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1. Executive Summary & Recommendations

The Village of Ridgewood requested a Supplemental Rate Study to address rates that were in effect
in the years 2013 through 2016, inclusive. This report summarizes the results of the evaluation of
the rates, revenues and revenue requirements for these years. While 2017 was nearly complete at
the time of this evaluation, final financial and operating data for the water utility were not available.

Hence, 2017 was not included in this investigation.

As in the Rate Study used to assess the rates in effect in 2010, 2011 and 2012, this Supplemental
Rate Study reversed the functional allocations made by the Village of Ridgewood to allocate
Current Fund costs to the Water Utility and Parking Authority. Other primary level adjustments
were also made to the budget and actual expenses for the 2013 through 2016 period (e.g., the Water
Utility Director’s salary was reallocated in part to Public Works Functions and Engineering). The
functional allocations developed in the initial Rate Study were then used in this Supplemental Rate
Study to allocate costs to the Water Utility following the principles in the industry-standard
methodology described by the American Water Works Association (“AWWA”) in its Manual of
Water Supply Practices M-1: Principles of Water Rates Fees and Charges.l

The rate setting process, by its nature, relies on budget information to set rates for prospective
periods during which the rates will be in effect. Actual financial results for prospective periods
are not yet available and are only useful after the fact to inform decisions regarding prospective
rates. For the years included in this rate evaluation, the Village implemented a 3% rate increase
for 2013, an additional 3% rate increase for 2014 and no rate increases for 2015 and 2016. This
evaluation developed the revenue requirement for each year based on the budget for the year and
also based on the actual results for the year as an additional point of comparison. The actual billing
determinants for each year were determined and used to generate proof-of-revenues calculations
for comparison to the annual revenue requirements. Billing determinants are the gallons of water

sold to customers and the number of meters in service by size. As is typical for most utilities, the

! Manual of Water Supply Practices M-1: Principles of Water Rates, Fees and Charges; American Water Works
Association; Denver, CO; Seventh Edition; 2017.
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Village bills each of its customers a fixed service charge per quarter based on the size of the meter

serving the customer.

Over the four years considered in this study, total revenues collected by the Water Utility agreed
closely (within 1.4%) with the predicted revenues generated by the proof-of-revenues calculation.
The proof-of-revenues calculated revenues were used for comparison purposes to ensure a more
consistent year-to-year comparison of existing rates and potential alternate rates. This eliminates
any uncertainty resulting from variations in collections, customer use patterns or cases in which

customers may have taken service for only partial periods during the year.

The comparisons of the budgeted revenue requirement, calculated after making adjustments for
the revised allocations of shared service costs to the Water Utility, show that the rates in effect for
2013 and 2014 were designed properly to produce small surpluses. The same can be said for 2015
with the notation that customer use was well above normal use in this period. Incipient drought
conditions effecting much of New Jersey in this period caused significant increases in outdoor use
for irrigation and recreation across much of the State. Ridgewood was not immune to this and the
result was an increase in volumetric sales that accounted for approximately $660,000 in additional
Water Utility revenues. When reviewing actual expenses, cost controls implemented by the Water
Utility resulted in fewer expenses than budgeted. This resulted in surpluses that were more than

what was budgeted.

Changes in weather patterns in 2016 caused a decline in revenues. Setting aside this issue for the
moment, the Water Utility also saw an increase in debt service obligations and other capital
payments during 2016. These two items alone account for an increase of roughly $2.3 million in
the budgeted annual revenue requirement. There was no change in rates to accompany these
changes in the cost of providing water service. On a budget basis, the revenues fell short of the
revenue requirement by approximately $2.6 million, with the decline in sales volume accounting
for most of the additional shortfall between the revenues and the revenue requirement. Even
though the actual cost of providing service in 2016 was less than budget, the actual shortfall was

approximately $1.3 million.
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Had the Village anticipated the changes in capital expenses for 2016 and also anticipated using the
surplus generated in 2015 to partially offset the increase in capital needs, on a budget basis, it
would have been reasonable to consider and implement a rate increase for 2016. This was not
done and rates were held at the levels implemented in 2014. Per the corrected budget, the shortfall
between the revenue requirement and the revenues generated by the effective rates was significant
enough to conclude that the rates were not adequate. Fortunately for the Village, the actual
performance for 2016 was better than budget and the rates did in fact generate revenues adequate
to recover the full realized revenue requirement but only after accounting for the use of the 2015

surplus to fund the Water Utility’s 2016 needs.

In the years addressed by this supplemental rate study, the Village consistently under-allocated
Village costs to the Water Utility. Proper allocations of the Village costs developed using the
principles defined by the American Water Works Association in its Manual of Water Supply

Practice M1: Principles of Water Rates Fees and Charges would result in a higher revenue

requirement. The Village also budgeted for the transfer of surplus funds generated by the Water
Utility to the Current Fund that is allowed for NJ Board of Public Utilities regulated entities under
N.J.S.A. 40A:4-35.1. However, after considering the revised allocations of Village costs to the
Water Utility, the amounts budgeted for and charged to the Water Utility were too high. Correcting
this calculation to account for only operations and maintenance expenses would lower the annual
revenue requirement. The net effect of these two issues is that the annual revenue requirement of
the Water Utility was understated by an average $464,000 on a budget basis and $330,000 on an

actual basis in each of the four study years.

Over the four years addressed by the rate study, the rates in effect generated sufficient surpluses
above the budgeted and actual revenue requirements and these differences were not excessive. In
fact, it is apparent that surplus funds generated prior to 2016 would have been needed to offset
shortfalls for that year without making adjustments to the rate for that year. We reiterate our
recommendation from the initial Rate Study to avoid retro-active rate setting for these years. First,
it is not necessary because the rates in effect were appropriate given the budgets set for the Water
Utility in each of these years. Second, retro-active rate-making is eschewed by the New Jersey

Board of Public Utilities and it is uniformly avoided in the industry. In New Jersey, if a regulated
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water utility over-earns, the Board can adjust the utility’s rates going forward but it does not make

retro-active rate adjustments.

2. Revenue Requirement

The development of the utility’s revenue requirement is the basis for setting the overall level of
the utility’s rates, while providing the utility with adequate and sustainable funding levels for both
operating and capital costs.” In this assessment, as in the initial Rate Study, we have used the cash-
needs approach in identifying the revenue requirement for the Village Water Utility. The revenue
requirement for each year in the study period was determined independently based on the recorded
budget and actual expense records for the year. The objective of the cash-needs approach for
developing revenue requirements is to provide revenues sufficient to recover total cash
requirements for a given time period. Generally, the cash-needs approach is used by government-
owned utilities.” The term “cash-needs” should not be confused with accounting terminology of
the “cash-basis accounting” method of revenue and expense recognition. From a rate-making
perspective, “cash-needs” refers to the total revenues required by the utility to meet its annual cash
expenditures, whereas the accounting term “cash-basis” refers to revenues being recognized as
earned when cash is received and expenses charged when cash is disbursed. The “cash-needs
approach” to measuring revenue requirements of a utility may be evaluated on the cash, accrual,

. . . 4
or modified accrual basis of accounting.

In developing the revenue requirement for the Village Water Utility, we reviewed both the
budgeted and the actual expenses incurred and booked for the years 2013 through 2016, inclusive.
The entire Village budget was reviewed by line item to identify shared costs that must be allocated
among the Village current fund budget, the Water Utility budget and the Village Parking Authority
budget. Certain management, finance and public works functions provide services to the Village,
the Water Utility and the Parking Authority and these costs must be allocated to identify the
revenue requirement associated with the Water Utility. The cost allocation factors used to

accomplish this were the same allocation factors developed in the initial Rate Study. Those factors

% Op. Cit., AWWA, 2017; p. 9.
* Ibid; p. 12.
* Ibid; p. 12.
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were summarized in Table 1 of the initial Rate Study and are reproduced here for convenience in

Table S-1.

Table S-1: SUMMARY OF ALLOCATION FACTORS®

Factor Description Village Water Parking
No.

1 Allocation of Direct Village Expense that are un- 1.0000 - -
allocable to Water or Parking

2 Allocation of Village Debt Obligations 1.0000 - -

3 Allocation of Parking Authority Operating Deficit - - 1.0000

4 Allocation of Village Hall Operating Expenses 0.9372 0.0592 0.0036

5 Allocation of WPCF & Construction Yard 0.7222 0.2778 -

6 Allocation of Garage Services 0.8689 0.1267 0.0044

7 Allocation of Asset Protection Functions 0.9928 0.0070 0.0002

8 Allocation of Property and Casualty Insurance 0.6845 0.3095 0.0060

9 Allocation of Direct Water Utility Operations - 1.0000 -
Costs

10 Allocation of Direct Parking Authority Costs - - 1.0000

11 Allocation of Water Utility Debt Obligations - 1.0000 -

12 Allocation of Parking Authority Debt Service - - 1.0000

13 Allocation of Village Administrative and General 0.8017 0.1913 0.0070
Functions

14 Allocation of Personnel Related Benefits and 0.8498 0.1488 0.0014
Insurance

Rate studies are normally prospective in nature. As a result, an effort is usually required to
establish some basis for rates which will be in effect going forward. This usually requires the
establishment of a test period, which is normally twelve consecutive months, where actual
expenses can be seen and evaluated along with some basis for adjusting the test period expenses
for fixed, known and measureable changes after the close of the test period. Absent a known
change for items like increased labor rates required by a labor contract or chemicals that may be
purchased under a new procurement contract, adjustments are normally made to the test period by

looking at normalized expenses over some number of prior periods. Normalization was done in

> Village of Ridgewood Water Utility Rate Study; Howard J. Woods, Jr. & Associates, L.L.C.; East Brunswick, New
Jersey; November 17, 2017; p. 13.
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the initial Rate Study to establish the allocation factors used in the initial Rate Study and in this
Supplemental Rate Study. However, in this effort, there is no need to establish a test period or
normalization adjustments for expenses because this is an evaluation of rates that were in effect
during four years in which both the budget for the year and actual expenses for the same period
are known. Here, we are looking simply to see if the rates in effect in these years were adequate
to fully recover the revenue requirement. During the study period, a 3% rate increase was enacted
in 2013 and another 3% rate increase was enacted in 2014. No rate adjustments were made in

2015, 2016 or 2017.

The budget and actual expenses for each year in the study period (2013 through 2016) are
summarized for the Village, the Water Utility and the Parking Authority in Appendix S-A. These
are the actual budgeted and recorded expenses, including allocations from the Village to the Water

Utility and Parking Authority as these were recorded by the Village.

For each year in the study period, the allocations of expenses to the Water Utility and Parking
Authority were reversed. This results in a pre-allocation, cost-center statement of the Village,
Water Utility and Parking Authority budgets and actual expenses for each year. Adjustments were
also made to the budget and actual expenses to account for the reallocation of the Water Utility
Director’s salary. This position provides supervision to the Water Utility but also to public works
and engineering functions. As in the initial Rate Study, 20% of the Director’s salary was allocated
out of the water utility to the public works (Streets) and Engineering functions to account for the
fact that approximately one day in five is spent supervising these other functional areas. Final
adjustments were made to the Village Manager Other Budget Credits line to ensure that the
adjusted budget and actual expenses in aggregate for the combined Village, Water Utility and
Parking Authority matched the unadjusted aggregate totals. The adjusted budget and actual

expense are shown in Appendix S-B.

The allocation factors shown in Table S-1 were then applied to the adjusted aggregate budget and
actual expenses in Appendix S-B to determine the total revenue requirement for the Water Utility.
The result of this analysis is shown in Appendix S-C. Each line item in the aggregate Village-
Water Utility-Parking Authority budget is assigned an allocation factor and that factor is used to
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assign costs to the Village, the Water Utility and the Parking Authority. Allocation Factors 1 and
2 allocate 100% of the cost to the Village. Allocation Factors 3, 10 and 12 allocate 100% of the
cost to the Parking Authority. Allocation Factors 9 and 11 represent direct operating expenses of
the Water Utility and allocate 100% of these costs to Water. Allocation Factors 4 though 8, 13
and 14 allocate shared expenses among the Village, Water Utility and Parking Authority based on
the metrics defined in the initial Rate Study. The allocation factor used for each line item is shown

in Appendix S-C.

The annual allocations from the Village to the Water Utility per budget and actual are compared
to the revised annual allocations developed in this study in Table S-2. The application of the
allocation factors derived in the initial Rate Study result in different allocations than those used by
the Village in its budgeted allocations and actual expense allocations for each year. In addition,
New Jersey Board of Public Utilities regulated municipal water utilities are permitted to transfer
an operating surplus to the municipal general fund in an amount up to 5% of the utility operating
and maintenance expenses. In practice, this is a surrogate for the rate of return allowed for equity
capital, which does not exist in a typical municipal utility. These amounts were recalculated in
this study and are shown in Appendix S-C. In each case, the amount of the transfer used by the
Village exceeded the recalculated amount. The analysis shown in Table S-2 confirms that the
Village underestimated the amount of the allocations of expenses to the Water Utility in each year
in the study period. Per budget, the amount underestimated ranges from $476,428 (budget 2016)
to $521,086 (budget 2013). When viewing actual expenses, the amount of the allocations also
underestimated the cost of providing service by amounts that ranged from $283,204 (actual 2013)
to $423,879 (actual 2015).
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A summary of the annual revenue requirement per budget and actual expenses calculated in
Appendix S-C is shown in Table S-3 along with the revenue requirement per the Village budget
and per the actual booked expenses. The revenue requirement reflects the full cost of providing
water utility service including operations and maintenance expense and the cost of capital (i.e., the
cost of debt service and the cost of cash-funded capital improvements). The annual revenue
requirements also include the values of the allocated costs from Village functions that support
water system operations. In each case, the recalculated revenue requirement for the Water Utility
derived in this study is higher than the revenue requirement reflected in the Village’s records. On
average, the amount of the recalculated revenue requirement per budget is $464,000 more than the
Village budgeted revenue requirement for the Water Utility. Similarly, the amount of the
recalculated revenue requirement based on actual recorded expenses is $330,000 more than the

revenue requirement reflected in the Village’s records for the water utility.

Table S-3: Comparison of Annual Revenue Requirements

Year Village Budget Recalculated Village Actual Recalculated
Budget Actual
2013 $12,222,600 $12,711,178  $11,218,017 $11,468,712
2014 $12,466,000 $12,902,860 $12,127,423 $12,518,224
2015 $12,400,420 $12,887,841 $11,749,304 $12,130,648
2016 $16,496,818 $16,939,462 $15,257,240 $15,552,447

Table S-4 shows the recalculated annual revenue requirements on a budget and actual basis for
each year in the study period. In addition, this table also shows the ratio of the annual budgeted
amount to the actual expenses recorded for the year. The ratio of the budget to actual expenses
shows the degree of conformance between the budgeted amounts and the actual expenses. In this
case there is good conformance between the two indicating that the annual budgets provide a
reasonable estimate of the actual cost of service for the year after accounting for the revised

allocations.
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Table S-4: Annual Revenue Requirement After
Adjustments and Allocations

Year Budget Actual Budget/Actual
2013 $12,711,178 $11,468,712 111%
2014 $12,902,860 $12,518,224 103%
2015 $12,887,841 $12,130,648 106%
2016 $16,939,462 $15,552,447 109%

Rates are set prospectively for periods of time that have not yet passed. As a result, in the normal
rate setting process some effort is required to estimate expenses likely to be incurred during the
period in which rates are in effect. The Village budgets for the Water Utility provide this estimate.
While it is useful to compare actual performance to the budget, only the annual budgets are useful
in determining prospective rates. Nevertheless, this study reviewed the adequacy of actual rates

with respect to both the recalculated budget and actual revenue requirements shown in Table S-4.

3. Revenues

Typical rate structures for water utilities include a fixed monthly or quarterly service charge and a
volumetric rate. Generally accepted principals in rate setting structure the fixed service charge to
recover the costs associated with customer accounting, metering, billing and collections. All
other costs of providing service are recovered through the volumetric rate, which bills for the
gallons of water used by the customer as recorded on the water meter. Normally, this rate
structure allows the water utility to recover less than 20% of its costs through the fixed service
charge while the majority of the cost of providing service is recovered in the volumetric rate.
As a result of this approach, utility revenue can be impacted by changes in weather or customer
use patterns. In hot dry summer periods, for example, customers in suburban settings tend to
use more water for landscape maintenance and irrigation or for recreational purposes than in
cool, wet summers. When customer use exceeds the norm, the utility can generate revenues that
significantly exceed the revenue requirement. In periods when water use is depressed, the

utility’s revenues may not be adequate to recover the full cost of providing service.
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To mitigate the effects of normal seasonal and annual fluctuations in use, most well managed
municipal utilities establish reserve funds to cover the cost of operations and capital replacements.
In years when use exceeds that estimated in setting rates, surpluses can be used to build reserves.
In years when use is less than that estimated to set rates, the reserves can be used to cover the cost

of operations not met by current revenues.

Like most water utilities, the Village Water Utility generates nearly all of its revenues from the
sale of water and the service it provides. The Utility bills each of its customers a quarterly fixed
service charge and it bills each customer for the volume of water recorded on the water meter for
the billing period. In addition, the Utility bills its municipal customers, including the Village itself,
for public fire hydrant service. These bills are for annual periods and are billed on a per hydrant
basis. The Utility also bills for private fire service for connections that supply water to fire
sprinkler systems. Finally, the Utility generates some revenues from a series of miscellaneous fees
for activities like turning on or turning off service at the customer’s request or from late payment
and interest charges on delinquent accounts. Table S-5 shows a summary of the number of meters
by size and the volume sold for each year during the study period. As is accepted practice in the
industry, the fixed service charges vary by meter size. In addition, Table S-5 shows the number

of municipal fire hydrants and private fire services that are billed annually.
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Table S-5: Billing Determinants

Meters in Service - Billed Quarterly

Meter Size 2013 2014 2015 2016
5/8 x 3/4 - inch 18,752 18,744 18,716 18,702
3/4 -inch 588 590 590 595
1x 1-1/4-inch 611 605 603 612
1-1/2-inch 148 147 144 146
2-inch 217 218 210 211
3-inch 5 5 5 5
4-inch 13 14 14 14
20,334 20,323 20,282 20,285

Volume Billed (Th Gallons)

Fire Revenues

2,302,758 2,351,260 2,492,239 2,310,218

Hydrants or Fire Services - Billed Annually

Fire Hydrants 2013 2014 2015 2016
Ridgewood 677 677 677 677
Glen Rock 291 291 291 291
Midland Park 188 188 188 188
Wycoff 573 573 573 573
Total 1,729 1,729 1,729 1,729
Fire Services

Private Fire Services 213 217 217 229
Flush Tank 181 181 181 181
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The rates in effect for the study period are shown in Table S-6.

Table S-6: Rates In Effect During Period Indicated

Meter Size 2013 2014 2015 2016
5/8 x 3/4 - inch $24.83 $25.57 $25.57 $25.57
3/4 -inch $32.11 $33.07 $33.07 $33.07
1 x 1-1/4-inch $38.53 $39.69 $39.69 $39.69
1-1/2-inch $62.46 $64.33 $64.33 $64.33
2-inch $113.56 $116.97 $116.97 S116.97
3-inch $198.73 $204.69 $204.69 S204.69
4-inch $227.12 $233.93 $233.93 S$233.93
Volume Charge ($/1,000 gal) $4.54 $4.68 $4.68 $4.68
Public & Private Fire Service 2013 2014 2015 2016
Fire Hydrants $101.99 S$105.05 $105.05 $105.05
Private Fire Services S274.76 $283.00 $283.00 $283.00
Flush Tank $15.45 $15.91 $15.91 $15.91

By applying the rates shown in Table S-6 to the billing determinants in Table S-5, we can see the
revenues generated by the rate structure. This is known as a proof-of-revenues calculation and the
results are shown in Table S-7. In addition to the revenues generated from sales for service, Table
S-7 also shows the actual miscellaneous revenues generated for each annual period and the total

revenues generated by the Water Utility.
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Table S-7: Proof-of-Revenues

Quarterly Service Charges

Meter Size 2013 2014 2015 2016

5/8 x 3/4 - inch $1,844,447 $1,917,136 $1,914,272 $1,912,841

3/4 -inch $74,786 $78,045 $78,045 $78,707

1 x 1-1/4-inch $93,255 $96,050 $95,732 $97,161

1-1/2-inch $36,617 $37,826 $37,054 $37,569

2-inch $97,612 $101,998 $98,255 $98,723

3-inch $3,936 $4,094 $4,094 $4,094

4-inch $11,695 $13,100 $13,100 $13,100

$2,162,348  $2,248249  $2,240,553  $2,242,194

Volume Billed $10,354,735 $11,003,897 $11,663,679 $10,811,820

Revenues from Sales $12,517,084  $13,252,146 $13,904,231 $13,054,014
Fire Revenues

Fire Hydrants 2013 2014 2015 2016

Ridgewood $69,047 $71,119 $71,119 $71,119

Glen Rock $29,679 $30,570 $30,570 $30,570

Midland Park $19,174 $19,749 $19,749 $19,749

Wycoff $58,440 $60,194 $60,194 $60,194

Total $176,341 $181,631 $181,631 $181,631

Fire Services

Private Fire Services $58,524 $61,411 $61,411 $64,807

Flush Tank $2,796 $2,880 $2,880 $2,880

Total Fire Revenues $237,661 $245,922 $245,922 $249,318

Miscellaneous Revenues $288,510 $148,597 $377,139 $647,729

Total Revenues $13,043,255 $13,646,665 $14,527,292 $13,951,061
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The proof-of-revenues calculation presumes that all customers of record are receiving service
constantly through the period of the calculation and that they have settled their bills within the
current time period. Given the Village’s quarterly billing cycles, a significant amount of revenues
will carry forward to subsequent periods. No allowance is made for inactive services or for delays
in payment to subsequent periods or non-payment of an account. Nevertheless, the proof-of-
revenues calculation provides a stable accounting of revenues that are likely to be produced from
a given tariff design and this allows for an assessment of the tariff rates with respect to revenue

requirement and it allows for a consistent comparison of different tariff rates or tariff designs.

For completeness, the proof-of-revenues calculated revenues from sales and the total fire revenues
were compared to the audited actual revenues from sales and fire service revenues in Table S-8.
For the four years included in this study period, actual revenues collected exceeded the proof-of-

revenues estimate by only 1.4%.

Table S-8: Comparison of Actual vs. Anticipated Revenues

2013 2014 2015 2016
Proof-of-Revenues Calculation
Revenues from Sales $12,517,084 S$13,252,146 $13,904,231  $13,054,014
Fire Protection Revenues $237,661 $245,922 $245,922 $249,318

Total Anticipated Revenues $12,754,745 $13,498,068 $14,150,153  $13,303,332
from Sales

Actual Revenues $12,165,794 $14,052,964 $13,900,193  $14,351,005
Variance Above (Less Than) $588,951 $(554,896) $249,960  $(1,047,673)
Actual

Variance (%) 4.84% -3.95% 1.80% -7.30%

4. Comparison of Revenues to Revenue Requirement

A comparison of the anticipated revenues using the actual tariff rates and the actual billing
determinants to the budgeted revenue requirement is shown in Table S-9. The Village Water
Utility rates in effect in 2013 and 2014, when billed to the actual billing determinants for these

years, were designed to closely approximate the budgeted revenue requirements. The rates in
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effect for 2015 and 2016 were the same as the rates in effect in 2014. There was a slight decline in
the number of active customers between 2014 and 2015 (see Table S-5). Nevertheless, revenues
increased significantly for 2015. This illustrates the changes that can occur as a result of a volume
based tariff. 2015 was a year in which incipient drought conditions effected many New Jersey
water utilities resulting in higher than normal water use, largely for irrigation and landscape
maintenance. Increased revenues from volumetric sales account for additional revenues of
approximately $660,000. The surplus generated from additional sales is not extraordinary given
the rate structure in use and it further illustrates the need for a reasonable estimate of prospective

sales volumes in the rate setting process.

In 2016, volumetric sales dropped down to a level less than that recorded for 2014 accounting for
the drop in revenues from sales. There was a small change in Village allocated costs to the Water
Utility in 2016 of roughly $132,000, accounting for a fractional portion of the increased revenue
requirement for 2016. The Village incurred additional capital funding expenses in 2016 that
exceeded prior period capital expenses by approximately $1.3 million. In addition, the Water
Utility debt service obligations increase by approximately $1.0 million in 2016. These changes
account for nearly all of the increase in the revenue requirement from 2015. Absent the additional
capital costs incurred in 2016, one could conclude that the 2016 rates were sufficient to recover
the normal budgeted revenue requirement of the system. However, these costs cannot be ignored,

especially if they are likely to be recurring.

Table S-9: Comparison of Revenues at Actual Rates and Budgeted Revenue Requirement

2013 2014 2015 2016
Anticipated Revenues from Sales  $12,754,745  $13,498,068 $14,150,153  $13,303,332
Miscellaneous Revenues $288,510 $148,597 $377,139 $647,729
Total Revenues $13,043,255 $13,646,665 $14,527,292  S$13,951,061
Revenue Requirement $12,711,178 $12,902,860 $12,887,841  $16,939,462
Surplus (Shortage) $332,077 $743,805 $1,639,452  $(2,988,401)
Variance 2.61% 5.76% 12.72% -17.64%
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In Table S-10, we see a comparison between the annual revenues and the actual recorded expenses,
adjusted for the proper allocations. It is worthy to note that the actual performance in each of the
four years in this study produced results in which the revenue requirement based on actual
expenses was less than the amount budgeted. This resulted in surplus amounts that exceeded the
budgeted surpluses and in some cases by significant amounts. Even after considering the lower
actual revenue requirement for 2016, revenues for that year failed to recover the full revenue

requirement even though the amount was about $1.3 million less than the budget based shortfall.

Table S-10: Comparison of Revenues at Actual Rates and Actual Revenue Requirement

2013 2014 2015 2016
Anticipated Revenues $12,754,745 $13,498,068 $14,150,153  $13,303,332
from Sales
Miscellaneous Revenues $288,510 $148,597 $377,139 $647,729
Total Revenues $13,043,255 $13,646,665 $14,527,292  $13,951,061
Revenue Requirement $11,468,712  $12,518,224  $12,130,648  $15,552,447
Surplus (Shortage) $1,574,543 $1,128,441 $2,396,644  $(1,601,386)
Variance 13.73% 9.01% 19.76% -10.30%

It is our conclusion that the rates in effect in 2013, 2014 and 2015 were adequate to recover the
recalculated budgeted revenue requirement of the Water Utility. The surpluses generated in these
years are to be expected given the volumetric tariff design and typical year-over-year variations in
weather driven sales volumes. While the variance between budget and actual expenses is within
reason, the amount of the actual surpluses generated in 2013 through 2015 suggest a need for more
aggressive budgeting as would be seen in an investor-owned utility. Unfortunately, municipal
procurement rules and budgeting standards may not permit tighter budgeting to be effectively

implemented.

It is also our conclusion that rates in effect in 2016 were not adequate to fully recover either the

budgeted or actual cost of service. Looking at the four-year period in aggregate, the actual
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surpluses generated in 2013, 2014 and 2015 would have been sufficient to offset the shortfall in
2016 but this is only true if the surpluses could be accumulated and used to cover a prospective
shortfall. To the extent that surpluses are generated by a municipal utility in any single year,
standard practice dictates that these surpluses be reserved for capital improvements or for future
rate stabilization. To the extent that operating surpluses are reserved and used for capital
improvements to the system, future debt issues are avoided and customers benefit from the lower
cost of service. Rate stabilization funds are also used in the budgeting process to anticipate short-
term losses that are predictable and of short duration. This could allow a utility to mitigate a rate

increase and maintain consistent rates over a period of one or two years.

If the financial conditions that existed in 2016 are likely to continue, surpluses from the few
immediately preceding years would be consumed quickly. This is not sustainable and industry
standard practice would dictate the need for rate adjustments to maintain balance between the

anticipated revenue requirements and the projected revenues.
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APPENDIX S-A: Budgets and Actual Expenses per Books
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