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Rationale

®* Revenue variability and volatility has
become an increasingly common
part of utility financial management.
This presentation highlights recent
research about trends and adaptive
practices.
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Learning Objectives

e Be able to communicate national
revenue trends

e |[dentify practices that are being
employed to address revenue
challenges.
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Agenda

* Quick overview of revenue trends
* Brief description of practices
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Water Research Foundation:
Revenue Resiliency Applied Research
and Convening
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Thriving in Economic
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in Economic Recession: @,!VEQJ\EBE,

* 2011 Forum on
Challenges of Meeting
Reve nue G a p (#4405) Rates and Revenues: Water Utility

Leadership Forum on Challenges of
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Strategies of Water
Utility Leaders
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Resilient Business
Model for Water
Utilities (#4366)




Challenge: Uncertain Revenue
Changes in water use have had:

16
14 -
12 -
10 -
8
6
4
2
0 . .
A large A small No impact A small positive A large positive
negative negative impact impact




Defining a Resilient Utility Business Model
(Water Research Foundation Project #4366)

et

~ ». DEFINING
. | ARESILIENT
“ ‘ BUSINESS MODEL
FOR
" WATER UTILITIES

Water Research Foundation Proposal: Addressing Revenue Gaps Through
Improved Financial Practices and Effective Utility Management (RFP 4366)

L'I ’ ENVIRONMENTAL FINANCE CENTER  RAFTELIS FINANCIAL
CONSULTANTS, INC.

Comprehensive revenue
analysis

— National and state
Trends

— Factors driving changes

Identify and analyze
best practices

New business and
pricing models

Revenue variability
assessment tool

A\



Project Resources www.waterrf.or
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Industry Revenue Growth Roller
Coaster
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Data analyzed by the Environmental Finance Center at the University of North Carolina, Chapel Hill and Raftelis Financial Consultants, Inc. Data
Source: Moody's Water and Sewer Municipal Financial Ratio Analysis. The cohort of 485 utilities is consistent across all years.

Annual change in total operati

A\



The challenge of driving revenue increases

through rate increases:

HH rate versus revenues increases (2004 to 2010)
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Water Use is Declining for Many
Utilities

Chartﬁ.rea

19% sold 29%-10% less
\ in 2012

33% sold 11-24% less
in 2012

7% sold at least 25%
less in 2012

Data analyzed by the Erwironmental Finance Center at the University of Morth Caroling, Chapel Hill and Raftelis
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There are things you can do....

Communication
techniques

Innovative rate

structure/design

Demand projection
techniques

Board-approved
finance policy

Rate stabilization
fund/Reserves

Very
effective

Somewhat
effective

Not
effective
at all

Not
Applicable/
Not Tested




Rethinking Rate Models, Projections,
and Cash flow Plans

* More conservative mm) recalibration periods

* Rate models with less (or no) dependence on
revenues from high volume or high block sales

$

e Excess” revenues transferred to reserve funds
or used for increased pay as you go cash

capital funding - A\



Internal Financial Performance Targets
(E.g. EBMUD)

Working capital reserve > 3x monthly net O&M expenses
Self-insurance reserve 1.25x expected annual costs
Contingency/rate stabilization reserve 20% of annual water volume

revenues
Debt service coverage ratio >1.6x coverage
Debt-funded capital <65% of total CIP spending over 5

year planning period ‘\\




Increased Use of Reserves
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expenses and debt service

Data obtained from partner utility CAFRs. Unless otherwise indicated, the data used in these

calculations is from the 2011 fiscal year. These ratios were obtained by taking the total reserve fund

level and dividing it by total operating expenses including depreciation for the most recent fiscal

year with available data. ‘\\
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Affordability Programs as

Revenue Resiliency Strategy

Percent N

Payment plan to allow customer to pay amount over time 76% 231
Customer referral to private, nonutility agency 54% 163
Customer referral to a local gov. agency for assistance 49% 149
Education 35% 105
In-home conservation assistance 25% 76
Special billing arrangements 21% 64
Change in the rate customer is charged 8% 24
Other 8% 24

One-time bill credit from utility funds 3% 8




On a scale of 1 -5, how well would affordability
programs work with your utility or the utilities
you work with?

53%

. Very well

Pretty well

Maybe so, maybe not
Not well

s W e

. Dreadfully



Commercializing new, expanded, or
existing services

* Pricing and selling fire protection
e Customer line repair programs

— Self administered
— Third party
* Selling services to other enterprises

— Meter reading and billing
— Project management
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Fire Protection Pricing
(e.g. EPCOR - Edmonton)

* Fire Hydrant Service fee charged to the City of Edmonton;
the City of Edmonton’s Fire Rescue Service Budget

Cost of Service Allocation

0 2007-2011
0.5%12.5%

4.5% B In-City Customers

M Public Fire
Protection

“ Private Fire
Protection

M Regional
Customers



A Joke, but.....

Texas town adds sugar to water supply to
encourage residents to drink more water

Wednesday, November 7, 2012 | Categories: Clips , Headlines , News [] 124

W Tweet 356 8+1| 204 EShare 14K

According Hestor Griggs, citizens of Talon, TX can't drink enough of the town’s water. (Bill Hughes/CP Images)

Talon is small town located in Pecos County, Texas. When town officials realized that drinking-
water consumption by residents was well below the national average, they decided take action and

three months ago began adding sugar to their water supply to make drinking it more desirable. ‘
According to Hester Griggs, the Commissioner of Utilities for Talon, they are adding roughly "4
tablespoons of sugar for every 8 oz cup of water." Earlier today, Pat Kelly spoke with Mr. Griggs to
find out how residents are responding to this initiative.




Summary

* The business model is not obsolete,
but it is problematic for many utilities.

* Practices do make a difference
e Resources www.efc.unc.edu
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http://www.efc.unc.edu/
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