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Why Undertake a Planning Process?
• Establish consensus and priorities for
operational and capital needs
• Develop a tool to provide control and
flexibility by integrating operational and
capital budgets, including determining the
impact to ratepayers

Why Undertake a Planning Process (Cont.)
• Proactive Management to Avoid Crisis

• Development of “What if” scenarios
– Loss of major customer
– Continued decline in billable flows
– Identify the impact of regulation
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What are the Key Components of a Plan?
1. Key Financial Indicators
2. Establishing a strategic framework
3. Operational budget (targets if appropriate)
4. Capital Needs (cash financing or borrowing)
5. Integration of Operational and Capital budgets

(1.) Key Financial Indicators
• “Key Financial Indicators” provide an overview of
financial position.
• Utilities:
– Annual cash flow
– Unrestricted reserve levels
– Debt Coverage on outstanding revenue bonds and overall
coverage on all outstanding debt
– ROI – Current benchmark is 5.25%
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(2.) Establish Strategic Framework
• Are services adequately keeping up with growth?
• What are the requirements to maintain existing
infrastructure?
• Opportunities to reduce operating costs?
• Timing main replacement programs based upon the
priority of street reconstruction projects?
• What level of capital improvement funding can we
do within a certain annual percentage rate increase

(3.) Operational Budget

Revenues
• Properly recognizing trends in customer data is one of the
most important items in assessing the current financial state
of your utility
• In general, utilities across Wisconsin and the Midwest are
seeing declining water consumption.
– Aging population
– Appliances that are more water efficient
– Greater awareness of water conservation
– Inclining “conservation” water rate structure
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(3.) Operational Budget

(3.) Operational Budget
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(3.) Operational Budget

(3.) Operational Budget
• Look at trends in customer data over a 3-5 year period to
assist in projecting revenues for the current and/or
upcoming years, including:
–
–
–
–

Number of customers
Water consumption by customer class & rate block (water)
Excess wastewater loadings
Wastewater Haulers (septic and holding tank waste)
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(3.) Operational Budget
Expenditures

– Look at history of expenditures for
trends
– Evaluate program/service driven
expenditures
– Determine if operational targets should
be established

(4.) Capital Plan
• Inventory existing capital items (define)
– Develop replacement schedule

• What additional equipment and facility needs exist?
– Do you have an equipment replacement fund, is it
adequately funded? Is it overfunded?

• Identify funding sources
–
–
–
–

Cash
Equipment Replacement Fund
Utility Revenues
Impact fees or Special Assessments
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(4.) Capital Plan
Expenses
– Cost of Deferring Capital
• Deterioration
• Added annual maintenance costs

– Pay-As-You-Go (Cash)
• Save up over time to pay for item

– Pay-As-You-Use (Debt)
• Pay for item over time
• Short-term or long-term

(4.) Capital Plan – Example of Summary
Analysis
• The City’s planned capital projects for the years 2016
through 2025 are projected to require between $246.60
and $373.03 million in long term financing.
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(5.) Integration of Operational and Capital Budgets
Budget Considerations
• Identify the ability each utility has to take on new projects under
existing revenues
• Prioritize Expenditures/Services
• Essential vs. Non-Essential Expenditures
• Identifying most critical main and other asset replacements
• Lining up main replacements with major street reconstruction
work
• Involve Elected Officials Early
• Priorities may be changing

(5.) Integration of Operational and Capital Budgets
• Model out different CIP scenarios as needed to examine
changes in rate increases based upon prioritization of
projects
• Essential to transition from an annual budget model to a
strategic budget model:
• Develop a budgeting model for outcomes and results.
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(5.) Integration of Operational and Capital Budgets
Focus on Results
– Budget available dollars to the most significant programs
and activities.
– Set measures of annual progress, monitor, and provide
feedback.
– Verify what actually happened.
– Communicate performance results.

(5.) Integration of Operational and Capital Budgets
Program Evaluation Questions
• To what extent is a program or service consistent
with department and organizational mission &
priorities?
• What is the geographic area or population
served?
• Are program benefits long lasting & essential to
service population?
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(5.) Integration of Operational and Capital Budgets

Program Evaluation Questions cont.
• To what extent does the program provide a benefit or
support to other departments?
• To what extent does the program make the department as
a whole more effective or efficient?
• Is there evidence the program is effectively planned,
managed, & implemented?

(5.) Integration of Operational and Capital Budgets
.
Program Evaluation Questions cont.
• If not funded, are there:
– Readily available alternatives to the community?
– Significant, direct negative consequences?
– Likelihood for added risk, liability or legal
ramifications?
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(5.) Integration of Operational and Capital Budgets
Developing a Strategic Framework
• Re-examine existing plans and documents to determine if
services or programs are aligned with long-term priorities.
• Comprehensive plans.
• Capital improvement programs.
• Visioning sessions with elected officials & community
stakeholders.

What are the desired outcomes of a plan?
• Integrated Operating and Capital Budget
– Understanding of impacts on ratepayers in terms
of impact on average single family home
– Framework to run sensitivity analysis
• “What

if” Scenarios

• Governing Body Consensus
– Operational
– Capital

• Present analysis in an easy to understand
format
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Example Cash Flow Analysis

Example of Impact of Plan on SF Home
• Assuming residential property with an equalized value of
$100,000 and using 4,000 gallons of water per month
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Utility Capital Improvement Planning and Rate
Structures
• Detailed utility rates computed on a Cost of Service basis are
implemented on a test year basis.
• Assets added into rate base when booked into service.
• Somewhat limits a utility’s ability to phase new rates into place
for larger capital improvement projects
– Primarily on the water utility side

• Can try to maximize the utility’s rate of return to plan and
phase new user rates into effect

Questions?
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Jon Cameron
Municipal Advisor
(262) 796-6179
jcameron@ehlers-inc.com
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