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OFFICE OF THE
TOWN MANAGER

Town of Shrewsbury
MASSACHUSETTS 01545-5398

March 15, 2006

To:  Board of Selectmen

From: Daniel J. Morgado

Re:  Water Revenue and Water Rates
Introduction

In June of 2003, the Board of Selectmen adopted a new residential water rate structure that was
designed to be revenue neutral while at the same time create economic incentives for water
conservation for high consumption users while rewarding our low consumption users.

In 2003, the Board studied ten scenarios and adopted scenario #10 which went into effect on
June 1, 2003, which projected a 14.6% increase in revenue. The Board was concerned at the
time in light of the experience of the Town of Westborough, that the more aggressive rate
structure would reduce consumption and create a revenue shortfall. In addition, the period that
was used for modeling purposes was very dry so consumption levels studied were up from
previous years resulting in the Board erring on the side of caution.

1 have studied the resulting impact of the new rate through November of 2005 and I have the
opinion that the time has come to revisit this issue to make additional changes to affect
consumption and to now raise additional funds in order to make capital improvements to the
water system.

Contained within this memo are numerous summaries and projections of past water consumption
and revenue together with projections based on proposed ratc scenarios. We have also set forth
for the Board a program of improvements that must be pursued over the next five years to
maintain our water system 1in its best possible condition.

For the purpose of rate modeling we are using a twenty-four months period starting with the
December 2003 billing cycle and ending with the November 2005 billing cycle. The use of this
(24) month period will help smooth out the highs and lows of water consumption based upon
climatic factors:



Period Residential Consumption

Bill Cycles 2003-12 to 2004-11 644,306,471
Bill Cycles 2004-12 to 2005-11 641,233,195

As stated previous, the Board’s goals back in 2003 were three fold:
1. Reward the lower consumption water user
2. Create economic incentives for conservation aimed at the higher consumption water user
3. Stay revenue neutral

The result are as follows:

[. By virtue of the lower minimum under the current rate, low water consumers did receive
a reduction in their water bill. A comparison of the two rates is in order:

Usage July 1, 1999  June 1, 2003

Rate Rate
Minimum $24.00 $15.00
Less than 5,000 $0.00 $0.00
5,000 to 24,999 $1.80 $2.50
25,000 to 49,999 $1.80 $4.50
50,000+ $2.40 $5.50

Any bill under 17,500 gallons per quarter saw a reduction under the rate schedule
adopted in June of 2003. Of the 74,058 bills issued in the study period, 72% were either
equal to or lower than the bill would have been if the rate structure had not been
modified.

2. Conversely higher consumption customers saw their bills increase dramatically resulting
for the more aggressive tiered structure. An example of the impact upon high
consumption customers is shown in bill cycle 2005-10 which saw 55.6% of revenue
serviced from consumption above 50,000 gallons (545 gpd; 8.38 persons @ 65 gpd) for
the quarter. The following is a comparison of revenue generation of a low and high

quarter:
Detail of Revenues Per Rate Category W
(2004-03 low consumption month; 2005-10 high consumption month — Section CS)
Rate Cycle Percent of Rate Cycle Percfant
Current Rates 200403 Total 200510 of
Total
$15.00+ $15.00 0-5000 $5,580 5.4% $3,585 0.9%
$2.50 5,001-25,000 374,730 72.8% $75,354 18.0%
$4.50 25,001-50,000 317,077 16.6% 3106908  25.6%
$5.50 > 50,000 $5,354 5.2% $232,435 55.6%
$102,645 100% $418,276 100%




The new rate was slightly revenue positive for the (24) month period studied. As stated
previously, the selected Scenario #10 was modeled to an increase of 14.6%. In practice,
the cumulative revenue position varied thought the period dependent on water
consumption which varied greatly from quarter to quarter. The cumulative revenue
impact is shown below and finishes the study period at plus 7.9% which in light of the
assumptions that had to be made in 2003 and the variants that must be dealt with is quite
remarkable:

Cumulative Revenue Comparison
Between
Current (2003) and Previous Rates (1991)

Revenue Revenue
Months Current Previous Change
Rates Rates
2003-12 $110,347 $110,023 0.3%
2004-01 $290,610 $279,508 4.0%
2004-02 $420,311 $407.419 3.2%
2004-03 $522,956 $513,236 1.9%
2004-04 $665,946 $660,935 0.8%
2004-05 $775,220 §$776,546 -0.2%
2004-06 $873,195 $880,007 -0.8%
2004-07 $1,055,920  $1,049,752 0.6%
2004-08 $1,215806  $1,218,165 -0.2%

2004-09 $1,365,116  $1,348,804 1.2%
2004-10 $1,766,028  $1,620,296 9.0%
2004-11 $1,938,072  $1,794,540 8.0%
2004-12 $2,006,950  §1,953,742 5.8%
2005-01 $2,232,692  $2,114,854 5.6%
2005-02 $2,365,301  §2,244,771 5.4%
2005-03 $2,466,773  $2,349,316 5.0%
2005-04 $2,623,603  §2,505,891 4.7%
2005-05 $2,743,237  $2,628,116 4.4%
2005-06 $2,840,950  $2.731,669 4.0%
2005-07 $3,015,8560  $2,943.373 2.5%
2005-08 $3,179,775  $3,089,795 2.9%
2005-09 33,346,131  $3,228,800 3.6%
2005-10 $3,764,407  $3,507,944 7.3%
2005-11 $3,954,942 §3,666,280 7.9%

Why a Change is Necessary

The reason to study this issue 1s three fold:

l.

We are under continuing pressure by the Commonwealth of Massachusetts to reduce
average per capita demand to 65 gallons per person per day. The current rate of use is as
follows:



Year Per Capita Average Daily
Consumption
(MGD)*
2002 91 3.864
2003 81 3.505
2004 75 3.632
2005 68 3.893%*

* Permit limit is 3.650 MGD
** Large amount of unaceounted for water in 2005

While progress has been made, additional steps must be taken to ensure that the 65
gallons mandate is achieved. The laws of supply and demand state that an increase in
price will reduce consumption thus the need to look at the rate structure.

In recent years, in addition to funding projects in the Capital Budget, we have embarked
on an aggressive program of improvements to the water system such as:

—
Project Appropriation  Year

Rte 9 Water Main Replacement $ 150,000.00 2005
Water Main Replacement - Various $ 300,000.00 2005
Water Tank Study and Design $ 50,000.00 2005
Water Main Replacement - Various $ 275,000.00 2003
Well Improvements (6-1) $ 25,000.00 2003
Oak Street Booster $ 550,000.00 2003
Rte 9 Water Main Replacement $ 1,500,000.00 2003
Well Improvements (6-2) $ 30,000.00 2003
Brooks Strect Water Line $ 200,000.00 2002
Water System Design $ 75,000.00 2002
Home Farm Well Rehab $ 155,000.00 2002
Land Purchase Oak St Booster $ 75,000.00 2001
Temple Hill Water Tank $ 977,175.00 1999
Water System Y2K $ 108,000.00 1999
Total* $ 4,470,175.00

* In addition during this time the 1991 water bond was redeemed

Unfortunately, still more must be done as shown in the attached fiscal forecasts which
calls for additional improvements over the next 5 years of some $8,547,000.

Each year we generate nearly $1 Million Dollars for capital improvements.
Unfortunately the amount to be raise for improvements for the next five years is not
sufficient to meet the demand requiring either fewer projects or an increase in revenue.



The Board of Selectmen will also need to settle on a process for determining any rate
changes.

Please advise with any questions or if you require additional information.

Cc Jack Perreault
Robert Tozeski
Michael Hale
Andre Beliveau



We can also change our funding practice which is currently pay-as-you-go meaning that
we use current funds for all capital improvements. A smaller increase in rates is possible
provided funds are borrowed.

Other Sources of Revenue

1. Back in 2003, the Board choose not to alter the commercial rate out of concern the
aggressive rate structure would suppress demand and thus create a revenue deficit. By
not modify the commercial rate, a predictable “floor” was established. Table Four shows
the impact of various rates of increase on the non-residential rate.

2. Another source of revenue the Board may consider is increasing the Water Conservation
Fee (now $1,000) and establishing a Connection Fee (now $0; Sewer Connection fee is

$3,000 plus $440/bedroom).

Exhibits & Tables

I direct your attention to the attached exhibits

Exhibit/Table Explanation

Forecasts #1 to #4 Show revenue and expenses over the period of FY
2007 to FY 2011 using various revenue assumptions

Table 1 Residential Consumption Analysis

Table II Rate Scenarios increasing residential revenue by
19%, 21% and 24%

Table III Comparison of bills at various levels
Table IV Summary of Non-Residential Revenue
Table V Debt Schedule for a $3 Million Bond

Sewer Rates

At their meeting on February 14", the Sewer Commission gave tentative approval to a
rate increase of 18% for residential customers and 20% for commercial. The
Commission took this action in reaction to the potential loss of the tax levy subsidy for
the sewer option. While the loss of the subsidy will require a much larger increase, the
accumulated reserves of the Sewer Department allow for the rate increase to transition in.

Timetable

If at all possible, I wish to have the Board act on the question of water rates during the
month of April so that the new rates may be effective for water sold after May, 2006.
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Table Five
Debt Service Projection
Water Improvements Bonds

March 2006

Bond Issue: Water Improvements Term: 10 Years
Amount: $3,000,000 Interest Rate: 5.00%

Fiscal Year Principle Interest Total Remaining

Balance
2008 $300,000 $150,000 $450,000 $3,000,000
2009 $300,000 $135,000 $435,000 $2,700,000
2010 $300,000 $120,000 $420,000 $2,400,000
2011 $300,000 $105,000 $405,000 $2,100,000
2012 $300,000 $90,000 $390,000 $1,800,000
2013 $300,000 $75,000 $375,000 $1,500,000
2014 $300,000 $60,000 $360,000 $1,200,000
2015 $300,000 $45,000 $345,000 $900,000
2016 $300,000 $30,000 $330,000 $600,000
2017 $300,000 $15,000 $315,000 $300,000
$3,000,000 $825,000 $3,825,000
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