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Seattle Public Utilities Seattle Public Utilities 
(SPU) is a Municipal Utility (SPU) is a Municipal Utility 
Owned Directly by the City Owned Directly by the City 
of Seattle and Funded of Seattle and Funded 
Entirely by the Rates Paid Entirely by the Rates Paid 


Seattle Public Utilities Seattle Public Utilities 
Background:Background:


�� SPU provides retail water service to the citizens of SPU provides retail water service to the citizens of 
Seattle and wholesale water service to 21 water Seattle and wholesale water service to 21 water 
purveyors in the Seattle Metropolitan Area.purveyors in the Seattle Metropolitan Area.


�� Wastewater within the City of Seattle is collected by Wastewater within the City of Seattle is collected by 
SPU and treated by King CountySPU and treated by King County


Entirely by the Rates Paid Entirely by the Rates Paid 
for our Servicesfor our Services







�� 1,830 mile water system serving approximately 1.3 million retail 1,830 mile water system serving approximately 1.3 million retail 


Four Utilities (Water, Four Utilities (Water, 
Wastewater, Drainage, & Wastewater, Drainage, & 
Solid Waste) with Over $4.5 Solid Waste) with Over $4.5 
Billion in AssetsBillion in Assets


SPU Background (Cont’d)SPU Background (Cont’d)


�� 1,830 mile water system serving approximately 1.3 million retail 1,830 mile water system serving approximately 1.3 million retail 
and wholesale customersand wholesale customers


�� 2,020 mile drainage and wastewater system serving approximately 2,020 mile drainage and wastewater system serving approximately 
700,000 retail customers700,000 retail customers


�� 800,000 tons of solid waste is collected and disposed of annually800,000 tons of solid waste is collected and disposed of annually


�� 1,500 1,500 -- 2,000 customer calls per day2,000 customer calls per day


�� Annual operating budget of $630+ millionAnnual operating budget of $630+ million


�� Ten year capital program of ~$1.3 billionTen year capital program of ~$1.3 billion


�� 1,350 employees1,350 employees







Emerging Issues Leading to a Refocus Emerging Issues Leading to a Refocus 
of Prioritiesof Priorities


•• Rate increases averaged 6% per year during Rate increases averaged 6% per year during 
the 1990’sthe 1990’s


•• Spending for both O&M and capital increased Spending for both O&M and capital increased 
significantly in the 1990’s and early 2000’ssignificantly in the 1990’s and early 2000’s


••


�� Increasing reliance on debtIncreasing reliance on debt


�� Increasing use of cash reservesIncreasing use of cash reserves


�� Weakening debt service coverageWeakening debt service coverage


•• Worsening financial conditions in the late Worsening financial conditions in the late 
1990’s and early 2000’s:1990’s and early 2000’s:







The General Lay of the Land…The General Lay of the Land…


•• Tightening regulationsTightening regulations


•• Mounting rate pressure and public scrutiny Mounting rate pressure and public scrutiny 


•• Aging infrastructureAging infrastructure•• Aging infrastructureAging infrastructure


•• Increasing emphasis on the environmentIncreasing emphasis on the environment







Starting in 2002...A New Direction at SPUStarting in 2002...A New Direction at SPU


•• A new focus on Asset ManagementA new focus on Asset Management


•• Learn from the best Learn from the best -- Technical exchange Technical exchange 
with Hunter Water in Australiawith Hunter Water in Australiawith Hunter Water in Australiawith Hunter Water in Australia


•• Fit best practices into our needsFit best practices into our needs


•• Change the cultureChange the culture







In Specific, our Exchanges with Australia In Specific, our Exchanges with Australia 


and New Zealand Have Taught Us That Weand New Zealand Have Taught Us That We


�� Need More Focus on Risk ManagementNeed More Focus on Risk Management
�� Should Create Organizational SimplicityShould Create Organizational Simplicity
�� Should Improve Forward PlanningShould Improve Forward Planning


(Including O & M Planning)(Including O & M Planning)
Should Improve System ModelingShould Improve System Modeling�� Should Improve System ModelingShould Improve System Modeling


�� Need More Use of KPIsNeed More Use of KPIs
(Key Performance Indicators)(Key Performance Indicators)


�� Should Increase TransparencyShould Increase Transparency
�� Should Encourage InnovationShould Encourage Innovation
�� Need to Improve CommunicationsNeed to Improve Communications







To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels


• Set Service Levels and make 
investments needed to meet 


• Find out from customers 
what services are most 
important to them.


them – now and into the future.
• Establish and measure 


Performance Indicators.







Wastewater Service LevelsWastewater Service Levels


CategoryCategory Service LevelService Level Performance IndicatorsPerformance Indicators


Effective Effective 
Conveyance Conveyance 
(SSO sewer (SSO sewer 


backups)backups)


By 2020, no more than one By 2020, no more than one 
sewer backup in 5 years, on sewer backup in 5 years, on 
average, at any location, average, at any location, 
caused by a problem with the caused by a problem with the 
SPU sewer system.SPU sewer system.


Number of annual SSOs as reported by Number of annual SSOs as reported by 
location.location.


Wet Weather Wet Weather By 2020, CSOs shall be limited By 2020, CSOs shall be limited Number of precipitationNumber of precipitation--related CSO related CSO Wet Weather Wet Weather 
Combined Sewer Combined Sewer 


OverflowsOverflows


By 2020, CSOs shall be limited By 2020, CSOs shall be limited 
to an average of one untreated to an average of one untreated 
discharge per CSO per site per discharge per CSO per site per 
year.year.


Number of precipitationNumber of precipitation--related CSO related CSO 
events per CSO site per year.events per CSO site per year.


Dry Weather Dry Weather 
Combined Sewer Combined Sewer 


OverflowsOverflows


No dry weather CSOs are No dry weather CSOs are 
currently allowed by regulation.currently allowed by regulation.


Number of total dry weather CSO Number of total dry weather CSO 
events per year in SPU’s system.events per year in SPU’s system.


Problem Problem 
ResponseResponse


SPU shall respond quickly and SPU shall respond quickly and 
effectively to problems with effectively to problems with 
potential health consequences.potential health consequences.


−− 80% of high priority sewer 80% of high priority sewer 
backup/overflow problems responded backup/overflow problems responded 
to within 1 hour.to within 1 hour.
−− 80% of high priority sewer 80% of high priority sewer 
backup/overflow problems have service backup/overflow problems have service 
reinstated within 6 hours.reinstated within 6 hours.







Performance IndicatorsPerformance Indicators
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Performance IndicatorsPerformance Indicators


 
% DWW Emergency Responses Within Targeted Time


50%


100%
Target Min = 80%


 ☺ 


0%


50%


November 2006 January 2008







Performance IndicatorsPerformance Indicators
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To Create This We Are Working toTo Create This We Are Working to
Define 


Service 


Levels
Learn 


About


Risk


• Understand the likelihood and consequence 
of failure of our assets.


• Understand our highest risk 
activities.


of failure of our assets.
• Manage based on risk cost and the cost to 


mitigate risk.
• Reduce asset risk through capital 


investments, or changed maintenance 
practices and response protocols.







1.  Define failure.1.  Define failure.


3.  Determine Risk…3.  Determine Risk…


2.  Collect and analyze data.2.  Collect and analyze data.


Risk AssessmentRisk Assessment


ConsequenceConsequence


ofof


FailureFailure


Risk Risk 
CostCost


= = 
LikelihoodLikelihood


ofof


FailureFailure
xx







RISK SIGNATURE LEVEL DETERMINANT


Consequence


Likelihood Minimal Minor Moderate Major Extreme


Almost certain M M H C C


Likely M M H C C


Possible L M M H H


Corporate Risk ManagementCorporate Risk Management


Possible L M M H H


Unlikely L L M H H


Rare L L M M M


L Low


M Medium


H High


C Critical







��Public TrustPublic Trust
��RegulatoryRegulatory
��Asset and Service ReliabilityAsset and Service Reliability
��LegalLegal


Corporate Risk Categories:Corporate Risk Categories:


��LegalLegal
��EnvironmentalEnvironmental
��WorkforceWorkforce
��FinancialFinancial
��Public HealthPublic Health







Corporate Risk ManagementCorporate Risk Management
An Example:  Water Conservation PolicyAn Example:  Water Conservation Policy
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Do Nothing


No messaging or incentives.  No performance 


measure.


Awareness 


Messaging; no incentives.  Less intense than 


1% program. Customer survey to assess 


effectiveness.  Results estimated <.3 MGD 


Campaign annual savings.  


Program to Shave 


Peak         


Investment 


Variable 


Less intense than 1% program. Set 


performance goal for peak season.  Results 


could range from <.3-.5 MGD peak season 


savings. 


Low Intensity 


Program / 


Investment


Less intense than 1% program.  Set 


performance goal on per capita demand.  


Results could be in range of .7 MGD annual 


savings.  


Medium Intensity 


Program / 


Investment


Similar intensity to 1% program.  Set 


performance goal to keep demand flat.  


Results could range from 1-1.5 MGD annual 


savings. 


High Intensity 


Program / 


Investment


Intensity estimated to be greater than 1% 


program. Set performance goal to reduce 


total demand.  Results could be above 1.5 


MGD annual savings.  







AssetAsset
Risk AssessmentRisk Assessment


An Example: Sewer PipesAn Example: Sewer Pipes
Risk is Minimized by Risk is Minimized by 


Concentrating Limited Concentrating Limited 
Resources on Sewer Pipes Resources on Sewer Pipes 
with the Highest Risk Cost with the Highest Risk Cost 


of Failureof Failureof Failureof Failure
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Asset Risk AssessmentAsset Risk Assessment







Asset Risk AssessmentAsset Risk Assessment







Asset Risk AssessmentAsset Risk Assessment







Asset Risk AssessmentAsset Risk Assessment







To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Make investment decisions 
– large and small – based 
on understanding of life 
cycle costs and benefits.


•• Initial Capital InvestmentInitial Capital Investment•• Initial Capital InvestmentInitial Capital Investment


•• Expected LifeExpected Life


•• Maintenance and Operation CostsMaintenance and Operation Costs


•• Other Asset Costs such as Other Asset Costs such as 
ElectricityElectricity


•• Salvage ValueSalvage Value


•• Disposal CostsDisposal Costs







To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Use


Triple


Bottom 


Line


Assess projects and 
initiatives based on the 
Triple Bottom Line


� Social
� Environmental� Environmental
� Financial







Triple Bottom Line Costing:  An ExampleTriple Bottom Line Costing:  An Example


Rock Creek Culvert Decision Score Components
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Triple Bottom Line Costing:  An ExampleTriple Bottom Line Costing:  An Example


Rock Creek Culvert: Preferred Alternative
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Triple Bottom Line Costing:  An ExampleTriple Bottom Line Costing:  An Example


Decision Scores vs. Cost - Moderate Weight to Security
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An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


$$


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


Labor and equip. costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


Claims costs


Labor and equip. costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


Environmental/


social costs


Claims costs


Labor and equip. costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


Regulatory


non-compliance


costs$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


costs


Environmental/


social costs


Claims costs


Labor and equip. costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


Regulatory


non-compliance


costs$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


costs


Environmental/


social costs


Claims costs


Labor and equip. costs


Chemical root 


treatment costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


Regulatory


non-compliance


costs$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


costs


Environmental/


social costs


Claims costs


Labor and equip. costs


Chemical root 


treatment costs


Grease abatement 


costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


Regulatory


non-compliance


costs$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


costs


Environmental/


social costs


Claims costs


Labor and equip. costs


Chemical root 


treatment costs


Proactive CCTV 


costs


Grease abatement 


costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


Regulatory


non-compliance


costs


Pipe rehab


costs


$$


100+ 90 80 70 60 50 40 30 20 10 5


Estimated Number of Sewer Backups per Year


costs


Environmental/


social costs


Claims costs


Labor and equip. costs


Chemical root 


treatment costs


Proactive CCTV 


costs


Grease abatement 


costs


$$


100%


Reactive


100%


Proactive


A Sample “Bathtub Curve” for the Sewer Maintenance ProgramA Sample “Bathtub Curve” for the Sewer Maintenance Program







An Example:  Tying Together Service Levels, An Example:  Tying Together Service Levels, 
Lifecycle Costing, and the Triple Bottom LineLifecycle Costing, and the Triple Bottom Line


Regulatory


non-compliance


costs


Pipe rehab


costs


$$


SPU is 


here


SPU wants 


to be here


Exponentially rising costs: Total backup 


elimination cannot be achieved
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To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Use


Triple


Bottom 


Line


Optimize


Data


And Data


� Gather more asset 
attribute information, such 
as….


� Size, material, age
ConditionAnd Data


Systems
� Condition


� Needed for tools such as risk models
� We have also created a corporate specifier for 


asset data systems in order to ensure that 
they are well coordinated and that 
investments make good business sense







Data and Data SystemsData and Data Systems


Asset DataAsset Data
�� Age, material, location, Age, material, location, 


etcetc


�� History (problem history, History (problem history, 
maintenance history, maintenance history, 
etc)etc)
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Data SystemsData Systems
�� Provide for analysisProvide for analysis
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To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Use


Triple


Bottom 


Line


Manage 


Data


And Data


� Develop planning 
documents for each 
asset category


� These allow us to better 
understand the assets And Data


Systems
Create 


SAMPs


understand the assets 
and risks associated 
with them in order to 
develop renewal plans 
and maintenance 
strategies







Strategic Asset Management PlansStrategic Asset Management Plans
••Planning documents for asset categoriesPlanning documents for asset categories


••Allow us to better understand the assets in order to develop Allow us to better understand the assets in order to develop 
Action Plans as well as renewal & maintenance strategiesAction Plans as well as renewal & maintenance strategies


Action Action 
Plan Plan 


NumberNumber


O&MO&M CIPCIP Involved Parties Involved Parties 
(Responsible Party in (Responsible Party in 


Red)Red)


Estimated Date Estimated Date 
of Completionof Completion


11 XX XX WWWW, CPP, SAM, CPP, SAM OngoingOngoing


22 XX WWWW, SAM, SAM OngoingOngoing


33 XX WWWW, SAM, SAM Q3 2006Q3 2006


44 XX SAMSAM, WW, WW Q2 2006Q2 2006


55 XX WWWW, SAM, O&M, SC, SAM, O&M, SC Q2 2006Q2 2006


Action Plan Examples:Action Plan Examples:


Analyze and update mainline Analyze and update mainline 
maintenance strategymaintenance strategy


55 XX WWWW, SAM, O&M, SC, SAM, O&M, SC Q2 2006Q2 2006


66 XX O&MO&M, WW, SAM, WW, SAM Q1 2006Q1 2006


77 XX XX WWWW, O&M, O&M Q3 2006Q3 2006


88 XX XX WWWW, SAM, Tech, SAM, Tech Q4 2006Q4 2006


99 XX O&MO&M, WW, WW Q3 2006Q3 2006


1010 XX XX WWWW OngoingOngoing


1111 XX WWWW, SAM, SAM Q3 2006Q3 2006


1212 XX WWWW Q4 2006Q4 2006


1313 XX WWWW, SAM, SAM Q3 2006Q3 2006


1414 XX WWWW, Tech, Tech Q4 2006Q4 2006


1515 XX O&MO&M, WW, WW Q4 2006Q4 2006


1616 XX WWWW To Be To Be 
DeterminedDetermined


Develop Performance Develop Performance 
Targets for CIP Targets for CIP 
Replacement and Renewal Replacement and Renewal 
ProjectsProjects


Develop Annual O&M Develop Annual O&M 
WorkplanWorkplan







To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Use


Triple


Bottom 


Line


Manage 


Data


And Data


We are working to 
clarify roles, 
responsibilities, 
accountabilities, and 
decision making And Data


Systems
Create 


SAMPs
Clarify


Roles &


Respon-


sibilities


decision making 
authority throughout the 
organization







Roles & ResponsibilitiesRoles & Responsibilities


�� DecisionDecision--makingmaking


�� Distinguish Distinguish 
between specifiers between specifiers 
and service and service 


Clarify Roles,  Responsibilities, Clarify Roles,  Responsibilities, 
& Accountability& Accountability


SpecifiersSpecifiers


and service and service 
providers within providers within 
the utilitythe utility


Service ProvidersService Providers







To Create This We Are Working toTo Create This We Are Working toDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Use


Triple


Bottom 


Line


Manage 


Data


And Data


� We have created a 
more explicit 
decision making 
body at SPU


� Major decisions are And Data


Systems
Create 


SAMPs
Clarify


Roles &


Respon-


sibilities


Make Big 


Investment 


Decisions 


via AMC


� Major decisions are 
made based on 
asset management 
concepts


� In a transparent 
manner







Asset Management CommitteeAsset Management Committee


Create a more explicit capital Create a more explicit capital 
resource decision making body resource decision making body 
where decisions are made based where decisions are made based 
asset management concepts and in asset management concepts and in 
a transparent manner.a transparent manner.







To Create This We Are BenchmarkingTo Create This We Are BenchmarkingDefine 


Service 


Levels
Learn 


About


Risk
Focus


On Life


Cycle 


Costs


Use


Triple


Bottom 


Line


Manage 


Data


And Data


� We have participated in 
various industry 
benchmarking efforts


� Our goal is to 
understand how And Data


Systems
Create 


SAMPs
Clarify


Roles &


Respon-


sibilities


Elevate


Big 


Decisions


(AMC)


Measure 


Results 


(e.g., SAs 


& AMAs)
Bench-


mark


understand how 
we’re doing 
relative to other 
similar 
organizations







BenchmarkingBenchmarking
Water Services Association of AustraliaWater Services Association of Australia


SPU Benchmarking ResultsSPU Benchmarking Results


Service Service Service Service 
Level Level 


vs. Costvs. Cost







BenchmarkingBenchmarking


Council Driven


Service Level vs. CostService Level vs. Cost


Corporate 
Structure







How Far Have we Come?How Far Have we Come?


Service Levels


Risk


Life Cycle Costs


Triple Bottom Line


2002 Future


2002 Future


2002 Future


2002 Future


Data


SAMPs


R & R


AMC


Measure Results


Benchmark


2002 Future


2002 Future


2002 Future


2002 Future


2002 Future


2002 Future







Questions & DiscussionQuestions & Discussion


Contact Information:Contact Information:
Terry MartinTerry Martin


terry.martin@seattle.govterry.martin@seattle.gov
206206--615615--17441744








Challenges and Opportunities 


in the New Financial Context


WBG040110212115BOI


Dennis E. Jackson, P.E.


May 14, 2010







Challenges of a perfect storm


2







Opportunities in this New Context


� Strategic Business & Financial Planning


� Outside Funding


� Rate/Fee Structure Refinements� Rate/Fee Structure Refinements


� Stakeholder Buy-in for New Programs


� Enhanced CIP Prioritization


OPPORTUNITIES to CHANGE!







The Basic Financial Equation


(+) Revenue


(-) O&M Expenses


(-) Debt Service


(-) CIP


Enhance Revenues


Reduce O&M


Restructure Debt


Prioritize CIP(-) CIP


(+/-) Other


Negative?


Break Even?


Large Rate Increases


Prioritize CIP


Other Adjustments


Positive Cash Flow!


Small Rate Increases







Strategic Business and 


Financial Planning







Its more complicated than that………


Strategic business planning can identify new/expanded 


ventures and cost saving measures to improve the 


bottom line.







Reference Documents







Strategic financial planning with more 
robust scenario analysis guides decision-
making


 


Sales decline even 
faster as economy 
continues to erode


Growth continues 
at recent 
‘depressed’ levels


More rapid growth as 
the economy recovers 
faster than initially 
expected


Growth & 
Development


External 
Drivers:


Scenario


Multiple expected


Major price increases 
in key materials and 
supplies, such as 
chemicals.


Prices stay 
relatively stable


Prices down as 
contractors scramble 
for work in a generally 
down economy


Prices


No grant funds 
available, problems 
accessing bond 
market


Traditional 
sources for 
funding


Second wave of 
stimulus funding, bond 
banks and trust funds 
also approved


Funding


Stricter  agency 
enforcement on 
mandates, no relief on 
schedule 


Status quo level 
of enforcement


Flexibility in 
enforcement, more 
focus on discretionary 
projects


Degree of 
Regulation


Consumption 
remains high


Consistent with 
historical average


Elasticity and 
Consumption


Conservation 
and rain!!


Multiple 


Outcomes 


Communicated 


to Stakeholders







Financial tracking is increasingly important to guide 


mid-period corrections and to spot trends.


� Tracking revenues and expenses is 


more important than ever


• Monitor fund balances


• Make adjustments to capital 


and operating expenses


� Careful tracking of CIP 


expenditures makes sure there is 


alignment with plans


• Are total expenditures in line 


with plans?


• Are the right projects being 


implemented?







Outside Funding







Seeking outside funding can help to offset reductions 


in locally generated revenues.







Rate and Fee Structure 


Refinements







Reviewing rate & fee programs may identify 


opportunities for improvements. 







Examples of modified strategies that might be 


uncovered include:


• Realignment of rates to reflect the true cost of 


service among existing customer classes


• Adjustment of impact fees and ancillary fees to 


reflect true costs


• Opportunities to create new fees that are more 


directly linked to the cost of providing servicedirectly linked to the cost of providing service


• Investigate Transfers and Adjustments


• Enhance Revenues


– Service Line Insurance


– Meters and Billing System Analysis


– Peak Power Electricity Generation







Strategic business planning can identify viable 


new activities that can improve financial position.


• Service line insurance


• Power generation


• Billing services


• Landscape services


• Property management• Property management
– Parks


– Ranching


– Land Sales


• Educational services


• Professional services


– GIS


– Pipe repair


Core competencies
Legal / Organizational constraints
Potential financial returns







Stakeholder Buy-In for 


New Programs







More detailed analyses help to determine 


whether an option is really viable.


Net Annual Cash Flow


Base Case


($5,000,000)
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Display Cash Flows - No Discounting
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More detailed analyses help to determine 


whether an option is really viable.







Securing stakeholder buy-in for the financial 


program will require increased engagement.


Customer
surveys


CIP


2a. ID rate/ fee 
options to 
consider


Public hearing 
(if required)


Customer 
Advisory Board 


(if required)


PUC filing
(if required)


Customer
Advisory
Board


Inputs


Actions


Key:


1 2 3 4 5 6 to 8 9 to 12


Typical Timeline (months)


6. Implement 
campaign


Operating
budget


Compliance
plans


Facilities
plans


1. Determine 
annual revenue 
requirements


3. Determine rate 
impacts


5. Develop rate 
increase 
campaign


7. Governing 
bodies adopt 


rates


4.Accept-
able?


2b. ID affected 
stakeholders


No


Yes 8. Communicate 
adopted rates to 


customers







CIP Prioritization







Enhanced CIP prioritization provides an objective 


basis for determining projects to defer or advance. 







Outputs include explicit definition of the value 


added toward key goals by candidate projects.


Capital Prioritization Ranking of Alternatives 
by Total Benefit Value
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One client found that they could achieve financial 


goals & broader consensus.


• Prioritized 150 projects worth $1.3 B in ten-year CIP


• Moved $150 M of low-rated projects out of near-term 4-years to stay within rate increases 
and bonding limits set by General Manager  and financial team


• Supported credit rating







Case Studies







The Inland Empire Utilities Agency identified three 


opportunities to improve its bottom line:


• Selling recycled water to regional businesses 
offsets 20% of wastewater O&M costs 
currently, and up to 60% by 2015currently, and up to 60% by 2015


• By using more renewable energy IEUA 
currently generates 45% of its own 
electricity, with plans to be completely off 
the traditional power grid by 2020


• Selling composted soil amendment products
results in a net cost of $35/ton vs $60/ton 
for conventional solids handling







Effect on Revenues


Fiscal Year Projected Reduction in 
Sales Revenue


Projected Reduction in Net 
Impact Fee Revenue Total


2008-09 (486,000) (532,000) (1,018,000)


Revenues down by $11,000,000 over the 5-year year study 


period, when compared with previous forecast.


2008-09 (486,000) (532,000) (1,018,000)


2009-10 (958,000) (944,000) (1,902,000)


2010-11 (1,189,000) (832,000) (2,021,000)


2011-12 (1,454,000) (1,484,000) (2,938,000)


2013-13 (1,795,000) (1,384,000) (3,179,000)


Total (5,882,000) (5,176,000) (11,000,000)







The City of Goodyear, Arizona focused 


on both revenue and expenses


Utilizing a series of strategic planning 


workshops with the City and Utility staff, the 


team identified options and developed a plan. 







Effect on Expenses


Fiscal 
Year


Refinance 
Existing G.0. 


Debt


Phase 
Capital and 


R&R 


Reduce 
Revenue 
Bond 


Reduce 
O&M


Total


The City will reduce expenses by $10,000,000 over the 5-


year year study period.


Year
Debt


R&R 
Program


Bond 
Expenses


O&M


2008-09
-


- (648,000) 693,500 45,500


2009-10 (1,067,000) - (242,000) - (1,309,000) 


2010-11 (1,067,000) (345,000) (319,000) (1,112,000) (2,843,000) 


2011-12 (1,067,000) (691,000) - (1,117,000) (2,875,000) 


2013-13 (1,067,000) (691,000) - (1,249,000) (3,007,000) 


Total (4,268,000) (1,727,000) (1,209,000) (2,784,500) (10,000,000) 







Change Management means 


remaining engaged


Where You Want To Be


Change 


Phases
B
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ts


Higher Performance


“New Normal”


Remain 


Engaged


Where You Are Now Investment Phase


Benefits Phase


Time


B
e


n
e


fi
ts


“New Normal”


Back to Old Ways


“Subpar”







Thank you!


Questions?  


Comments?


Dennis E. Jackson, PEDennis E. Jackson, PE
CH2M HILL Utility Management Solutions


9191 South Jamaica Street


Englewood, CO 80112-5946


Direct: (720) 286-1376


Mobile: (303) 513-9675


Fax: (720) 286-8713


Email: dennis.jackson@ch2m.com


Webpage: www.CH2MHILL.com
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Expenditure Decision Process?







How Customers Get Served Now


OrdersOrders


Orders


OrdersOrders


Orders


Orders


Orders







How Customers Should Get Served


Best 
Value 


OrdersOrders


Orders
OrdersOrders
Orders


Best Value for $?


for $?







Value of BCE’s


• Improve Expenditure Decisions – Better 
Value for Money


• Provide Transparent Documentation for 
DecisionsDecisions


• Make Decisions Corporate – Risk and 
Accountability becomes Executives’







Savings Potential – Earlier is 
Better


$$


Project Phase


BCE







BCE’s:
3 Steps


BCE







BCE Example 1


Local Flood Control







Timeout: Spending Someone 
Else’s Money


• Business cases demonstrate that 
customers will receive best value for their 
money to:


– 1) maintain or improve utility service, and/or– 1) maintain or improve utility service, and/or


– 2) reduce long-run life-cycle cost


– 3) reduce financial/social/environmental risk


– 4) meet regulatory requirements


– 5) improve social/environmental outcomes







Background


• Development has increased peak storm water flows


• Flooding occurs with 5 year + events


• Service levels: no flooding to 25 year event


• Damage and safety hazards high during extreme events







Problem


• 25 year event service levels are not being 
met in local area – flooding protection only 
to 5 year event


• Extreme (25-100+ year) storm events • Extreme (25-100+ year) storm events 
result in significant property damage and 
public safety risk from severe flooding


• (NOT: Insufficient System Capacity)







Timeout: Savings Potential –
Earlier is Better


$$


Project Phase


BCE







Potential Solutions


1. Reduce frequency and severity of 
flooding by increasing storage and/or 
flow capacity


2. Reduce cost of flooding by removing or 2. Reduce cost of flooding by removing or 
protecting vulnerable structures and 
residents


3. A combination of storage, capacity 
and/or reduced cost of flooding 







Options


• Reduce flooding by increasing storage 
and/or flow capacity


– Replace existing storm pipe with higher 
capacity pipecapacity pipe


– Install new bypass storm pipe


– Build new detention facility


– Create natural or “green” storm infrastructure







Options


• Reduce flood damage to at-risk buildings, 
property and residents


– Remove/protect structures, create “flooding 
compatible” open spacecompatible” open space


– Create early warning and flood response 
actions











How much flood protection?
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How much analysis?
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Cost of Options







Benefits of Options


• Reduced Property Damage


• Reduced Business Loss


• Reduced Residential Disruption


• Reduced Public Safety Risk• Reduced Public Safety Risk


• Creation of Public Open Space (secondary 
benefit of some options)







Property and Public at Risk


• 18 living spaces


• 15 vehicles


• 125,000 square feet of business space


• 75 residents, workers and visitors at safety • 75 residents, workers and visitors at safety 
risk







Flood Damage Values


• $35,000 per flooded living space


• $25,000 per 1,000 square feet of flooded 
business space


(costs above account for property loss, (costs above account for property loss, 
damage, decreased access, disruption 
and business losses) 


• $5,000 per flooded vehicle


• $250,000 per serious public safety incident







Base-case Likelihood of Flooding 
and Public Safety Incident


• Significant Costs occur in > 25 Year 
Flooding Event (4% annual likelihood)


• 1-in-10 Flooding Events have potential 
Public Safety Incident (0.4% annual Public Safety Incident (0.4% annual 
likelihood)







NPV of Options











Recommendation


• Combination of Options 1 and 3 – meet 25 
year event service level in area, greatest 
reduction in damage in > 25 year event, 
find economies in using properties for 
detention storage, creating public open detention storage, creating public open 
space


• Authorize $250K design and negotiation to 
go forward – come back with BCE-2 prior 
to project implementation







BCE Example 2







30% of water 
supply for 1.3 
million people


BackgroundBackground







Tolt Reg Tolt Reg 


TPL2TPL2


Slide LocationSlide Location


Tolt Treatment Tolt Treatment 
FacilityFacility


Tolt Reg Tolt Reg 
BasinBasin


TPL1TPL1
North Fork North Fork 
ToltTolt







The Slope Is Slowly Moving…The Slope Is Slowly Moving…


Early April 2009Early April 2009
Crack can now be traced Crack can now be traced 
beyond asphaltbeyond asphalt







Open joint in slide area. Note recent Open joint in slide area. Note recent 
crack in rust and field applied lining still crack in rust and field applied lining still 


intact.intact.


Original field Original field 
applied mortar at applied mortar at 
jointjoint







Problem


Emergent Risk Cost – Increased Likelihood 
of Pipeline Failure Resulting in:


– Water outage: Summer: 133,000 customers 
restricted to indoor use only for 1 weekrestricted to indoor use only for 1 week


– Repair and Restoration Work


– Environmental Damage: 100% chance minor 
impact (silt and debris); 10% chance major 
impact (channel alteration)







Potential SolutionsPotential Solutions


•• A slide that A slide that cancan be stabilizedbe stabilized


–– Build a retaining wallBuild a retaining wall


–– Dewatering/runoff control?Dewatering/runoff control?


•• A slide that A slide that can notcan not be stabilizedbe stabilized


–– Relocate pipeline around/under/over slide areaRelocate pipeline around/under/over slide area


–– Buried pipeline engineered to move with slideBuried pipeline engineered to move with slide







GeoGeo--tech Study Indicates a Large, tech Study Indicates a Large, 
Slow Moving SlideSlow Moving Slide







Potential SolutionsPotential Solutions


•• A slide that A slide that cancan be stabilizedbe stabilized


–– Build a retaining wallBuild a retaining wall


–– Dewatering/runoff control?Dewatering/runoff control?


•• A slide that A slide that can notcan not be stabilizedbe stabilized


–– Relocate pipeline around/under/over slide area Relocate pipeline around/under/over slide area --
$$$$$$$$$$$$$$$$$$


–– Buried pipeline engineered to move with slideBuried pipeline engineered to move with slide







Internal Joint SealsInternal Joint Seals







Expansion Sleeves in 89Expansion Sleeves in 89--inch Sizeinch Size







OptionsOptions
1.1. Do nothing Do nothing –– decommission leaking pipedecommission leaking pipe


2.2. Repair joint leaks, add expansion jointsRepair joint leaks, add expansion joints


3.3. Replace affected pipe, add expansion jointsReplace affected pipe, add expansion joints
•• Use ½Use ½--inch plate welded steel pipeinch plate welded steel pipe


•• Ductile iron, “river crossing” pipeDuctile iron, “river crossing” pipe•• Ductile iron, “river crossing” pipeDuctile iron, “river crossing” pipe


•• Above ground welded steel pipeline supported on  Above ground welded steel pipeline supported on  
shallow piles or grade beamsshallow piles or grade beams







Status Quo – No Action







Options to Reduce Risk Cost







Cost of Reducing Risk







Time Out:  Importance of Early Analysis
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Time Out:  BCE’s Come Early in Project Life
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Time Out:  Get Comfortable with Available Data
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RecommendationRecommendation


•• Option 2 Option 2 –– $300$300--$400k capital, $50k annual $400k capital, $50k annual 
monitoringmonitoring


•• Install internal joint seals (specialty contractor)Install internal joint seals (specialty contractor)


•• Retain access hole for future useRetain access hole for future use


•• Install expansion sleevesInstall expansion sleeves•• Install expansion sleevesInstall expansion sleeves


•• Monitor slide and pipe conditionMonitor slide and pipe condition


•• Prepare for ongoing strain relief once or twice a Prepare for ongoing strain relief once or twice a 
decadedecade







Value of BCE’s


• Improve Expenditure Decisions – Better 
Value for Money


• Provide Transparent Documentation for 
DecisionsDecisions


• Make Decisions Corporate – Risk and 
Accountability becomes Executives’








Developing an Developing an 


Internal Business Plan in Internal Business Plan in 


MultiMulti--Service Agencies Service Agencies 


Such as a City or CountySuch as a City or County


2010 Pacific Northwest Section2010 Pacific Northwest Section


AWWA ConferenceAWWA Conference


Tacoma, WashingtonTacoma, Washington


John Goodrich, City of Tigard


Dale Jutila, CH2M HILL 







City of TigardCity of Tigard


•• City in Washington County, OregonCity in Washington County, Oregon


•• Water Division is part of Public WorksWater Division is part of Public Works


–– 60,000 people60,000 people


–– 17,800 connections17,800 connections


–– 12.8 square miles12.8 square miles–– 12.8 square miles12.8 square miles


•• Water SystemWater System


–– 5 Major Service Zones5 Major Service Zones


–– 14 Storage facilities14 Storage facilities


–– 7 Pump Stations7 Pump Stations







Tigard’s Operational HistoryTigard’s Operational History


•• City of Tigard takes over Tigard Water District City of Tigard takes over Tigard Water District 


by withdrawal in 1994by withdrawal in 1994


•• City had no knowledge/experience with water City had no knowledge/experience with water 


systemssystemssystemssystems


•• Takeover was “somewhat hostile”Takeover was “somewhat hostile”


–– Integration of “Water” division into the City’s Integration of “Water” division into the City’s 
culture was difficult and not well plannedculture was difficult and not well planned


•• Large amount of knowledge was lost in the Large amount of knowledge was lost in the 


transfer, including records and filestransfer, including records and files







Earlier Efforts to ImproveEarlier Efforts to Improve


•• Some work on “Best Management Some work on “Best Management 
Practices”Practices”


•• Mixed reviews because it Mixed reviews because it 


–– Was performed “in house” Was performed “in house” –– Was performed “in house” Was performed “in house” 


–– Used a “voting system” that produced Used a “voting system” that produced 


unreliable results unreliable results 


•• Little “buyLittle “buy--in” from stakeholders in” from stakeholders 







Why a Business Plan for Field Operation Why a Business Plan for Field Operation 


and Maintenance Activities? and Maintenance Activities? 


Questions we wanted to answerQuestions we wanted to answer


•• Which operational and field maintenance activities Which operational and field maintenance activities 
and tasks had priority?and tasks had priority?


•• What field activities and tasks coincided with What field activities and tasks coincided with 
effective Water Utility Management?effective Water Utility Management?effective Water Utility Management?effective Water Utility Management?


•• How can we prioritize How can we prioritize identifiedidentified field activities and field activities and 
tasks to utilize employee resources better?tasks to utilize employee resources better?


•• Who needs to participate to help develop the plan Who needs to participate to help develop the plan 
and have a better understanding of how we prioritize and have a better understanding of how we prioritize 
and use resources?and use resources?







Why not just update the old Why not just update the old 


BMP* activity list internally?BMP* activity list internally?


•• Hard to facilitate the project and Hard to facilitate the project and 
participate as a player at the same timeparticipate as a player at the same time


•• Needed outside validation, especially Needed outside validation, especially 
regarding additional staffing resourcesregarding additional staffing resourcesregarding additional staffing resourcesregarding additional staffing resources


•• Needed a fresh approach and real Needed a fresh approach and real 
success in developing the program and success in developing the program and 
creating a team approach to solving creating a team approach to solving 
(resource) problems(resource) problems


*Best Management Practices







What was Tigard Looking for in What was Tigard Looking for in 


this Project? this Project? -- 11


•• Create work team of manager, supervisor, Create work team of manager, supervisor, 
senior utility workers, utility billing senior utility workers, utility billing 
administrative staff, and water quality staffadministrative staff, and water quality staffadministrative staff, and water quality staffadministrative staff, and water quality staff


•• Create interactive process that produced Create interactive process that produced 
results and understanding of each activity results and understanding of each activity 
and prioritized importanceand prioritized importance







What was Tigard Looking for in What was Tigard Looking for in 


this Project? this Project? -- 22


•• Identify activities and tasks related to Identify activities and tasks related to 
operating and maintaining water operating and maintaining water 
distribution system, including distribution system, including 


–– Field activities (valve maintenance, Field activities (valve maintenance, –– Field activities (valve maintenance, Field activities (valve maintenance, 
meter maintenance, meter reading, etc.) meter maintenance, meter reading, etc.) 


–– Water quality monitoring and reportingWater quality monitoring and reporting


–– Utility billing Utility billing 







What was Tigard Looking for in What was Tigard Looking for in 


this Project? this Project? -- 33


•• Prioritize activities using consistent criteriaPrioritize activities using consistent criteria


•• Identify and develop SOPs (Standard Identify and develop SOPs (Standard 
Operating Procedures)Operating Procedures)


•• Identify performance measures, especially Identify performance measures, especially 
for repetitive tasks, such as valve for repetitive tasks, such as valve 
maintenancemaintenance







Major Work ActivitiesMajor Work Activities


1.1. Project CharteringProject Chartering


�� KickKick--off Meetingoff Meeting


�� Large Group MeetingLarge Group Meeting


2.2. Program Identification and PrioritizationProgram Identification and Prioritization2.2. Program Identification and PrioritizationProgram Identification and Prioritization


�� Working Group Meetings Working Group Meetings –– series of 3series of 3


3.3. Project SummaryProject Summary


�� Large Group MeetingLarge Group Meeting


�� Summary MemoSummary Memo







KickKick--off Meetingoff Meeting


Starting PointsStarting Points


•• Tigard Water Division is already a very Tigard Water Division is already a very 
good utilitygood utility


•• Leadership is looking for ways to make it Leadership is looking for ways to make it •• Leadership is looking for ways to make it Leadership is looking for ways to make it 
even better even better 


•• May be more we can do to improve May be more we can do to improve 
service to our customersservice to our customers


•• Water Utility is in good financial Water Utility is in good financial 
condition, but supply of money is limitedcondition, but supply of money is limited







Tigard Water Division’s Tigard Water Division’s 


CircumstancesCircumstances


•• Performs a lot of interrelated functions Performs a lot of interrelated functions 


–– Need to understand how they’re interrelatedNeed to understand how they’re interrelated


•• Need to substantiate budget requests and rate Need to substantiate budget requests and rate 


increase proposalsincrease proposals


•• Looking for ways to communicate the good work Looking for ways to communicate the good work 


the Water Division is doingthe Water Division is doing


•• Must prepare for the future and assure Must prepare for the future and assure 


continued good service continued good service 







Leadership Goals for the Leadership Goals for the 


ProjectProject


1.1. Document Water Division programs Document Water Division programs 


(current and possible additions) to facilitate (current and possible additions) to facilitate 


documentation of work activities in later documentation of work activities in later 


phasephase


2.2. Establish priorities for Water Division Establish priorities for Water Division 


programsprograms


3.3. Develop mutual understanding of Develop mutual understanding of 


interrelationships among Water Division interrelationships among Water Division 


programsprograms







April 29, 2008


Kickoff Meeting


April May June July


Project Schedule


July 9, 2008


Second Work Group Meeting


•Rate activities


•Review ratings
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May 7, 2008


First Meeting of 


September3, 2008


Second Meeting of Large 


Water Group


•Describe process, results, 


August


June 16, 2008


First Work Group Meeting


•Chartering


•List Activities


•Establish criteria, 


definitions


•Review ratings
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First Meeting of 


Large Water 


Group


Prepare agenda, 


preliminary 


materials


Complete Criteria and 


Definitions, Prepare 


Rating sheets


July 31, 2008


Third Work Group Meeting


•Review, endorse results


•Documentation 


assignments


•Describe process, results, 


next steps


•Gather feedback


Collate 


Ratings
Finalize Results


Prepare, Deliver 


Summary Memo


September 


30, 2008


Conclude 


Project







Hierarchy of Terms Hierarchy of Terms 


BMPs
•10 attributes


Goals/Strategies/
Objectives


Programs


Vision


Mission


Values


•10 attributes


•QualServe Standards


•APWA Accreditation
Programs
• Water Supply


• Water Quality


• Distribution System 


Maintenance


• Administration


• Customer Service


• Capital Improvement


Activities
• Well and Master Meter 


Maintenance


• Water Quality Sampling


• Pump Station 


Maintenance


Tasks
• Records specified information at 


designated intervals


• Collect water samples, send to 


lab, report results


• Measure motor performance 


parameters


Activities







Identify Work ActivitiesIdentify Work Activities


–– 75 to start75 to start


–– AWWA, APWA checklistsAWWA, APWA checklists


–– Being done, planned, newBeing done, planned, new


–– Grouped into 8 Water Division ProgramsGrouped into 8 Water Division Programs


•• Engineering, Public Works Activities set asideEngineering, Public Works Activities set aside











Work Activities


Categories


Distribution System 


O&M


Meter Program


Water Supply O&M Utility Billing


Management Cross Connection


Water Quality Water Conservation











Evaluation CriteriaEvaluation Criteria


1.1. Regulatory/Statutory ComplianceRegulatory/Statutory Compliance


2.2. Product QualityProduct Quality


3.3. Infrastructure Health/ConditionInfrastructure Health/Condition


4.4. Customer Impression/ConfidenceCustomer Impression/Confidence4.4. Customer Impression/ConfidenceCustomer Impression/Confidence


5.5. Financial EffectsFinancial Effects


6.6. Employee ImpactEmployee Impact


7.7. Fire SuppressionFire Suppression











Working Group ProcessWorking Group Process


•• Confirmed similarity of scope, scaleConfirmed similarity of scope, scale


–– Weeded out tasksWeeded out tasks


–– 50 work activities identified50 work activities identified


•• Rated All ActivitiesRated All Activities


–– Each activity against every criterionEach activity against every criterion


–– Open discussion, no votesOpen discussion, no votes


•• Review Results Review Results –– Validate Basis and Validate Basis and 
PriorityPriority



















Project SummaryProject Summary


•• Large Group MeetingLarge Group Meeting


–– Scope of WorkScope of Work


–– Process with Working GroupProcess with Working Group


–– ResultsResults–– ResultsResults


–– Tidbits, Observations and FeedbackTidbits, Observations and Feedback


•• Summary MemoSummary Memo







Key OutcomesKey Outcomes


•• Better understanding of interrelationshipsBetter understanding of interrelationships


•• Common set of definitions for terminologyCommon set of definitions for terminology


•• Objective means to evaluate work Objective means to evaluate work •• Objective means to evaluate work Objective means to evaluate work 
activitiesactivities







Lessons Learned Lessons Learned -- 11


•• Allow time to listen carefully to each Allow time to listen carefully to each 
participant participant 


–– (difficult when an outside consultant is (difficult when an outside consultant is 


involved and the “dollar meter” is running)involved and the “dollar meter” is running)involved and the “dollar meter” is running)involved and the “dollar meter” is running)


•• Let discussions flow Let discussions flow 


•• Openly and respectfully challenge or Openly and respectfully challenge or 
address internal issues address internal issues 







Lessons Learned Lessons Learned -- 22


•• Let the Facilitator direct and redirect Let the Facilitator direct and redirect 


discussion to meet goals and objectives of discussion to meet goals and objectives of 


the meetingthe meeting


•• KISS KISS –– used “three number” scoring system, used “three number” scoring system, 


limited choices into three clear, distinct limited choices into three clear, distinct limited choices into three clear, distinct limited choices into three clear, distinct 


groupingsgroupings


•• Scoring together as a group (vs. “voting” by Scoring together as a group (vs. “voting” by 


individuals) provided better discussion and individuals) provided better discussion and 


early buyearly buy--inin







Lessons Learned Lessons Learned -- 33


•• Review scoring system and make changes Review scoring system and make changes 
to ensure importance of specific activities to ensure importance of specific activities 
is capturedis captured


•• Look for skewed dataLook for skewed data•• Look for skewed dataLook for skewed data


–– Fire Suppression attribute Fire Suppression attribute -- providing fire providing fire 


hydrants was scored low, yet common sense hydrants was scored low, yet common sense 


indicated they were primary to the mission of indicated they were primary to the mission of 


the Citythe City







Lessons Learned Lessons Learned -- 44


•• At the end of the projectAt the end of the project


–– Identify next steps Identify next steps 


–– Assign tasks Assign tasks 


–– Measure activities and deliverablesMeasure activities and deliverables







Currently…Currently…


•• SOPs are not completed SOPs are not completed –– time time 


consuming and difficult for field staffconsuming and difficult for field staff


•• Results lead to the creation of a Valve Results lead to the creation of a Valve 
Maintenance Crew and purchase of Valve Maintenance Crew and purchase of Valve 
Exerciser TrailerExerciser Trailer







Thank You!Thank You!Thank You!Thank You!Thank You!Thank You!Thank You!Thank You!


John GoodrichJohn Goodrich


Water Operations ManagerWater Operations Manager


City of TigardCity of Tigard


Dale JutilaDale Jutila


Client Service ManageClient Service Manage


CH2MCH2M HILLHILL
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Agenda


� Overview


� Establishing Fiscal Policies


�Reserves


�System Replacement Funding
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�System Replacement Funding


�Debt Service Coverage


� Assessing Rate Revenue Needs and Long-term 


Planning







What is the Purpose of a Rate Study?


� Solvency: To meet the minimum financial requirements and 


commitments of the utility


� Compliance with financial policies: To ensure that formal and 


informal financial policies can be met, such as meeting minimum 


operating and emergency reserves
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� Stability: To provide long-term stability


� Financial planning: To provide a secure funding program for 


planned capital improvements, upgrades, betterments, and system 


replacements


� Long term planning: To maintain the long-term health and 


integrity of the utility system







Overview of Rate Study Process


PHASE 3:  ALLOCATING COSTS BY 
FUNCTION


PHASE 2:  ASSESSING RATE REVENUE 
NEEDS


FORECAST 


OPERATING 


COSTS


DEFINE 


CAPITAL 


NEEDS: CIP


PHASE 1:  ESTABLISHING FISCAL 
POLICIES
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CUSTOMER AVERAGE AND 


PEAK USAGE


FIRE 


PROTECTION


ALLOCATING COSTS TO 
CUSTOMER CLASSES


DEFINE CUSTOMER 


CLASSES


PHASE 4: DESIGNING RATES


VARIABLE CHARGESFIXED CHARGES







Overview of Rate Study Process


PHASE 3:  ALLOCATING COSTS BY 
FUNCTION


PHASE 2:  ASSESSING RATE REVENUE 
NEEDS


FORECAST 


OPERATING 


COSTS


DEFINE 


CAPITAL 


NEEDS: CIP


PHASE 1:  ESTABLISHING FISCAL 
POLICIES
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CUSTOMER AVERAGE AND 


PEAK USAGE


FIRE 


PROTECTION


ALLOCATING COSTS TO 
CUSTOMER CLASSES


DEFINE CUSTOMER 


CLASSES


PHASE 4: DESIGNING RATES


VARIABLE CHARGESFIXED CHARGES







Phase 1: Establishing


Fiscal Policies 
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Establishing Fiscal Policies


� What is the purpose of this phase?


�To frame how you will financially manage your 


organization


�To establish measurable financial performance 
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�To establish measurable financial performance 


benchmarks


�To align the vision of all parties involved







Examples of Fiscal Policies


� Reserves


�What type of reserves should you have?


– Operations


– Capital


– Restricted Debt Reserve


– Rate Stabilization
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– Rate Stabilization


� What level of reserves is adequate?


� Annual system reinvestment funding


� Debt service coverage ratio







Reserves


Purpose Industry Standard


Operating


To provide a liquidity cushion to 


accommodate for fluctuations in the timing       


of revenues and expenditures


Maintain a minimum balance 


equal to 30–90 days of 


operating & maintenance 


expense (O&M)


Capital


To provide a source of funding for 


emergency repairs (other than catastrophic 


events), and unanticipated capital 


expenditures and project costs overruns.


1%-2% of Total Utility Asset 


value
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expenditures and project costs overruns.


Debt Reserve
To meet requirements established in bond 
covenants/loan agreements. 


Typically requires a reserve 


balance equal to annual debt 


service payment


Rate 


Stabilization


To provide a resource to manage the level of 
rates and rate increases despite fluctuation in 
needs from year to year. (Can be written into 
bond covenants, so use of reserves can help 
meet coverage requirement)


Expressed as a percent of   


revenue  (10-25%)







System Replacement Funding


� Charge customers commensurate with the consumption of 


facility useful lives (rate equity)


� Provides a resource for ongoing repair, replacement and 


rehabilitation of the system


�Ensures ongoing system integrity through reinvestment of the 


system
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system


� Annually fund from an amount from rates and hold in 


capital account or sinking fund 


� System replacement funding benchmarks


�Depreciation expense


�Depreciation expense net of debt principal


�Replacement depreciation 







Benefit of System Replacement Funding


Rate Revenue Increases


6.0%


8.0%


� Under a pay-as-you go 
approach, rates will need to 
increase to match annual 
construction needs


� Under a debt-financed 
approach, rates will need to 
increase to match annual 
debt service needs under 
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0.0%


2.0%


4.0%


2009 2011 2014 2017 2020 2023 2026


debt service needs under 
each new bond issuance


� System reinvestment 
funding recognizes annual 
CIP spending may not be 
uniform


� By instituting annual system 
reinvestment funding, rate 
adjustments can be 
smoothed thereby avoiding 
whipsawing ratepayers







Debt Service Coverage


� Defined in existing loan/bond covenants


� Can develop internal policy to meet higher level of coverage


� Covenants may allow connection charge revenues to be 
included in test


� Consider excluding connection charges from internal test


� Debt Service Coverage = total revenue less O&M, divided by 
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� Debt Service Coverage = total revenue less O&M, divided by 
debt service


A Total Revenue [*] 2,500,000$    2,625,000$    2,750,000$    3,000,000$    


B Operating Expenses 2,000,000$    2,000,000$    2,000,000$    2,000,000$    


C = (A - B) Net Revenue or Available for Capital 500,000$        625,000$        750,000$        1,000,000$    


D Revenue Bond Debt Service 500,000$        500,000$        500,000$        500,000$        


C / D Debt Service Coverage 1.00                 1.25                 1.50                 2.00                 


[*] does not include connection charges or beginning fund balance.


[*] excludes pledge of tax collections







Phase 2: Assessing Rate


Revenue Needs and Long-term Planning
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Revenue Requirements


� What is the purpose of this phase?


�To determine the amount of annual rate revenue necessary 


to fund all utility financial obligations


�To establish a clear financial plan that communicates:


– What resources and commitments you have now and into the 
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– What resources and commitments you have now and into the 


future


– The financial deficiency and major causes thereof


– The funding options for your organization


�To establish a framework from which to design rates that 


will cover the costs of your organization







Revenue Requirement Elements


Long-Range 


Financial 


Rate Forecast                     


and Impact


Capital Financing 


Fiscal Policies               


Financial Standards
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Financial 


Forecasting 


Components
Revenue Surplus or 


Shortfall Calculation


Capital Financing 


Plan


Capital Improvement 


Program (CIP)


Operating Financial 


Plan  


O&M Costs


Impact of CIP 


Financing







Revenue Requirements Elements


� Fiscal Policies


�Target reserve levels, debt service coverage, system 


reinvestment funding


� Capital Costs and Impacts of Capital Financing Plan
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� Capital Costs and Impacts of Capital Financing Plan


�Define capital needs


� Identify available resources (grants, developer donations, 


low cost loan programs)


�Develop funding strategy (reserves, connection charges, 


rates, bonds/loans)


� Identify annual financial impacts (sensitivity analyses)







Revenue Requirements Elements 
(continued)


� Operating Costs


�Use historical / budget expenditures


� Include known operational changes (staffing additions, 


regulatory program requirements)


�Forecast future programs and costs
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� Forecast of Revenues


�Be careful not to start with beginning balance – one time 


revenue that can mask rate evaluation


�Ongoing revenue should support ongoing needs


� Revenue Requirement = Fiscal Policies + O&M + 


Debt Service + Rate Funded System Reinvestment







Capital Funding Strategy 
Development


CAPITAL FUNDING STRATEGY 2010 2011 2012 2013


Capital Projects 550,000$            2,500,000$        400,000$            425,000$            


less: Grants / Developer Donations -                       -                       (125,000)              -                       


Remaining Capital Spending to be Funded 550,000$            2,500,000$        275,000$            425,000$            


Use of Capital Fund Balance 550,000               532,822               275,000               425,000               


Unfunded Capital -$                     (1,967,178)$       -$                     -$                     


Revenue Bond Funding -                       2,000,000            -                       -                       


CAPITAL FUND 2010 2011 2012 2013
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CAPITAL FUND 2010 2011 2012 2013


Beginning Balance 600,000$            307,822$            72,439$              83,526$              


plus: Rate Funded System Reinvestment 200,000               225,000               250,000               400,000               


plus: Grants / Developer Donations -                       -                       125,000               -                       


plus: Capital Facilities Charges 35,000                 35,000                 35,000                 35,000                 


plus: Net Debt Proceeds -                       2,000,000            -                       -                       


plus: Direct Rate Funding -                       -                       -                       -                       


plus: Interest Earnings 9,000                   4,617                   1,087                   1,253                   


plus: Transfer of Surplus fr. Oper. Fund 13,822                 -                            -                            -                            


less: Capital Expenditures (550,000)              (2,500,000)          (400,000)              (425,000)              


Ending Balance 307,822$            72,439$              83,526$              94,779$              


Minimum Target Balance 285,000$             310,000$             314,000$             318,250$             







Financial Forecast and Rate Planning


REVENUE REQUIREMENTS 2010 2011 2012 2013


EXPENSES


Cash Operating Expenses 800,000$            824,000$            848,720$            874,182$            


Existing Debt Service 150,000               150,000               150,000               150,000               


New Debt Service -                            200,000               200,000               200,000               


Rate-funded System Replacement 200,000               225,000               250,000               400,000               


TOTAL EXPENSES 1,150,000$         1,399,000$         1,448,720$         1,624,182$         


REVENUES
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REVENUES


Rate Revenues 1,180,000$         1,209,500$         1,239,738$         1,270,731$         


Non-rate Revenues 3,000                   3,090                   3,182                   3,275                   


TOTAL REVENUES 1,183,000$         1,212,590$         1,242,920$         1,274,006$         


NET SURPLUS / (DEFICIENCY) 33,000$               (186,410)$           (205,800)$           (350,176)$           


Annual Rate Increases 0.00% 15.41% 1.03% 9.40%


Cumulative Rate Increases 0.00% 15.41% 16.60% 27.56%


RATE STRATEGY


Annual Rate Increases 0.00% 10.00% 7.75% 7.75%


Cumulative Rate Increases 0.00% 10.00% 18.53% 27.71%







RATE STRATEGY 2010 2011 2012 2013


Annual Rate Increases 0.00% 10.00% 7.75% 7.75%


Rate Revenues After Rate Increase 1,180,000$         1,330,450$         1,469,399$         1,622,859$         


Net Cash Flow After Rate Increase 33,000                 (65,460)                23,861                 1,952                   


OPERATING FUND 2010 2011 2012 2013


Financial Forecast and Rate Planning


Beginning Balance 200,000$            219,178$            153,718$            177,580$            


plus: Net Cash Flow After Rate Increase 33,000                 (65,460)                23,861                 1,952                   


less: Transfer of Surplus to Capital Fund (13,822)                -                            -                            -                            


Ending Balance 219,178$            153,718$            177,580$            179,532$            


Min. Operating Target Balance (60 days) 131,507$             135,452$             139,516$             143,701$             


Max. Operating Balance (100 days) 219,178$             225,753$             232,526$             239,502$             


Info: No of Days Achieved 100                      68                        76                        75                        


20







Summary of Rate Planning


� Plan for long-term


�A lot of utilities look at the budget year and stop


– Too short a time frame, always playing catch up


– Ability look ahead 3, 5, 10 years allows more thoughtful planning 


and fewer surprises
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and fewer surprises


� Assess progress against your long-term plan


�Check every couple year to ensure actuals are in line with 


forecast







Questions
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