SULTAN CITY COUNCIL
AGENDA ITEM COVER SHEET

;

ITEM NO: Budget Workshop 7

DATE: | September 4, 2008

SUBJECT: Water/Sewer Debt Service Funds
CONTACT PERSON: Laura Koenig, Clerk/Deputy Finance Director
ISSUE:

The issue before the Council is to review the Water and Sewer Debt Service requirements.

SUMMARY:

The City has issued revenue bonds and secured Public Works Trust Fund loans te fund Water
and Sewer to fund system improvements. Attachment A provides detailed information on the
outstanding debt for the Water and Sewer funds.

RECOMMENDATIONS:
1. Complete the Water Rate Study
2. Stop the WWTP design at 50% and move forward with construction of the solids
handling building in 2009/2010
3. Establish the Stormwater Utility and redirect $8,600 in loan payments for the Stormwater
Study from the Sewer fund to the Stormwater fund.

Water/Sewer Revenue Bonds:

The Water/Sewer Revenue bonds are funded from current user fess. Interfund transfers from
the Water (400) and Sewer (401) operating funds are made into the Water/Sewer Revenue
Bond Fund (403). The bond ordinance has a 125% coverage factor requirement. This means
that 125% of the annual debt service must be available in the funds to meet the bond coverage
requirements. The 2009 payments due are $126,755 (126,755 X 125% = $158,444)

The following details the of the fund for 2009:

2008 Ending Fund Balance $ 34,345
2009 Budgeted Transfers $100,000 (50% Water and 50% Sewer operating
from operating funds funds)
Budgeted Investment Interest $_ 1,500
Total Income $135,845
Bond Payments $126.755
Ending Fund Balance $ 9,000
ANALYSIS

There is not an issue with making the bond payments for the Water/Sewer Revenue Bonds.

Water Debt Service:

The Water Department has outstanding Public Works Trust Fund loans for the Reservoir and for
the Everett Waterline connection. The 2009 debt service payments total $151,151. The source
of payment for these loans is the reserve funds and new connections. The monthly payment
made by current customers does not include any debt service payments.




2008 Ending Fund Balance $§ 9694
Budget Transfer form Water Fund $ 152,000
Anticipated Connections Revenue $ 0
Less Bond Payments $(151,151)
Fund Reserves $ 10,543

The 2008 budget does not anticipate Water System connection fees.

The City has pledged the assets of the Water Department as collateral for the loans. If the
anticipated connection charges are not received, the funds to make the loan payments must be
transferred from either the operating fund (Water 400) or the CR Utility fund (405). This will
have an impact on budgeted expenditures for fund 400 and 405.

ANALYSIS

The problem continues in 2009-2010 and beyond to 2020. The City is obligated to pay the debt
service. The average amount due each year is $150,000. Based on the analysis for 2008,
there will be a small reserve balance in the fund at the end of the year. For 2000, at the current
connection rate, the City will need at least 29 new connections if 100% of the connection fee is
allocated to debt service. If the City continues with the 60/40 split between debt service and

capital, the City will need at least 48 new connections in 2009 to meet debt service
requirements.

The completion of the Water Rate study is crucial as there is nothing factored into the monthly
base rate paid by existing customers to make debt service payments on the reservoir and
Everett Waterline. These projects benefited existing customers and potential new customers.

Sewer Debt Service:

The Sewer Department has outstanding Public Works Trust Fund and Ecology loans for the
Wastewater Treatment Plant, Stormwater plan and I&! Reduction projects. The 2009 debt
service payment is estimated to be $378,185. The source of payment for these loans is reserve
funds, new service connections and monthly utility payments from current customers. The
monthly contribution to debt service made by current customers is $15 per unit,

2008 Ending Fund Balance $ 2,000
Anticipated Connections Revenue $ 0
Current Customer Contributicns $ 375,000
Less Bond Payments $(378,185)
Funding Short fall $( 1,185)

The City has pledged the assets of the Sewer Department as collateral for the loans. If the
budgeted revenues are not received, funds from the operating and reserve funds will be needed
to make the loan payments. The Sewer Department is paying the debt service for the
Stormwater plan and for the 1&I reduction project.

The current customers will pay $203,100 of the required revenues and the batance will need fo
be budgeted from the CR Utility fund or the Sewer Operating Fund.

Stormwater

' $13 per month per customer account is dedicated to debt service ($203,100 annually).




It was anticipated that the Stormwater Utility would contribute to the $8.,600 that are directly
related to stormwater management. This contribution becomes more crucial in future years as
the cost to fund payments for the upgrade to the Sewer Plant increases.

ANALYSIS

The probiem continues in 2009 and beyond. The outstanding debt service has an average
annual payment of $450,000. The current contribution from existing customers is $203,100.
Based on the analysis for 2008, there will be no reserve funds to carry forward. It is anticipated
that 36 new connections will be need in 2009 to meet debt service requirements if the City
continues with the 60/40 split for connection charges. The City will need 22 new connections in
2009 if 100% of the connection charge is allocated to debt service.

RECOMMENDATIONS
Water;
1. Complete the rate study and consider contributions for debt service from current
customers.

Sewer:

1. Stop the WWTP design at 50%. Complete the design for the solids handling building
and apply for a PWTF loan for construction. Construct the solids handling building in
2009/2010.

2. Establish the Stormwater Utility and reassign the $8,600 debt service payments
(Stormwater plan) from the Sewer fund to the Stormwater Utility fund.
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