Slide 7-1 Module 7: Financial Planning and Management
Introductory Slide

Slide 7-2 At the conclusion of this module . . .
Lecture: General Overview

Slide 7-3 Financial Issues

Lecture: Statement of problems related to WWTPs

€ The range of financial issues faced by utilities is expensive.

€ However, according to the EPA Gap Analysis rates will need to rise an average of 3% after
inflation for the next fifteen plus years.

€ This means that expenses can be expected to rise at more than 6% compounded annually.



Asset Management for
Wastewater Utilities

Module 7
Financial Planning
and Management

At the conclusion of this module,
you will...

* |dentify the financial issues facing utilities

» Explain why financial planning is an
integral part of asset management

» Realize the importance of having user
rates cover operating expenses

» See how financial decisions provide an
opportunity to implement an asset
management program at a facility
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Financial Issues

Utilities face major challenges to renew
aging infrastructure, securing new
sources of revenue, and addressing
growth and security concerns

The options for sustaining a utility are
becoming more expensive

7-3




Slide 7-4 Financial Issues
Guided discussion: Listing financial topics to be addressed in the module.

Ask for other problems facing the utilities or municipalities in general.

Aging assets — utilities are doing “more with less”. This leads to the utility performing
reactive and unplanned maintenance, which is more costly.

Rate increases - Customers are unaware of the costs involved in operating and maintaining
system. Customer base is older with more on fixed incomes.

Demand for services — growth of the customer base through development, dissatisfaction
with level of services provided

GASB 34 - public agencies must report asset all assets on their financial statements. Full
cost accounting of providing government services

Slide 7-5 GASB 34
Introduce GASB 34 requirements.
Guided discussion leads into details on following slide.

Slide 7-6 GASB 34
Guided discussion: Use $20,000 cost, useful life of 10 years.
Define depreciation and provide an example.

For example a pump has an estimated life of 10 years and cost $20,000.

Straight-line depreciation would involve dividing the cost by estimated life ($20,000/10) to
equal $2,000. Each year thereafter, the asset value is reduced by $2,000. The value would
be $18,000 at the end of year 1, $16,000 at the end of year 2, and so on, until the value
would be $0 at the end of year 10.

This is a “phantom” expense because no cash was actually spent.



Financial Issues

Aging assets
Resistance to rate increases

* Increasing demand for
services

GASB 34 requirements
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GASB 34

* Requires the government to report the value of
infrastructure assets in financial statements

» Goal is to report the full cost of providing
services
— includes the consumption of capital to provide the

services

» Two methods to estimate consumption costs
— Historical cost / depreciation
— Modified approach
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GASB 34

Historical cost with depreciation

* Assets are valued at their purchase price

* An estimated life is assigned and the
asset value is reduced yearly by a fixed
percentage , i.e. depreciated in a straight
line

* The depreciation costs are treated as an
operating expense
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Slide 7-7 GASB 34 — Modified Approach
Lecture: Define Modified Accounting Approach.

e The condition assessments will provide the real value of an asset.

o For example, an asset expected to last ten years, could be near the end of its useful life
using the straight-line depreciation method, but it has been maintained at a level where its
condition based life is 5 years.

e If the original cost was $10,000, after 9 years of depreciation it would be worth $1,000 vs.
approximately $5,000 under the modified method.

Slide 7-8 Modified Approach vs. Depreciation

Lecture: Compare modified and depreciation method approaches.

Utilities operations should be viewed as cash operations.

Depreciation is a non-cash expense that is added back as cash in the statement of cash flows.

Slide 7-9 Financial planning is an integral part of asset management
Lecture: Asset management depends on financial management.
Condition-based - Asset preservation revenue requirements

1. Reduce unplanned and emergency maintenance

2. Rehabilitate, repair and replace decisions

3. Capital Improvement programs
Strategies - Reduce the impact of “rate shock”



GASB 34
Modified Approach

Assets do not have to be depreciated if the
government :

* Has an AM system in place; and
» Documents that the assets are being

preserved or maintained at or above the
established condition level

The condition assessments must be conducted no

less than once every three years
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Modified Approach vs. Depreciation

Depreciation:
* Implies all assets are deteriorating
» Charges are unrelated to condition

* Is an accounting function with little use outside
of the finance department

Modified Approach:
+ Basis for full cost accounting
+ Condition-based

»  Supports projections for future financial
decision-making
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Financial Planning

* Integral part of Asset management
» Condition-based value of assets

« Basis for determining future revenue
requirements to maintain and preserve
assets

+ Defined revenue requirements allow utility
to develop strategies to obtain sources of
funds
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Slide 7-10 Developing a Financial Plan (continued)
List tasks associated with developing a financial plan.
Guided discussion: Ask students for suggestions when going through the steps.
A “funding analysis worksheet” is a tool that will reflect timelines and various financial options
available.
Task A: Compile data necessary to determine financial needs of the WWTP system and
timelines related to those needs
Task B: Review Numbers and Timelines
Discuss the possibility of generating those resources; and consensus on the feasibility of the
projected investment needs by :

¢ Town/County financial officials

e Elected officials

e Accounting / Auditing support

e Consultants
Additionally, within this task effort, the realistic viability of garnering the needed financial
resources would be determined as that may influence the next steps. Recognizing that some
communities may not be able to support the financial requirements, other options will need to be
considered.

Slide 7-10 Developing a Financial Plan — Determine Financing Strategies

Task C: Determination of financing options to meet the projected investment requirements
within the asset management plan. This would involve those individuals with financial
responsibilities and State representatives who could provide financing assistance and/or
insights. This group would work as a task force committee for the following steps.

Task D: Financial Analysis Worksheet

Create a “funding analysis worksheet” (or some other name) to reflect timelines and the various
financial options available. This process also would include discussions about the potential
impacts the options would have on the stakeholders and the community.

Task E: Finalize the Worksheet

Recommendations for financing and refinement of the “funding analysis worksheet” to reflect the
implementation of the recommended options.

Task F: Present Recommendations

Present the recommendations to decision-makers for review and commitment. This includes
final revisions to the plan and/or other strategies that may be required to meet the asset
management plan goals.

Slide 7-11 Developing a Financial Plan (continued)

List the purposes of an analysis program.

Guided discussion:

Compile data necessary to determine financial requirements of the WWTP system and related

timelines.

o O&M policy and assumptions. AM is vital here as the level of service is based on
operational efficiency

e Capital improvements may depend on the nature of the improvement and the urgency —
regulatory, functionality of the system, and other factors.

e Growth of users — Development may necessitate facility expansion.

¢ Can the utility find affordable sources of financing either grants, SRF or both?



Develop a Financial Plan

+ Compile data to determine fiscal
requirements and timelines

* Review needs and schedules with
appropriate decision makers

Developing a Financial Plan

» Determine financing strategies
+ Create a “funding analysis worksheet”

* Present to decision makers

Develop a Financial Plan

Compile data to determine financial
scenarios that examine:

* Operation and maintenance requirements

» Different levels of capital improvements

» Customer growth

* Rate policy and the ability to obtain
financing




Slide 7-12 Operation and Maintenance Requirements
Guided discussion: Discuss O & M issues.

Ask students for examples of the points on the slide.

e Unplanned and emergency repairs typically require additional personnel and resources to
be diverted from other tasks. Additionally, breakdowns often happen during times when the
employees must work overtime or on their days off.

o Assets that are run to failure typically cannot be rehabilitated or are not worth repairing.

Slide 7-13 Capital Improvement Program
Lecture: CIP Introduction

Slide 7-14 Capital Improvement Program - Planning
Guided discussion: CIP project considerations, including ranking.

Ask for examples of each type of project.

e Urgent or near term needs - will be undertaken in the first five years

e Secondary projects - for completion during the five-year CIP

e Third level - have benefits and could be included in longer range planning

o Remaining projects - have little benefit and can be completed upon further review or
availability of finances



Operation and Maintenance
Requirements

An asset management program

—Can reduce unplanned and emergency
repairs

—Increases emphasis on preventive and
predictive maintenance

—Determines which assets will be
maintained or “run to failure”

Capital Improvement Program

Examine projects on a priority basis
considering:

» Urgency

* Regulatory requirements
* Growth of customer base
* Availability of financing

Capital Improvement Program -
Planning

Rank projects according to:

» Urgent or near term needs
» Secondary projects

* Third level

* Remaining projects




Slide 7-15 User Rates
Guided discussion: Customer Growth.

Ask students for examples of growth and the effects on the financial performance of a system.
Customer Growth

+ Can influence decisions on rate and service charge increases

» Determine the service levels

Public relations campaigns may be necessary to prepare customers for increased charges

Slide 7-16 User Rate Policy
Guided discussion: User Rate Policies.

Discuss each of the strategies with the class and get their input.

Ask the questions,

e “What are some local sources of revenue?”

o “Why is the reserve important?”

e “Should only new customers pay debt service charges associated with plant or system
expansion?”

A renewal or replacement reserve of approximately three months of the annual operating
expenses should be established

Slide 7-17 Financial Planning Goals

Field questions from participants.

Discuss Financial Planning goals.

Include one-time charges and other fees such as
+ Tapping charges

+ connection fees

« Ad valorem tax



User Rates

e Customer Growth

— Can influence decisions on rate and service
charge increase

— Determine the service levels

 Public relations campaign may be
necessary to prepare customers for
increased charges

User Rates Policy
+ Additional revenue can be gained from:

« Identifying local sources revenue
* Phased rate increases
» Establish renewal and replacement reserves

* In expanded or new areas consider increased
debt service charges

Financial Planning Goals

» The goal of setting rates is for the utility to
be self-sustaining from operating revenue

* Charges and fees must pay for all
operating and maintenance expenses

» Special one-time charges and other fees
should not be used as a basis to
determine rates and user charges




Slide 7-18 Financing
General discussion: Financing Options.

Slide 7-19 Asset Management and Financial Planning

Lecture: Debt and Bond Issuance.

Municipality may issues several types of bonds. Generally, they are revenue-backed or general
obligation.

A revenue-backed bond is based on the borrower’s ability to make principal and interest
payments from the revenue generated from operations.

A general obligation (GO) bond relies on the issuer, in most cases a government entity, to make
principal and interest payments from any source of funds available.
GO bonds are not dependent solely on plant operations to generate revenue for debt service.

Slide 7-20 Financial Planning Summary

Module Summary

Lecture, question and answer.

Provide a quick review of each of the major points from this module.



Financing

Financing options
— Grants

« State and Federal agencies
» Other sources

State Revolving Fund (SRF) loans
» Other sources

— Easements from other departments
— Developer financing

Asset Management and Financial
Planning
* Ability to borrow depends on the
creditworthiness of a municipality

» A working AM system allows assets:
— to be valued properly

—used as collateral for loans or bond issuance
and

— because their condition is known, provide

confidence of the utility's ability to repay the
debt

Financial Planning Summary

» The financial plan is where the asset
management system pays off!
— All expenses associated with operating the
wastewater system must be included

— Rates and fees must be rationally derived and
properly assigned to each expense and
reviewed annually

— Total costs must be less than or equal to total
revenues




Slide 7-21 Questions
Ask for any questions on the section.



Questions




