. Losses
can be offset by depreciation as well, often leaving a positive cash flow that allows
routine capital programs to continue through down cycles. And we are not in a down
cycle, rather a comfortable upswing with a bright future of increased water demand. You
will see the magic on Line 23.

Lois Ann Battuello (963-8960)

Agenda Item #4.1.
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Memo to April Mitts Mayl10,2017
Re: Task request to Kenneth Diekert refated Ad Hoc Utility Rate Committee CIP Funding issues
From: Bonnie Long and Tom Vence

On behalf of the Ad Hoc committee we request the tasks presented below to be performed
under the scope of work agreed upon by Kenneth Diekert and the City of St. Helena.

It is our understanding based on an AD Hoc meeting held on April 26 that Enterprise Fund Bond
financing is feasible for CIP’s identified in the Utility Water and Waste Water Rate Study
performed for the City by Hansford Consulting in fall of 2016.

We therefore request the following to be performed with assistance from City Public works
Director, City Finance Director and City Utility consultant, Hansford Consuiting:

1

™

PN; LW

9

. Obtain CIP project list for projects to be funded over the next 10 years.

Prioritize projects in terms of regulatory and infrastructure needs. Rely on input from
Public works

Determine whether water and wastewater CIP bond issues need to be separate
Bundle projects to meet a reasonable dollar value and scheduling requirement
Recommend sequencing of bond issues to match CIP implementation requirements
Consider strategies to minimize idle cash related to bond issues

Recommend sinking fund, rehabilitation and reserves

Incorporate recommendations for debt financing of selected CIP into Hansford rate
model and determine effect on rates and system revenue. Include recommendation in
task 6 in the madel

Provide results in terms of effect on revenue and rates.

10. Recommend further scenarios if appropriate
11. Provide estimated costs and timing of various bond issues
12. Provide guidance and overview of advantages and disadvantages of Enterprise debt

financing for current and future rate payers.

13. Please be prepared to discuss this scope at the May 17" AD Hoc meeting

CBLAIE City of sthelon. 9
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May 17,2017 Prepared by Tom Vence, Vice Chair
TO: AD Hoc Committee members.

Draft Framework for Ad hoc Utility Committee to present
recommendations to Council regarding Water and Wastewater Rates
that went into effect February 2017

Background: The City’s W& WW utility was faced in 2016 with a
financial crisis brought on by the gross neglect regarding infrastructure
improvements, deferred maintenance, minimal rehabilitation, all of
which drove up maintenance costs; lack of sufficient regulatory
oversight, a drought which encouraged conservation then resulted in
historically reduced revenues. The combination of high operating costs
and capital Improvement projects (CIP) as well as a major deferred CIP
(York Creek Dam) contributed to the recommendation in the October
2016 Utility Rate Study to raise rates in the next 5 years at an average
of 23%,16%,20%,4%and ending in 2021 at 4%. This amounts to almost a
doubling of the rates in 5 years.

Ad hoc Committee:

An ad hoc committee was appointed by City Council to review the rate
study and make recommendations. The direction from Council to the
committee was to assess:

Funding issues

Capital improvement projects

Perceived inequities between customer classifications
Proposition 218

Rate Allocation

vk wn e
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Agenda Item #4.1.

The Committee is to make recommendations, if any, to Council for revisions to
the Study and potential adjustments to the rates adopted by the City Council on
November 29,2016.

The committee must complete its review and submit recommendations to Council
such that if Council determines to revise the Rate Study and currently adapted
rates, the work must be completed in time for Council to meet Prop 218
requirements and put the new rates into effect as of the date of the rate
increases currently scheduled for November 2017.

Rate Architecture
The rate structure is set up to include a Base or fixed costs portion and a
Use or variable costs portion. Together they make up what residents and
others pay for services.

The Base portion includes such areas as Salary Benefits, Maintenance, Taxes
/insurance, and Debt Service.

The Use portion includes Supplies and Services, Napa water, Capital
Projects, System Rehabilitation(Depreciation), and Operating Reserves.

Water Rates are set up with approximately 30% Base and 70% Use starting
in 2017 and reaching 36 % Base in 2021.

Waste Water Rates have a 59 % Base and 41% Use on average through
2021.

The rate study identifies the components of the water and wastewater
revenue requirements averaged over 6 rate periods as follows:

Operation & | Debt Capital Operating
Maintenance | Service | Replacement/Repair | Reserves
(Primarily (Base) | (Use) (Use)
Use)
Water | 61% 15% 18% 6% 100%
Waste | 54% 15% 14% 17% 100%
Water

Page 12 of 21



Agenda Item #4.1.

The rate architecture leads us to cost areas that the committee should be
spending the most effort ...ie components that have the largest impact on
moderating the rates. These components include Capital Replacement/
Repair and Operating Reserves and to some extent looking at escalation
rates.

Operating expenses that are driven by escalation rates like Salaries,
Maintenance, Supplies and Services although they make up a large portion
of costs, hence rates, have a smaller opportunity for rate moderation than
Capital Projects, System Rehabilitation and Operating Reserves since these
cost centers can be looked from the standpoint of funding options ie cash vs
debt, reasonableness in the amount of Reserves needed and scheduling of
CIP. However, it is reasonable for the committee to assess the basis and
escalation of Operation and Maintenance cost over the 5-year term that
effect the rate increases,

Napa water agreement is a “take or pay”, that is, the City either accepts the
agreed upon amount of water or pays the agreed upon dollar value. So not
much we can do to affect rates.

Rate Methodology and Allocation

Another area of assessment the Committee should look at is how were the
rates applied and is methodology for different categories defensible or
appropriate for the customer class. For example, would the modified rate
structure for Base WW service charge produce a better outcome for
customers than the current rate structure; could the current mix of Base
and Use rates be improved to benefit rate payers.

Finally

After looking at the issues discussed above the committee still needs to
keep in mind that the Utility needs a revenue stream sufficient to maintain
operations, have reasonable reserves, fund critical CIP and at the same time
incur rates that are acceptable to the community.

Page 13 of 21



Agenda Item #4.1.

Issues and opportunities identified by Committee so far:

[ERN

. CIP Funding: Cash vs Debt (discussion at May 17 meeting)

WW Base service charge is big issue for city businesses, multifamily and

Vineyard Valley mobile home park. Hansford coming up with options

(discussion at May 20 meeting)

3. Water Base service charge does not seem to line up with usage and
charges for industrial user’s vs residential users (Hansford discussion on
May 20t meeting)

4, Water rate should shift more than 30% to base because of potential
drought and other issues affecting revenue. Similar issue as # 3 (
Hansford discussion at May20th meeting )

5. Are customers outside city, including Meadowood, being appropriately
charged for cost of service. (discussion by Hansford May 20t meeting)

6. Is 2016 an appropriate year to base escalation rates in future rate setting
and are the escalation % reasonable (Hansford discussion on May 20t")

7. Others to be identified

N

Recommendation to Council
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Issues for Ad Hoc Committee Consideration

Whether accepted public policy strongly cautions against using General Fund
funds to support the financing needs of water or wastewater enterprises?

Note: The Council’s charter to the Ad Hoc Committee requires that policy
recommendations accord with “generally accepted financial principles.”

Whether a General Fund contribution by the City of Saint Helena to the Water
Enterprise can be taken into account in determining whether the (currently s
eriously delinquent) Water Enterprise is satisfying the 120% System Net
Revenue requirement as defined in section 1.1 and further specified in
section 6.8 of the 2012B Installment Purchase Agreement?

Note: importance: a principal rationale of proponents for a General Fund
contribution to the Water Enterprise.

Whether the City must come into compliance with the 120% System Net
Revenue Requirement as quickly as practicable to maximize its opportunity
to borrow at an early date from the State Revolving Fund?

Premise: The State Revolving Fund is the City’s cheapest source of capital.

Further premise (as to immediacy): The Water and Wastewater Enterprises
each require large borrowings in the near term (to avoid cash financing of
major, long term water and wastewater projects).

Whether section 6.8(b) of the 2012B Installment Purchase Agreement
prevents the City from reducing rates (including adopted increases) when
not in compliance with the 120% Net Revenue Requirement?

Does the 120% Net Revenue Requirement limit our borrowing capacity?

Premise: Debt service is a component of operating expense; increased debt
service therefore requires higher revenues and hence rates to meet the
120% Net Revenue Requirement. In our case, at what point do rates become
too high to accommodate significant higher levels of debt service?

Assuming the City was to make contribution(s) from the General Fund to
the Water and/or Wastewater Enterprises, is the City at risk that a lender
to the Enterprises might also seek a guarantee of loan repayment secured by
the General Fund?

Alan Galbraith
Mayor, City of Saint Helena
May 17,2017

Agenda Item #4.1.
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