Board of Selectmen

MeetingAgenda
The Provincetown Board of Selectmen will hold a public meeting on Monday, August 21,
2017 at 5:00 p.m., in the Judge Welsh Meeting Room, Town Hall, 260 Commercial Street,
Provincetown, MA 02657
1. Joint meeting with the Water and Sewer Board – Water Enterprise pro-forma.
2. Joint meeting with the Water and Sewer Board – Wastewater Enterprise pro-forma.

Approved: 8/16/17
Posted by the Acting Town Clerk: www.provincetown-ma.gov, 8/16/17 3:20 pm dv

Town Manager

Memo
To:

Board of Selectmen

From:

David B. Panagore

Date:

August 21, 2017

Re:

Financial Review and Rate Study

WATER ENTERPRISE FUND
It has been five years since a comprehensive financial review and forecast has been undertaken and
this is the first time that the Town has undertaken a formal 10-year forecast for the Water Enterprise
Fund. The accompanying financial review and forecast shows that we will be out of retained earnings
very soon if we do nothing.
With the exception of the introduction of a Basic Service Charge in 2009 to cover the Water System’s
administrative costs at that time, there has not been a Flow Rate increase since 2003. During this time
period, operating expenses have increased with inflation, as is the case for other water systems, while
user consumption and revenues have been generally flat, resulting in operating shortfalls for the past
several years. The gap between expenses and revenues is forecast to widen over the next 10 years.
The Town has also incurred debt over the past decade for water quality improvements, an additional
water supply well field, and the very successful conservation and unaccounted for water management
programs.
Our financial situation is that we are rapidly drawing down our available Retained Earnings and will
deplete them by FY 2021. The reasons are: (1) flat revenues, (2) increasing operating expenses, and
(3) the debt that we have and will need to incur as is laid out in the accompanying presentation.
We are ready to present several options for addressing this challenge.

WASTEWATER ENTERPRISE FUND
It has also been five years since a comprehensive financial review and forecast has been undertaken
for the Wastewater Enterprise Fund and this is also the first time that the Town has undertaken a
formal 10-year forecast. The accompanying financial review and forecast shows that we will be out of
retained earnings very soon if we do nothing.

Since the Town reduced user charges by 25% in 2008, operating expenses have exceeded operating
revenues each year and the gap is forecast to widen over the next 10 years as expenses continue to
increase with inflation while revenues can only increase marginally because our Treatment Plant is
near its MassDEP permitted capacity. Although the betterments for each phase were determined
when issued so that capital revenues would cover the debt payments associated with the construction
costs, when the capital revenues have exceeded debt payments in past years, these capital surpluses
have been used to cover operating shortfalls and, therefore, we will not have sufficient Retained
Earnings to cover all of the future debt payments.
Our financial situation is that we are rapidly drawing down our available Retained Earnings and will
deplete them by FY2025. The reasons are: (1) operating expenses have exceeded revenues since
the 2008 rate reduction, (2) the operating shortfall gap will continue to widen, and (3) we have drawn
from both pre-paid betterment reserves and Retained Earnings to cover the operating losses as laid
out in the accompanying presentation.
We are ready to present several options for addressing this challenge.
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Provincetown Board of Selectmen
AGENDA ACTION REQUEST

Monday, August 21, 2017
Water Enterprise Pro-Forma
Joint Meeting with Water and Sewer Board
Requested by: Town Manager David B. Panagore

Action Sought: Discussion

Proposed Motion(s)
Discussion Dependent/Votes May Occur

Additional Information
See attachments

Board Action
Motion

Second

In favor

Opposed

Disposition

________________________________________________________________________

WATER ENTERPRISE FUND
FINANCIAL REVIEW AND RATE STUDY
1.

Key Financial Issues for the Water Enterprise Fund
How did we get to this point?
Capital Improvements and Capital Improvement Plan
7‐Year Enterprise Fund Activity

2.

Water Enterprise Fund Financial Review
Baseline Scenario
Water Enterprise Fund Policy Guidelines
Water Enterprise Fund Financial Issues

3.

Recommended Solutions for These Financial Issues
Rate change information from other towns
Summary of why a Rate Increase is needed now

4.

Fixing the Problem
Basic Service Charge Adjustment
Flow Rate Increase Scenarios

5.

Rate Change Public Information Timeline
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1.

KEY FINANCIAL ISSUES FOR THE WATER ENTERPRISE FUND

1.

Because we still have $1. 3 million of Undesignated Retained Earnings at June 30, 2017 once the books are closed, we are able to
be proactive.

2.

We have used Retained Earnings to cover operating revenue shortfalls in FY2015 thru FY2017 as shown on page 10 in the bar
chart from the 7‐year activity report.

3.

We are forecasting increasing shortfalls every year from FY2019 thru FY2028, the 10‐year time frame for the Proforma, as shown
in the graph of revenues versus expenses on page 15.

4.

After taking into account the funds that currently are or are forecast to be in the Capital and Operating Reserves, we currently
have enough Undesignated Retained Earnings to balance the budget thru FY2020 and these Retained Earnings will be depleted in
FY2021.

5.

When these Retained earnings are depleted, any forecast shortfalls could only be met in the future with increased operating
revenues or General Fund transfers.

6.

We are recommending that the Basic Service Charge for administrative costs and the Flow Rates for water use should be increased
starting in FY2019 to avoid larger rate increases in the future to cover the forecast shortfalls.
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HOW DID WE GET TO THIS POINT?
FINANCIAL REVIEWS
2012 Water Enterprise Fund Financial Review Report:
•

The review stated that the WEF will be challenged in future years because it is adding costs and improvements without a
corresponding increase in new customers and revenues.

Quotes from the 2012 Written WEF Financial Review Report to the Board of Selectmen:
“The water enterprise fund will be challenged in future years; it is adding costs (redundant water supply, water quality improvements,
and programs to reduce leaks) without a corresponding increase in new customers and thus new revenues. Thus it is adding costs but no
new revenue sources.
“FY2014‐FY2016 is when the major impact of water debt service to finance the USDA and other financing plans will occur. The water fund
may need to draw from the Retained Earnings fund balance account that the water fund has been able to increase over the past few years.
The forecast “incorporates the impact of the capital improvement program to plan for capital replacements. The water enterprise fund has
begun to establish a $30,000 contribution to the capital and operating reserves beginning in FY2013.
“FY2013 and subsequent years include increased indirect costs”.

Follow Up to the 2012 WEF Financial Review Report:
•

Since the 2012 WEF Report to the Board, we have drawn down the Retained Earnings as forecast in this Report.

2017 Water Enterprise Fund Financial Review Report:
•

It has been 5 years since a comprehensive financial review with a 5+ year forecast has been completed.

•

This Financial Review may help to address the FY2018 Town‐Wide Policy Goal #9 – Fiscal 1, Task a – “to assess the financial
health of the Water System and to take corrective action as needed”, as well as Goal #11 – Infrastructure, Task f, “to maintain
unaccounted for water by one‐half and work towards an eventual goal of achieving 10% or less UAW.”
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HOW DID WE GET TO THIS POINT?
CHANGES TO WATER RATES, BASIC SERVICE CHARGE, AND FEES
2003 Changes
•

In 2002, the Peak period was changed to 8 months (mid‐March thru mid‐November) and the Off‐Peak to 4 months

•

In 2003, the Peak and Off‐Peak Water Rates were increased and the fees for turn on/turn off, meter testing, flow tests, mark‐outs,
and leak detection were adjusted. All other existing fees remained unchanged.

2009 Changes
•

In February 2009, the two billing periods were changed back to 6 months each (Peak mid‐April thru mid‐October)

•

In March 2009, the Basic Service Charge was introduced and the Minimum Charge for the 0‐15,000 gallon category was replaced
with a per thousand gallon Water Rate. No other changes to the 2003 Water Rates were made at this time.

•

There has not been an increase in the Basic Service Charge since 2009 and no increase for most of the Rates since 2003.

Basic Service Charge Fees Since 2009
Meter Size
5/8”
3/4”
1”
1‐1/2”
2”

Fee per billing period

$ 66.00
$ 72.60
$ 92.40
$ 118.80
$ 191.40

2015 Changes
•

The schedule for tap fees and backflow test fees was adjusted; no other changes were made.
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HOW DID WE GET TO THIS POINT?
WATER RATES HISTORY
Billing Period

Usage Category

2009 Water Rates

2003 Water Rates

Pre‐2003 Water Rates

Pre‐2003 Categories

0 to 15,000 gallons
16,000 to 40,000
41,000 to 100,000
Over 100,000 gallons

$5.00 for each 1,000
$7.50 per add’l 1,000
$12.00 add’l 1,000
$16.00 add’l 1,000

$50.00 Minimum
$7.50 per add’l 1,000
$12.00 add’l 1,000
$16.00 add’l 1,000

$32.50 Minimum
$6.00 per add’l 1,000
$8.00 per add’l 1,000
$10.00 add’l 1,000

0 to 22,000 gallons
23,000 to 40,000

0 to 15,000 gallons
16,000 to 40,000
41,000 to 100,000
Over 100,000 gallons

$3.00 for each 1,000
$5.00 per add’l 1,000
$7.00 per add’l 1,000
$9.00 per add’l 1,000

$50.00 Minimum
$5.00 per add’l 1,000
$7.00 per add’l 1,000
$9.00 per add’l 1,000

$32.50 Minimum
$4.00 per add’l 1,000
$5.00 per add’l 1,000
$6.00 per add’l 1,000

0 to 17,000 gallons
18,000 to 40,000

Peak Period

Off‐Peak Period

Other than the replacement of the Minimum Charge with a per gallon charge for the first 15,000 gallons of use
and introduction of the Basic Service Charge in 2009, there have been no increases in water rates since 2003.
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WATER ENTERPRISE FUND
CAPITAL IMPROVEMENTS
Capital Improvements – Water Quality and Transmission Improvements and Water Supply Development
•

The Town invested ~$14 million in capital improvements from 2010 to 2013 with the assistance of three major Grants:
$7,364,000 from a USDA “Stimulus Grant” and $750,638 and $635,000 from two MCDBG Grants.
Water Quality Improvements Program
Knowles Crossing Water Treatment Plant Construction
Winslow 1 and Mt. Gilboa Storage Tank Projects and Leak Inspection and Correction Program
North Union Field Water Supply Land Acquisition and Development
Raw Water Main Transmission from South Hollow to Knowles Crossing
Truro Vineyards and Beach Point Water Main Replacement

Capital Improvements – Water Main Replacement, Leak Management and System Maintenance Programs
•

Phase I Commercial Street Water Main Replacement (2011) ‐ $850,000 WEF Funding Authorization
Phase II Commercial Street Water Main Replacement (2013) – $850,000 WEF Funding Authorization
Phase III Commercial Street water Main Replacement (2016) ‐ $700,000 WEF Authorization



Water System Management Study Update / Water System Atlas Update (2017) ‐ $100,000 WEF Authorization
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PLANNED MAJOR IMPROVEMENTS
CAPITAL IMPROVEMENT PLAN
10‐Year Capital Improvement Plan (CIP)
•

The Town has a 125 year old water system that needs regular capital replacement and repair like any similar water system. We
have spent considerable grant and water user funds in recent years on treatment and water supply and it is now time to focus on
the distribution system.

•

The proposed CIP is the most comprehensive 10‐year Plan that has ever been prepared for the water system. This 10 year capital
improvement program (CIP) will ensure that required maintenance occurs, leaks and unaccounted for water are properly
managed, conservation efforts will occur, and that the Town will continue to have a water system operation that meets best
management practices.

•

The 10‐year CIP includes replacement of water mains including the Shank Painter Road water main, replacing pumps and
treatment equipment, maintaining the storage tanks, SCADA system upgrades, and redeveloping wells at South Hollow and
Knowles Crossing.

•

The increasing amount of new debt associated with the 10‐year CIP will be largely offset by the decreasing amount of existing debt
payments from FY2019 thru FY2028, resulting in ~1.25% average increase in Total Debt over the 10 year period, in line with
what would be expected given the capital needs of the water system and the comprehensive engineered capital plan that has been
developed.

•

The Dept. of Public Works has prepared an alternative plan as a back up should it be found to be necessary to hold Total Debt
payments nearly constant at ~$800,000 a year through FY2028. This alternative plan would involve aggressively seeking grants to
cover some of the planned improvements, and if grant funds are not sufficient, then deferring one or more of the planned
improvements to the next 5‐year plan.

•

This alternative plan assumes that only ~80% of the $8.5 million 10‐year CIP program will need to be funded from the Water
Enterprise Fund.
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WATER ENTERPRISE FUND 7‐YEAR ACTIVITY REPORT

MUNIS System Information for FY2011 thru FY2017

•

Operating results report revenues from water usage fees, water liens added to tax, service fees, penalties and interest, cell
tower rent and investment interest.

•

Capital projects funded with borrowing report revenue from bond and grants proceeds and capital outlay expenditures.



Operating results report deficits for three of the past seven years. The increase in revenue from FY16 to FY17 is predominately
due to increases in usage fees of $42,000, service fees of $21,000 and cell tower rent of $24,000.




Capital projects funded by bonding results vary from year to year due to project length, if grants are received and when the
project is permanently bonded.




The 7‐Year Activity Report table is shown on page 9 and the Water Enterprise Fund operating surpluses and deficits on
page10.

Provincetown Dept. of Public Works – August 21st, 2017 Joint Board Meeting Presentation

8

WATER ENTERPRISE FUND 7‐YEAR ACTIVITY REPORT
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WEF Operating Surplus (Deficit)
FY11

FY12

FY13

FY14

FY15

FY16

FY17

$500,000

$400,000

$397,630

$300,000

$200,000
$133,498
$100,000

$96,846

$77,895

$‐
$(18,969)
$(100,000)

$(65,502)
$(93,888)

$(200,000)
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2.

WATER ENTERPRISE FUND FINANCIAL REVIEW
POLICY GUIDELINES

1.

Operating and Capital Reserves need to be fully funded consistent with best practices for water systems.

2.

The CIP needs to be fully funded so as to maintain a good water system operation consistent with best practices.

3.

The Basic Service Charge needs to cover the administrative, metering and billing costs of the water system.

4.

The Flow Rates, which are the Water System’s User Fees, need to cover all Operating and Capital expenses for the Water System.

5.

State requirements dictate that the water system must be sized to handle the peak period water withdrawal demands.
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WATER ENTERPRISE FUND FINANCIAL REVIEW
BASELINE SCENARIO
Assumptions


The baseline scenario is the “do nothing” scenario for the 10‐years of the Proforma: FY2019 thru FY2028.



Revenues are projected without rate increases.



Expenditures are projected based on contractual and payroll increases, debt schedules, and inflation.

•

The Capital Reserve is funded at $210,000 at the end of FY2017 ($60,000 above the target set by the Dept. of Public Works) with
Town Meeting budget votes for FY2014, FY2015 and FY2017.

•

The Operating Reserve is funded at $60,000 with Town Meeting budget votes for FY 2013 and FY2014 and is to be funded by the
end of FY2028 at $300,000 or 10% of the projected FY2028 Budget. These Reserves represent 12% of the operating budget.

•

The Undesignated Retained Earnings balance is $1.3 million at June 30th, 2017.

Baseline Scenario Results


The baseline or “do nothing” scenario shows that in all but one year, the Water Enterprise Fund will have increasing shortfalls in
each year of the 10‐year Proforma period ranging from $335,000 in FY2019 to $686,000 in FY2028.

•

Under the Baseline scenario, the Undesignated Retained Earnings will go from $1.3 million to (‐$456,000) in four years and will be
fully depleted in FY2021.

•

Under the baseline and “do nothing scenario”, the Undesignated Retained Earnings shortfall will be $4.6 million in FY2028.

•

The Baseline Water Enterprise Fund Projections for FY2018 thru FY2028 are shown in the table on page 13.
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FY 2017
Prel Close
2,383,800
2,402,771
-18,970

Total Revenues
Total Expenses
Surplus (Deficit)
Undesignated retained Earnings:
Beginning Balance
FB Reserve for Expenditures
Transfer to Reserves
Profit (Loss)
Funded by Retained Earnings
Ending Undesignated RE
Undesignated RE as a % of Budget

802,250
488,575
0
-18,970
0
1,271,854
52.9%

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma
2,606,462 2,276,636 2,278,114 2,279,474 2,282,606 2,286,007 2,289,476 2,293,014 2,296,624 2,300,305 2,304,060
2,772,102 2,612,009 2,649,944 2,766,143 2,751,295 2,780,476 2,854,768 2,888,412 2,915,713 2,975,004 2,990,093
-165,640 -335,373 -371,830 -486,669 -468,689 -494,469 -565,292 -595,398 -619,089 -674,699 -686,033

1,271,854
0
-150,000
-165,640
-188,575
767,639
27.7%

767,639
0
-10,000
-335,373
0
422,266
16.2%

422,266
0
-10,000
-371,830
0
40,436
1.5%

40,436
0
-10,000
-486,669
0
-456,233
-16.5%

-456,233 -934,922 -1,439,392 -2,014,683 -2,620,081 -3,249,170 -3,933,869
0
0
0
0
0
0
0
-10,000
-10,000
-10,000
-10,000
-10,000
-10,000
0
-468,689 -494,469 -565,292 -595,398 -619,089 -674,699 -686,033
0
0
0
0
0
0
0
-934,922 -1,439,392 -2,014,683 -2,620,081 -3,249,170 -3,933,869 -4,619,902
-34.0%
-51.8%
-70.6%
-90.7%
-111.4%
-132.2%
-154.5%

•

Projections for FY2017 have revenues slightly lower than, but close to, expenses. For some reason or another, the debt amounts
were higher than budgeted.

•

The projected deficit in FY2018 is mostly due to debt amounts that are higher than the amounts budgeted. Principal payments
total $499,474 when they were budgeted to be $458,674 and interest payments total $288,344 when they were budgeted to be
$159,329.
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WATER ENTERPRISE FUND FINANCIAL ISSUES ‐ EXPENSES
Operating expenses
•

The operating expenses have continued to increase generally with the rate of inflation over the past 10 years while the
water rates have remained the same over this decade.

•

Water consumption has been flat or declining over the past 10 years and unaccounted for water shows an overall decline
for this time period. The user fees forecast for FY2018 are about the same as they were in FY2011, with some increases
and decreases for the in‐between years.

•

Forecast operating expenses are consistent with the best practices of other municipal water systems.

•

The graph on page 15 shows the widening gap between water revenues and expenses and the bar chart on page 16 shows
the trend line for the different expense categories. Personnel and Indirect expenses increase ~2% per year, other
operating expenses ~1% a year, and debt increases ~1.25% per year on average.

•

With flat to declining billings, operating expenses increasing with inflation, and retained earnings being rapidly depleted
between now and FY 2022, if we are to have a financially viable system and avoid having the General Fund subsidize the
system, there is no choice but to consider a rate increase.

Capital expenses
•

State regulations have required major capital upgrades during the past 5 years to meet MassDEP permit conditions
resulting in additional debt service with no offsetting increases in water use or user fees.

•

The bar chart on page 17 and the graph on page 18 show the positive results of the investments that have been made in
conservation and in unaccounted for water management.

•

In the future, the planned capital improvement program (CIP) will ensure that required maintenance occurs, leaks and
unaccounted for water are properly managed, conservation continues to occur, and that the Town will continue to have a
water system operation that meets best management practices.
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Baseline Scenario Projected Water System
Revenue and Expenses
$3,200,000

$3,000,000

$2,800,000

$2,600,000

Revenues
Expenses

$2,400,000

$2,200,000

$2,000,000
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Water Enterprise Fund
Trend of Total Expenses
$3,500,000

$3,000,000

$2,500,000

$2,000,000
Debt Expenses
$1,500,000

Non‐Debt Operating
Expenses
Total Personnel &
Indirect Costs

$1,000,000

$500,000

$‐
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WATER ENTERPRISE FUND FINANCIAL ISSUES ‐ RESERVES AND USER RATES
Reserves
•

Capital and operating reserves as well as the Capital Improvement Plan need to be funded consistent with best practices
for municipal water systems.

•

The target amounts are $150,000 for capital reserves, $300,000 or 10% of the FY2028 budget for operating reserves, and a
combined reserve total of about $450,000. Since Town Meeting has already voted transfers that bring the capital reserves
to $210,000, the Proforma target has been increased to $210,000 for capital reserves and $300,000 for operating reserves,
and a combined reserve total of about $510,000.

•

The sum of both Reserved and Undesignated Retained Earnings is forecast to be reduced to close to this target reserve
amount at the end of FY2020 and should be maintained at this level or higher thereafter.

User rates
•

The user rates need to be increased as soon as possible to ensure that revenues will cover annual operating expenses in
the future and that the Water Enterprise Fund will have the retained earnings needed to fund the reserves and the debt
obligations.

•

Increasing the user rates as soon as possible will minimize the annual rate increase compared to waiting until Retained
Earnings are depleted and much higher annual or one‐time rate increases would be required.

•

The Water System user rates include a Basic Service Charge that covers the administrative, metering and billing costs of
the system plus the Flow Rates that cover all of the operating expenses including the debt payments.
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3.

RECOMMENDED SOLUTIONS FOR THESE FINANCIAL ISSUES

Basic Service Charge
•

The Basic Service Charge needs to be increased by about 10% one‐time for FY2019.

•

The Basic Service Charge should be reviewed every 5 years to ensure that it will cover the administrative, metering and
billing costs of the water system.

Flow Rates
•

The proposed Flow Rates can ensure that revenues will cover annual operating expenses in the future

•

The proposed Flow Rates can ensure that the Water Enterprise Fund will have the Retained Earnings needed to fund the
reserves and the debt obligations.

Quarterly billings
•

The Town should consider implementing quarterly billings to improve cash flow and align with best practices.

•

The new billing periods that are proposed are: May 1st thru July 31st and August 1st thru October 31st for the two peak use
billing periods, and November 1st thru January 31st and February 1st thru April 30th for the two off‐peak use billing
periods.
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COMPARISON OF AVERAGE RESIDENTIAL WATER BILL WITH OTHER CAPE TOWNS
•

The Bar Chart on page 22 shows the average residential water bill for Provincetown compared to other Cape Cod towns.

•

The water bill data is from a 2017 state‐wide study done for the State by the engineering firm TIghe and Bond.

•

For all of the Cape Cod towns including Provincetown, Tighe and Bond used a standard state‐wide annual residential consumption
of 90,000 gallons of water. This usage number is certainly not representative of Provincetown’s water consumption and it is
probably not representative of the usage for some other Cape towns, but it is the only data set that we have for these towns.

•

Provincetown’s use is much less than 90,000. The second bar for Provincetown shows the average actual residential consumption
of 24,750 gallons for the peak and 12,750 for the off‐peak use billing periods, for a total of about 37,500 gallons.

•

This much lower than the state‐wide average number for Provincetown reflects the results of the water conservation program
that the Town has.

•

Provincetown’s average annual residential water bill reflects operating expenses and a cost structure that is in line with other
communities in terms of operating expenses and best practices.

•

Provincetown’s water bills also reflect the reality that we do not enjoy the same economies of scale as some of the other Cape
communities and we have an infrastructure that must be sized for the summer season even though usage is much less during the
off‐peak period.

•

In addition, the excellent conservation program the Town has implemented means that we have fixed costs that must be spread
over fewer billed gallons of water use than in the past, which can mean that we will need to have higher per gallon rates.

•

State‐wide, some municipalities implement fairly large one‐time rate changes when they are needed while other municipalities
raise their rates regularly and gradually, either every year or every couple of years. For example, when you compare the Tighe and
Bond data for Falmouth for 2012 and 2014, there is a ~40% decrease in their water rates during this period to offset a 50%
increase in their sewer rates. For Barnstable the increases from 2012 thru 2017 average about 4% for water and about the rate of
inflation for their sewer rates. Wellfleet has increased their water rates on average about 1.5% a year over this 5‐year period.
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Comparison of Average Annual Residential Water Bill
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Tighe & Bond Study Using State‐Wide Average Consumption of 90,000 Gals.
Average Annual Residential Consumption

*Bourne data not available.
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SUMMARY OF WHY A RATE INCREASE IS PROPOSED NOW
1.

We have been funding operating shortfalls by depleting our Retained Earnings.

2.

We are forecasting an operating shortfall for FY2019 and additional operating shortfalls for each year in the future because
expenses are increasing but revenues are not.

3.

Without a rate increase or other additional revenue, the Water Enterprise Fund will deplete all of its Undesignated Retained
Earnings during FY2021 and then will incur increasing deficits each year thereafter.

4.

A rate increase is needed to ensure that we will have the necessary capital and operating reserves for the future needs of the
Water System.

5.

With a rate increase, the Town can avoid having to use subsidies from the General Fund for future shortfalls.

6.

Increasing the Basic Service Charge and the Flow Rates starting in FY2019 can avoid larger increases in the future to cover the
shortfalls.
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4.

FIXING THE PROBLEM

Assumptions
•

There are only two revenue sources for the Water Enterprise Fund

•

The Basic Service Charge needs to cover the Administrative Costs

•

The Flow Rates need to cover the Operating and Capital Costs

Basic Service Charge – the Problem and the Solution
•

The graph on page 25 shows the Basic Service Charge revenue compared to the Administrative Costs

•

The Basic Service Charge was introduced in FY2009 and since FY2012 costs have exceeded revenues.

•

The Basic Service Charge needs to be increased by about 10% one‐time in FY2019 as shown in the table on page 25

•

The Basic Service Charge should be reviewed every 5 years to ensure that it will cover the administrative, metering and billing
costs of the water system.

Flow Rates – the Problem and the Solution
•

The Flow Rates need to be increased as soon as possible to ensure that revenues will cover annual operating expenses in the
future and that the Water Enterprise Fund will have the retained earnings needed to fund the reserves and the debt obligations.

•

The Rate Study has reviewed 12 scenarios for Flow Rate increases that can meet this objective, including one‐time increases,
increases spread over 7 or 10 years, and different assumptions for apportioning the increases between peak and off‐peak billing
periods.
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Water Enterprise Fund
Comparison of Basic Service Charge Revenue
with Administrative Costs
580,000

570,000

560,000

550,000
Basic Charge

540,000

Expenses

530,000

520,000

510,000

Provincetown Dept. of Public Works – August 21st, 2017 Joint Board Meeting Presentation

25

PROPOSED BASIC SERVICE CHARGE ADJUSTMENT
Meter Size
5/8”
3/4”
1”
1‐1/2”
2”

Current FY2018 Fee
per billing period

$ 66.00
$ 72.60
$ 92.40
$ 118.80
$ 191.40

Proposed FY2019
Fee per billing period

$ 72.30
$ 79.50
$101.20
$130.10
$209.60
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FLOW RATE INCREASE SCENARIOS
ASSUMPTIONS FOR TWO DETAILED USER ANALYSIS SCENARIOS
Detailed user analysis for two Scenarios (Scenario 1 and Scenario 2 – see tables on pages 29 & 30):
Scenario 1: Equal flow rate increase for both peak and off‐peak billing periods
•

4.4% increase each year for both billing periods for 10 years from FY2019 thru FY2028

Scenario 2: 100% of flow rate increase for the peak use billing period and no increase for the off‐peak billing period
•

5.1% increase each year for only the peak billing period for 10 years from FY2019 thru FY2028

Billing period flow assumption shown for four user categories or large users:
1.

Average residential user – 5/8” meter assumed for basic service charge

2.

Average commercial user – 1” meter assumed for basic service charge

3.

Largest user ‐ Harbor Hotel in the Peak Use Billing Period and Seashore Point in the Off‐Peak period– 2” meter

4.

2nd Largest user – Lobster Pot in the Peak period and Sandcastle in the Off‐Peak period – 2” meter

User charges shown for 3 time periods for the four user categories:
1.

FY2018 – User charge based on existing rate

2.

FY2019 – User charge for the 1st year of the 10 year rate increase

3.

FY2028 – User charge for 10th year of rate increase scenario
Note that all costs are in inflated dollars

Provincetown Dept. of Public Works – August 21st, 2017 Joint Board Meeting Presentation

27

FLOW RATE INCREASE SCENARIOS
ASSUMPTIONS FOR TEN ADDITIONAL SCENARIOS FOR AVERAGE RESIDENTIAL USERS
Estimated billing increase for average residential users for 12 scenarios:
Three billling period scenarios for how the interest rate increase is apportioned between the peak and the off‐peak billing periods
•

Equal for peak and off‐peak, increase only for peak period, and peak period increase 2 times the off‐peak increase

Three time period scenarios in combination with the above billing period scenarios
•

Each year for 10‐years from FY2019 thru FY2028, one time in FY2019, and each year for 7‐years FY2022 thru FY2028

•

FY2022 is the year when the Retained Earnings will be depleted

A reduced CIP program scenario in combination with the three billing period scenarios
•

Assumes flat Total Debt expenses from FY2019 thru FY2028 by reducing the CIP program to 80% of the 10‐year CIP Plan

Scenario 1 & 2 User Analysis in tables on pages 29 & 30; 12 scenarios for average residential user on pages 31 & 32
Equal increase both periods

Increase peak period only

Peak increase 2X off‐peak rate

DETAILED USER ANALYSIS

DETAILED USER ANALYSIS

AVG. RESIDENTIAL USER

For Scenario 1

For Scenario 2

One‐time Increase F2019

AVG. RESIDENTIAL USER

AVG. RESIDENTIAL USER

AVG. RESIDENTIAL USER

Each year FY2022 – FY2028

AVG. RESIDENTIAL USER

AVG. RESIDENTIAL USER

AVG. RESIDENTIAL USER

80% CIP Example for
Each year FY19‐FY28

AVG. RESIDENTIAL USER

AVG. RESIDENTIAL USER

AVG. RESIDENTIAL USER

Each year FY2019 – FY2028
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SCENARIO 1 – Equal Flow Rate Increase for Both Billing Periods
4.4% Rate Increase each year FY2019 thru FY2028
The forecast User Charge increases for FY2019 include proposed increase in the Basic Service Charge as well as the Flow Rate

PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

24,750 gallons

$214.12

$226.93

$300.02

Average Commercial

107,984 gallons

$1,176.24

$1,260.23

$1,808.07

Largest User

2,080,000 gallons

$32,853.90

$34,307.51

$50,424.48

2nd Largest User

1,170,000 gallons

$18,293.90

$19,107.64

$28,040.14

OFF‐PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

12,705 gallons

$104.11

$112.09

$130.90

Average Commercial

34,938 gallons

$210.69

$252.25

$323.64

Largest User

1,082,000 gallons

$9,619.40

$10,051.93

$14,704.08

2nd Largest User

1,050,000 gallons

$9,331.40

$9,751.27

$14,261.31
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SCENARIO 2 – 100% of Flow Rate Increase for Peak Use Billing Period
5.1% Rate Increase each year FY2019 thru FY2028
The forecast User Charge increases for FY2019 include proposed increase in the Basic Service Charge as well as the Flow Rate

PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

24,750 gallons

$214.12

$227.97

$315.70

Average Commercial

107,984 gallons

$1,176.24

$1,267.97

$1,925.56

Largest User

2,080,000 gallons

$32,853.90

$34,534.73

$53,880.97

2nd Largest User

1,170,000 gallons

$18,293.90

$19,233.34

$29,955.82

OFF‐PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

12,705 gallons

$104.11

$110.41

$110.41

Average Commercial

34,938 gallons

$210.69

$245.89

$245.89

Largest User

1,082,000 gallons

$9,619.40

$9,637.60

$9,637.60

2nd Largest User

1,050,000 gallons

$9,331.40

$9,349.60

$9,349.60
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Estimated Increase FY2018 to FY2019 for Average Residential User for Nine of the Scenarios

Equal Increase Peak
& Off‐Peak periods

SCENARIO 1
Each year FY19‐28

Increase Peak
period billing only

One‐time increase
FY19
Each year FY19‐28
80% of CIP Plan
SCENARIO 2
Each year FY19‐28

Peak Increase 2X
Off‐Peak increase

•

Peak Billing
Period

Peak Billing
Period

Off‐Peak Billing
Period

Off‐Peak Billing
Period

Percent Increase

Est. $ Increase

Percent Increase

Est. $ Increase

4.4% each year

$12.81

4.4% each year

$7.97

27.6% one time

$47.26

27.6% one time

$16.84

3.9% each year

$12.04

3.9% each year

$7.78

5.1% each year

$13.84

0

$6.30

One‐time increase
FY19
Each year FY19‐28
80% of CIP Plan
Each year FY19‐28

32.8% one time

$54.81

0

$6.30

4.5% each year

$12.97

0

$6.30

4.7% each year

$13.32

2.4% each year

$7.20

One‐time increase
FY19
Each year FY19‐28
80% of CIP Plan

30.0% one time

$50.72

15.0% one time

$12.01

4.2% each year

$12.50

2.1% each year

$7.10

The forecast User Charge increases for FY2019 include the proposed increase in the Basic Service Charge
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Estimated Increase FY2020 to FY2021 for Average Residential User for Three More Scenarios
Peak Billing
Period

Peak Billing
Period

Off‐Peak Billing
Period

Off‐Peak Billing
Period

Percent Increase

Est. $ Increase

Percent Increase

Est. $ Increase

Equal Increase Peak
& Off‐Peak periods

Each year FY21‐28

6.6% each year

$9.73

6.6% each year

$2.50

Increase Peak
period billing only

Each year FY21‐28

7.6% each year

$11.24

0

0

Peak Increase 2X
Off‐Peak increase

Each year FY21‐28

7.1% each year

$10.49

3.5% each year

$1.35

•

For these 3 scenarios, the rates would remain the same through FY2020 and then the rates would increase starting in FY2021
when the Undesignated Retained Earnings are forecast to be depleted.

•

Because the proposed Basic Service Charge increase would already be reflected in the FY2020 billings, the increase from FY2020
to FY2021 for this scenario is not as great as some of the numbers shown in the table on page 30 for the increase from FY2018 to
FY2019 because those increases do reflect the first year for the Basic Service Charge increase.

•

This annual rate increase scenario starting in FY2021 is probably NOT a feasible option because there would still be Undesignated
Retained Earnings deficits for FY2021 thru FY2027. The one‐time rate increase for FY2021 would need to be about 35%.
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SUMMARY OF THE FLOW RATE INCREASE SCENARIOS
Scenario 1 – Equal Increase Peak and Off‐Peak Periods
•

An annual 4.4% Flow Rate increase from FY2019 thru FY2028 fully funds the Proforma with targeted Undesignated Retained
Earnings reached by FY2028, positive Undesignated Retained Earnings through FY2021, and yearly surpluses in FY2026 thru
FY2028.

•

A one‐time 27.6% Flow Rate increase in FY2019 fully funds the Proforma with positive Undesignated Retained Earnings in each
year and the targeted amount reached by FY2028; however Undesignated Retained Earnings would be depleted in FY2029 since
expenses would continue to increase while revenues remain constant, and an additional rate increase may be needed then.

•

An annual 6.6% Flow Rate increase from FY2021 (the baseline year for Undesignated Retained Earnings depletion) thru FY2028
fully funds the Proforma with targeted Undesignated Retained Earnings reached by FY2028, positive Undesignated Retained
Earnings through FY2020, and yearly surpluses in FY2025 thru FY2028.

•

An annual 3.9% Flow Rate increase from FY2019 thru FY2028 fully funds the Proforma for the 80% CIP Example, with targeted
Undesignated Retained Earnings reached by FY2028, positive Undesignated Retained Earnings through FY2021, and yearly
surpluses in FY2026 thru FY2028.

Scenario 2 – Increase for Only the Peak Use Billing Period
•

An annual 5.1% Flow Rate increase for only the peak use billing period from FY2019 thru FY2028 will produce the same results as
Scenario 1.

•

A one‐time 32.8% Flow Rate increase in FY2019 for only the peak period will produce the same results as the Scenario 1 one‐time
increase.

•

An annual 7.6% Flow Rate increase from FY2021 thru FY2028 for only the peak period will produce the same results as Scenario 1.

•

An annual 4.5% Flow increase from FY2019 thru FY2028 for only the peak period will produce the same results for the 80% CIP
Example as with Scenario 1.
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COMPARISON OF THE SCENARIOS FOR AN AVERAGE RESIDENTIAL USER
•

The annual cost for an average residential user would increase by almost $21 from FY2018 to FY2019 for both Scenarios 1 and 2,
with almost $13 of this increase due to the increased Basic Service Charge and $8 to the Flow Rate increase.

•

The annual cost for an average residential user in FY2028 would increase about $113 from the $318 annual cost amount in
FY2018 to about $431 in FY2028 for both Scenarios 1 and 2. A lot of this increase would be due to inflation.

•

The $113 of additional cost for an average residential user in FY2028 includes almost $13 from the Basic Service Charge increase
and about $100 from the Flow Rate increase, or ~$10/year on average for the flow rate increase for either scenario.

•

$132 of the current annual cost is for the Basic Service Charge and this amount will increase to almost $145 for FY2019 thru
FY2028.

•

About $186 of the current annual cost is for the Flow Rate and this will increase to about $286 in FY2028.

•

About one‐half of this $186 Flow Rate increase will be due to inflation.

•

The one‐time rate increase scenarios would add between $61 and $64 to the annual cost for the average residential user in
FY2019, with about $13 of this increase due to the Basic Service Charge increase.

•

The 80% of CIP Plan example would reduce the increase for the average residential user by only about $1 in FY2019 compared to
either Scenario 1 or 2.

•

Delaying the start of a flow rate increase from FY2019 to FY2021 would increase the cost to the average residential user by about
$12 in the first year of that rate increase. This would be in addition to the Basic Service Charge increase of about $13 that is
proposed to go into effect in FY2019.

•

Delaying the start of a flow rate increase to FY2021 is probably NOT a feasible option because there would still be Undesignated
Retained Earnings deficits for FY2021 thru FY2027.
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REVENUES VERSUS EXPENSES FOR THE DIFFERENT RATE SCENARIOS
Expenses
•

The red line in the graph on page 36 shows the forecast increase in expenses from the Baseline Scenario analysis.

•

This expense line is also shown in the graph on page 37 which Compares the Baseline Revenues and Expenses with the Revenues
for the Rate Increase Scenarios.

Revenues without a Rate Increase
•

The blue line in the graph on page 36 show the forecast increase in revenues without a rate increase from the Baseline Scenario
analysis. Without a rate increase or other additional revenue, the Water Enterprise Fund will deplete all of its Undesignated
Retained Earnings during FY2021 and then will incur increasing deficits each year thereafter.

•

This revenue line is also shown on the Revenues Comparison graph on page 37.

Revenues for both Scenario 1 and 2 Rate Increases Including the Basic Service Charge Increase
•

The green line in the graph on page 37 shows the revenue for the annual rate increase from FY2019 thru FY2028. The line is the
same for the both Scenario 1 (Equal increase for both peak and off‐peak periods) and Scenario 2 (Increase for only the peak billing
period).

•

Revenues will continue to be less than expenses until FY2025, requiring that the Retained Earnings will still need tobe drawn
down thru FY2025.

•

Revenues will exceed expenses in FY2026 thru FY2028, allowing the Retained Earnings to be built back up again to the target level
for the Capital and Operating Reserves by the end of FY2028.

Revenues for the One‐Time Rate Increase Scenarios
•

The orange line in the graph on page 37 shows the one‐time rate increase for FY2019.

•

Retained Earnings will increase through FY2021 and then will decrease each year to the target level for the Capital and Operating
Reserves by the end of FY2028.
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Baseline Scenario Projected Water System
Revenue and Expenses
$3,200,000

$3,000,000

$2,800,000

$2,600,000

Revenues
Expenses

$2,400,000

$2,200,000

$2,000,000
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Comparison of Baseline Scenario Water Revenues and
Expenses with the Revenues for the Rate Scenarios
$3,400,000

$3,200,000

$3,000,000

$2,800,000
Expenses
No Increase
$2,600,000

One‐Time Increase
Annual Rate Increase

$2,400,000

$2,200,000

$2,000,000
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OTHER POTENTIAL REVENUE SOURCES
Refinance existing Enterprise Fund borrowing
•

By refinancing existing borrowing on more favorable terms, the Town could achieve savings of about $150,000 stretched out over
the seven to eight years of the remaining terms of the combined WEF and WWEF borrowing. This would be about $19,800 per
year for the two enterprise funds combined, not including the costs associated with issuing refunded debt.

•

This does not include refunding outstanding debt held with either the Clean Water Trust or the USDA since those terms are highly
favorable and in some cases are interest free.

Short term Room Tax and Marijuana Tax funds
•

The Water Enterprise Fund does not currently receive any income from the Room Tax. The Wastewater Enterprise Fund has been
receiving 19.8% of the existing Room Tax income and this income has been used primarily to cover some of the capital deficits
associated with the sewer system that serves the downtown area.

•

While we don’t know either the timing or the amount of either of these new potential revenue sources, the short‐term Room Tax
and the Marijuana Tax have been raised as potential sources which may merit further examination.

•

No policy decisions have been made as to how the potential revenues might be divided between various municipal needs.

No Action is Not a Good Option
•

The forecast Water Enterprise Fund shortfalls vary between $336,000 in FY2019 increasing each year to $686,000 in FY2028 and,
therefore, it is unlikely that other potential revenue sources would be able to cover these shortfalls.
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5.

RATE CHANGE PUBLIC INFORMATION TIMELINE

OPTION A – Boards approve rate increase prior to the start of the Fall 2017 off‐peak use billing period:

TIMEFRAME

BOARD and PUBLIC MILESTONES

PUBLIC INFORMATION

August 2017

Board Roundtable Meeting –
Selectmen and Water & Sewer Board

Information re: why need rate increase & the
proposed increases
History & forecast for WEF

September 2017 Public Hearing

Individual Board meetings as needed
Public Hearing and Board votes:
Water & Sewer Board votes any rate increases

Public information ‐ print, radio, social media,
PTV and interview to explain history, rates &
quarterly billing

No later than October 1st, 2017

Board of Selectmen affirm any fee change

STAFF IMPLEMENTATION
October 2017

Off‐peak billing cycle begins for water users

Information to rate payers incl. in Fall 2017 peak
period billing

Winter 2017/2018

1st quarterly billing cycle for water users

Information to rate payers with 1st quarterly bill,
including info on peak period rates & billings
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RATE CHANGE PUBLIC INFORMATION TIMELINE
OPTION B – Boards approve a rate increase prior to the start of the Spring 2018 peak use billing period:

TIMEFRAME

BOARD and PUBLIC MILESTONES

PUBLIC INFORMATION

Fall and Winter 2017 ‐ 2018

Board Roundtable Meetings –
Selectmen and Water & Sewer Board

Information re: why need rate increase &
the proposed increases
History & forecast for WEF

January 2018 Public Hearing

Individual Board meetings as needed
Public Hearing and Board votes:
Water & Sewer Board votes any rate change

Public information ‐ print, radio, social
media, PTV and interview to explain history,
rates & quarterly billing

No later than February 1st, 2018

Board of Selectmen affirm any fee change

STAFF IMPLEMENTATION
Winter 2017/2018

1st quarterly billing cycle for water users

Information to rate payers with 1st quarterly
bill

April 2018

Peak billing cycle begins for water users

Information to rate payers incl. in Spring
2018 off‐ peak period billing
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2

Provincetown Board of Selectmen
AGENDA ACTION REQUEST

Monday, August 21, 2017
Wastewater Enterprise Pro-Forma
Joint Meeting with Water and Sewer Board
Requested by: Town Manager David B. Panagore

Action Sought: Discussion

Proposed Motion(s)
Discussion Dependent/Votes May Occur

Additional Information
See attachments

Board Action
Motion

Second

In favor

Opposed

Disposition

________________________________________________________________________

WASTEWATER ENTERPRISE FUND
FINANCIAL REVIEW AND RATE STUDY
1.

Key Financial Issues for the Wastewater Enterprise Fund
How did we get to this point?
Capital Improvements
7‐Year Enterprise Fund Activity
Assumptions for Future Flows for the Financial Review

2.

Wastewater Enterprise Fund Financial Review
Baseline Scenario
Wastewater Enterprise Fund Policy Guidelines
Operating and Capital Financial Issues

3.

Recommended Solutions for These Financial Issues
Rate change information from other towns
Summary of why a Rate Increase is needed now

4.

Fixing the Problem
Flow Rate Increase Scenarios
Combined Water and Sewer Rate Increase

5.

Rate Change Public Information Timeline
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1.

KEY FINANCIAL ISSUES FOR THE WASTEWATER ENTERPRISE FUND

Wastewater Enterprise Fund Retained Earnings
•

We have been drawing down the Retained Earnings to cover operating revenue shortfalls

•

$3.3 million of the total Retained Earnings are pre‐paid betterments that are needed for future debt payments

•

We currently have close to $1 million of Undesignated Retained Earnings and no Operating or Capital Reserves

Reserves for Future Debt Payments
•

The 2016 Municipal Modernization Act requires all pre‐paid betterment revenue to be in a segregated account to be used only for
future debt payments associated with the betterment revenue.

•

These Reserves for Future Debt Payments can no longer be used to cover operating shortfalls as we have been doing in the past.

•

In addition, the Massachusetts Department of Revenue recommends that all betterment payments should be kept in this
segregated account to be used for future debt payments and should not be used to cover any operating shortfalls.

Forecast Operating and Enterprise Fund Shortfalls
•

We had an operating shortfall for FY2017 and for the past seven years according to the 7‐year activity graph shown on page 12.

•

We are forecasting increasing operating shortfalls in every year thru FY2028 as shown in the graph on page 22.

•

We are forecasting Wastewater Enterprise Fund shortfalls starting in FY2021 thru FY2028 as shown in the graph on page 22.

•

Forecast operating shortfalls should only be met in the future with additional revenues or General Fund support
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HOW DID WE GET TO THIS POINT?
2008 Wastewater User Rate Reduction
•

The 25% User Rate reduction was based upon the best data available at the time

•

The focus was on managing to the “bottom line” without any analysis of operating versus capital revenue and expenses

2012 Wastewater Enterprise Fund Financial Review
•

The review stated that most funds are reserved for a specific purpose and that for the first time, the additional operating costs for
bringing Phase 3 on line may exceed the additional user revenue from the new phase

•

There was very little follow up to the 2012 Financial Review due to all of the staff turnover for the Finance Department, Dept. of
Public Works and the Town Manager

2017 Wastewater Enterprise Fund Financial Review
•

It has been 5 years since a comprehensive financial review with a 5+ year forecast has been completed

•

Throughout Phases 3 and 4, there were wide swings in the recognition of revenues and the draw from retained earnings

•

Both the recognition of revenues and the borrowing needed for Phases 3 and 4 were spread out over more than 5 years

•

Financing for Phases 3 and 4 was not finalized until 2016 and we can now more accurately forecast future debt payments

•

The current financial review Baseline Scenario is the first time that all of the outstanding debt and the associated betterment
balances have been systematically forecast through the end of each debt borrowing

•

This Financial Review may help to address the FY2018 Town‐Wide Policy Goal #9 – Fiscal 1, Task a – “to assess the financial
health of the Wastewater System and to take corrective action as needed”.

•

If corrective action is found to be needed to ensure the Wastewater System’s financial health, this may need to occur before the
Town can move forward with Goal #11 – Infrastructure, Task g, to “undertake staff research and hold Board of Selectmen
Roundtable on the potential expansion of the Wastewater System.”
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Quotes from the September 2008 Rate Reduction Written Report to the Board of Selectmen
“After more than five years of operation and with the successful completion of Phase 2, there is now enough flow to generate a revenue
surplus that can be used for rate relief. Additional rate relief may be possible in the future.
“The FY2008 Audit has been completed on schedule and financial consultant Mark Abrahams has updated the five‐year Pro Forma based
upon the results of the audit. The updated FY2008 – FY2012 Pro Forma shows that the Town can now go ahead as planned with a 25%
rate reduction for all users of the sewer system. The numbers are not only much more timely – they are also far more reliable, particularly
for the complicated debt and prepaid betterment line items, and they allow the Town to benefit from more favorable long‐term borrowing.
“FY2008 balances are based on audited FY2008 combined balance sheet as submitted to Department of Revenue.
Key Revenue assumptions: (Outcomes and follow‐up shown in italics)
•

Phase 1 & 2 betterments billed in full (Except for Phase 1 “red‐dot delay properties allowed to delay payment”)

•

USDA $900,000 grant to be received in full in FY2009 (Yes)

•

25% rate reduction effective with off‐peak FY2009 billing period (Yes)

Key Expenditure assumptions: (Outcomes and follow‐up shown in italics)
•

Existing sewer debt service updated through latest borrowing (Subsequently updated with more accurate data)

•

Remaining Phase 2 debt to be borrowed is included (Yes)

•

Indirect costs are based on actual expenditures (Yes)

Key Reserves assumptions: (Outcomes and follow‐up shown in italics)

•

Prepaid ACOs and USDA grant receipt are reserved for debt service (Included in Retained Earnings and subsequently used to cover
operating shortfalls)

•

Remaining reserves are unreserved retained earnings which allows for a 25% rate reduction.” (Did not take into account pre‐paid
betterments which should have been reserved for future debt payments)
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Quotes from the 2012 Written WWEF Financial Review Report to the Board of Selectmen:
“While the total fund balance is strong, most of the funds are reserved for a specific purpose (primarily reserve for debt service) and are
not unrestricted (available to spend).
“The sewer fund has a capital reserve built into the consulting engineer contract, but does not currently have the resources to establish an
operating reserve, or to provide additional programming.
“We do not expect the sewer use charges for FY2012 to meet its projected revenue amount for the same reasons that the water use
charges are not expected to meet its projected revenue amount: variations in weather from year‐to‐year and the associated water use due
to visitation.
“There are large swings in debt and revenues whenever we bring a new phase on line, due to the timing for both capital and operating
costs versus betterments, hook ups and user revenue. Surpluses in FY2010 (and forecast for FY2012) help to rebuild the “reserve for debt”
account that was drawn on in FY2011 and will need to be drawn on again for the proposed FY2013 budget year as well as for the Pro
Forma years. The “reserve for debt” account now has a substantial balance that can be drawn upon to handle these large swings.
“The preliminary review shows that we are likely to ensure that all Phase 3 borrowing will be covered by betterment revenues from new
users and that the additional revenues received from the new Phase 3 will cover the new debt payments as they come due.
“The preliminary review shows that for the first time the additional operating costs associated with bringing a new phase on line may
exceed the additional user revenue from the new phase because we are expanding the Treatment Plant. Some of the additional costs at the
Treatment Plant must be incurred before we will see the additional user revenue, due in part to requirements in our permits from
MassDEP, which will require drawing from the “reserve for debt” account until new user revenue is realized.
“Starting with FY2013, the indirect cost line item has been substantially increased with no offsetting revenues to cover this expense.
“Through FY2010, the user charges have been more than enough to cover all operating expenses including indirect costs, but that
situation is now changing with the additional operating costs for Phase 3 and the additional indirect costs.”
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WASTEWATER ENTERPRISE FUND
CAPITAL IMPROVEMENTS

Capital Improvements
•

To date since 2001, the Town has invested approximately $52 million in its Municipal Wastewater System, with close to
$11 million from four USDA grants and the remainder from betterments from users.

•

Phase 1: ~$19,000,000 including a ~$500,000 USDA Grant for the sewer connection for MacMillan Pier

•

Phase 2 including the Laundromat extension: ~$10,000,000 including a ~$900,000 USDA Grant for the pump station and
the connection for Seashore Point

•

Phases 3 and 4 combined: ~$23,000,000 including the $9,000,000 USDA “Stimulus Grant” and the $600,000 USDA Phase 4
Grant

AECOM/Woodard and Curran System Operation Contract
•

The annual operating contract includes approximately 7‐1/2% a year for a capital repair and replacement budget. For
FY2018, the amount is $91,000 and it adjusts each year with inflation.

Properties Served and Available Treatment Plant Capacity
•

The table on page 7 shows the properties served by phase, the committed and connected flows, and the available capacity.
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PROPERTIES SERVED AND AVAILABLE TREATMENT PLANT CAPACITY
PROPERTIES SERVED

TITLE 5 DESIGN FLOW*
(GPD)

Permitted Plant &
Disposal Bed limit
LESS – Reserved for Plant
Operations
Total Available Capacity
Connected Properties

75,000 10% of MassDEP Limit
1,120,000
986

1,010,000

54

40,000

Committed connections

1,040

1,050,000

Phase 1 area
Phase 2 area
Phase 3 area
Phase 4 area
Flow capacity not yet
committed
Available for State of
Limited Capacity
May be available subject
to peak flows review

547
214
225
54

565,000
185,000
240,000
60,000
70,000

Not yet connected

TREATMENT PLANT
MAX. DAY FLOW (MDF)
750,000 MassDEP GWDP Limit

675,000 MassDEP approved ratio
60% MDF/T5 design flow
569,000 July 3rd, 2017 Peak Flow
at Treatment Plant
Includes properties from
all four phases
630,000

45,000

40,000

Flow additions require
Town board approval

30,000

* NOTE: Title 5 Design flow and Maximum Day Flow numbers have been rounded to the nearest 5,000 GPD in this table except for the
actual peak flow recorded at the Treatment Plant on July 3rd, 2017.
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CAPITAL IMPROVEMENTS
(See Map on Page 9)
Phase 1 Downtown Area
•

The vacuum sewer system was designed to serve ~350 properties with 500,000 GPD of Title 5 design flow.

•

To serve all of the interest from business and property owners, substantial improvements were made during Phases 2 and
3, including moving the ends of the system to gravity sewer mains and installing equipment to serve the ~60% increase in
the number of properties.

Phase 2 Shank Painter and Alden Street Areas
•

Gravity sewer mains and pump stations were installed to serve the Laundromat, the low‐lying Shank Painter Basin,
Province Landing, and Seashore Point including nearby properties.

Phase 3 Sewer Extension to the Truro Line and Treatment Plant Capacity Expansion
•

With the assistance of a substantial $9 million USDA “Stimulus Grant”, the gravity sewer mains were extended along much
of Bradford Street and along Commercial Street through Beach Point to the Truro line, a number of pump stations were
constructed, and improvements were made to the downtown vacuum sewer system.

•

The USDA Grant provided funds for curb‐to‐curb repaving, stubs for future connections, and water main upgrades in much
of the Phase 3 construction area.

•

The capacity of the Treatment Plant was expanded in several stages from 550,000 to 750,000 MDF GPD and the MassDEP
Ground Water Discharge Permit (GWDP) was amended to this new permitted capacity level.

Phase 4 Sewer Extension to Coastal Acres Campground and Bradford Street Extension
•

With the assistance of another USDA Grant for $1.4 million, new sewer extensions were installed to serve the Coastal Acres
Campground and to connect properties in the Bradford Street Extension area.
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WASTEWATER ENTERPRISE FUND 7‐YEAR ACTIVITY REPORT

MUNIS System Information for FY2011 thru FY2017
•

Operating results report revenues from wastewater usage fees, water liens added to tax, penalties and interest, investment
interest. Expenditures include salaries and wages and non‐debt related operating costs.



Capital results report revenues from rooms tax, betterments (including prepayments), surcharges, betterment related
penalties and interest and bond premiums that are offset by debt service payments.



Capital projects funded with borrowing report revenue from bond and grants proceeds and capital outlay expenditures



Operating deficits are reported for each year presented ranging from $71,056 in FY16 to $243,448 in FY14



Capital results report surpluses for each year presented which is needed for future debt service



Capital projects funded by bonding results vary from year to year due to project length, if grants are received and when the
project is permanently bonded.



The 7‐Year Activity Report table is shown on page 11 and the Wastewater Enterprises Fund operating deficits on page 12.
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WASTEWATER ENTERPRISE FUND 7‐YEAR ACTIVITY REPORT
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WWEF Operating Surplus (Deficit)
FY11

FY12

FY13

FY14

FY15

FY16

FY17

$‐

$(50,000)
$(71,056)
$(100,000)
$(104,191)

$(150,000)
$(167,957)
$(183,873)

$(200,000)

$(250,000)

$(196,987)

$(242,862)

$(243,448)

$(300,000)
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ASSUMPTIONS FOR FUTURE FLOWS FOR THE FINANCIAL REVIEW
Available Capacity for Additional Flows
•

The Table on page 7 shows that we have already committed ~94% of the available capacity. The remaining capacity is
subject to the Town Board approval process established under the “State of Limited Capacity”.

•

Of the committed capacity, less than 5% of the estimated flow has not yet connected to the sewer with about half of this
flow associated with either Phase 1 “red‐dot delay” properties, undeveloped properties that are paying a betterment, or
other properties that would need to make substantial improvements to connect to the sewer.

•

Therefore, for purposes of financial forecasting, we have assumed only 1% of additional flow for each year for the 10‐year
financial review period.

Peak period and Off‐Peak period Wastewater Flows
•

Each year, there is a huge swing from the high summer peak flows for July 4th and Carnival to the low winter flows in
January. The maximum day flow is ~ 8 times the minimum day flow.

•

Now that nearly all of the Phase 3 and 4 properties are connected, the maximum day flow for the July 4th and Carnival peak
periods has remained in a tight range between 575,000 and 578,000 GPD for the past several years, excluding the July
2014 Storm Event. The July 3rd, 2017 flow was 569,000. The minimum flows also remain in a tight range.

•

Therefore, for purposes of financial forecasting, we are assuming that the proportion of revenue to be received from peak
versus off‐peak wastewater flows will not change very much during the 10‐year financial review period. From an expense
forecast standpoint, MassDEP requires the Town to build, staff and manage the system for the maximum flow period
capacity regardless of the flow volumes during the lower flow periods.
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2.

WASTEWATER ENTERPRISE FUND FINANCIAL REVIEW
POLICY GUIDELINES

1.

Operating and Capital Reserves need to be fully funded consistent with best practices for wastewater systems.

2.

Prepaid betterments including Administrative Consent Order (ACO) escrow funds need to be in a segregated fully funded account
as required by the Municipal Modernization Act of 2016

3.

This Act requires that the pre‐paid betterment funds can only be used for the debt payments associated with the betterments. The
Massachusetts Department of Revenue recommends that all betterment funds received – not just pre‐paid funds ‐ should be
reserved to be used only for associated debt payments and not to cover any operating shortfalls. Consistent with “best practices”
for municipal wastewater systems, this should also be a policy guideline for Provincetown’s Municipal Wastewater System.

4.

The Town’s Special Legislation states that the Town is to charge the same interest rate on unpaid betterment balances as the Town
is charged on the associated debt payments.

5.

The User fees that are based upon Flow Rates need to cover operating expenses and capital inflows need to cover capital outflows.

6.

State requirements dictate that the wastewater system must be sized to handle the maximum day flow at the Plant.
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WASTEWATER ENTERPRISE FUND FINANCIAL REVIEW
BASELINE SCENARIO
Assumptions
•

The baseline scenario is the “do nothing” scenario for FY2019 thru FY2028.



Revenues are projected without a rate increase and include a 1% increase in usage to account for the projected increase in flow.



Expenditures are projected based on contractual and payroll increases, debt schedules, and inflation.

•

There are no Capital or Operating Reserves at June 30th, 2017 and these reserves are to be fully funded by FY2028 at their target
levels of $150,000 for the Capital Reserve and 10% of the budget or $316,414 for the Operating Reserve.

•

The Reserve for Debt balance is $3.3 million at June 30th, 2017 and is to be fully funded at $511,000 at June 30th, 2028.

•

The Undesignated Retained Earnings balance is $989,000 at June 30th, 2017.

Baseline Scenario Results from the Proforma Forecast for FY2019 thru FY2028


Under the baseline and “do nothing” scenario, the Wastewater Enterprise Fund will have annual shortfalls each year starting at
$36,000 in FY2021 and growing to $336,000 in FY2028 with a peak of $573,000 in FY2026.



Under the baseline and “do nothing” scenario, Undesignated Retained Earnings will be fully depleted by FY2025 and will have a
$1.9 million shortfall by FY2028, a negative swing of $2.8 million from the balance at June 30th, 2017.

•

The Baseline Wastewater Enterprise Fund Projections for FY2018 thru FY2028 are shown in the table on page 16.
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WASTEWATER ENTERPRISE FUND BASELINE SCENARIO PROJECTIONS

FY 2018
Unreserved Retained Earnin Proforma
Beginning Balance
989,260
Res for Subsequent Yr Exp
0
Transfer to Reserves
0
Profit (Loss)
183,999
Ending UR Retained Earning 1,173,259
RE as a % of budget
27.9%
Reserve for Debt Service:
Beginning Balance
3,344,537
Transfer to Oper. Budget
-364,700
Additions
0
Ending Reserve for Debt
2,979,837
Operating Reserve:
Beginning Balance
0
Transfer to Oper. Budget
0
Additions
0
Ending Reserve for Op Res
0
Capital Reserve:
Beginning Balance
0
Transfer to Oper. Budget
0
Additions
0
Ending Reserve for Cap Res
0
Combined Total Retained Earnings
Beginning Balance
4,333,797
Transfer to Reserves
0
Transfer to Oper. Budget
-364,700
Additions/(Deletions)
183,999
Ending Balance
4,153,096

FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027
FY 2028
Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma
1,173,259 1,160,848 1,109,378 1,021,070 815,766 270,719
90,758 -469,429 -1,094,386 -1,515,571
0
0
0
0
0
0
0
0
0
0
-51,900
-51,900
-51,900
-51,900
-51,900
-51,900
-51,900
-51,900
-51,214
0
39,489
431
-36,409 -153,403 -493,147 -128,061 -508,287 -573,057 -369,972
-336,116
1,160,848 1,109,378 1,021,070 815,766 270,719
90,758 -469,429 -1,094,386 -1,515,571 -1,851,687
29.9%
27.6%
25.4%
20.1%
6.6%
2.2%
-13.8%
-32.1%
-44.0%
-57.3%
2,979,837 2,615,137 2,250,438 1,885,738 1,600,589 1,414,235
-364,700 -364,700 -364,700 -285,149 -186,354 -186,354
0
0
0
0
0
0
2,615,137 2,250,438 1,885,738 1,600,589 1,414,235 1,227,882

1,227,882 1,041,528
-186,354 -186,354
0
0
1,041,528 855,175

855,175
-186,354
0
668,821

668,821
-157,660
0
511,161

0
0
35,200
35,200

35,200
0
35,200
70,400

70,400
0
35,200
105,600

105,600
0
35,200
140,800

140,800
0
35,200
176,000

176,000
0
35,200
211,200

211,200
0
35,200
246,400

246,400
0
35,200
281,600

281,600
0
34,814
316,414

316,414
0
0
316,414

0
0
16,700
16,700

16,700
0
16,700
33,400

33,400
0
16,700
50,100

50,100
0
16,700
66,800

66,800
0
16,700
83,500

83,500
0
16,700
100,200

100,200
0
16,700
116,900

116,900
0
16,700
133,600

133,600
0
16,400
150,000

150,000
0
0
150,000

4,153,096 3,827,885 3,463,616 3,062,507 2,623,955 1,944,454
-51,900
-51,900
-51,900
-51,900
-51,900
-51,900
-364,700 -364,700 -364,700 -285,149 -186,354 -186,354
91,389
52,331
15,491 -101,503 -441,247
-76,161
3,827,885 3,463,616 3,062,507 2,623,955 1,944,454 1,630,039

1,630,039
-51,900
-186,354
-456,387
935,399

935,399
-51,900
-186,354
-521,157
175,989

175,989
-51,214
-186,354
-318,758
-380,337

-380,337
0
-157,660
-336,116
-874,112
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WASTEWATER ENTERPRISE FUND OPERATING FINANCIAL ISSUES
Operating expenses generally increase with inflation
•

The operating expenses have continued to increase generally with the rate of inflation over the past 10 years while the
user rates have remained the same over this decade.

•

The graph on page 18 shows that operating revenue from the Flow Rate user charges decreased substantially from FY2008
through FY2011 following the 25% rate reduction, with no offsetting reduction in expenses, resulting in operating
shortfalls.

State‐required expenses for operating the wastewater system increased for Phase 3
•

Increased contractor expenses, particularly those related to the State‐required staffing for the expanded Treatment Plant,
offset increased revenue from the additional Phase 3 and 4 users.

•

From FY2011 thru FY2016, revenues increased faster than expenses due to the additional flows from Phases 3 and 4.

•

The graph on page 18 shows that for FY2013 thru FY2016, contractor expenses remained constant until the Ground Water
Discharge Permit was amended and then increased by $150,000 for FY2017 due to the State‐required addition of a fourth
operator.

Expenses will increase at a greater percent than revenues in the future
•

With limited available Plant capacity, Flow Rate revenues can only increase at a rate of about 1% in the future.

•

The graph on page 18 shows that the gap between operating expenses and revenue will widen in the future since the
contracted services for the operation of the sewer system will continue to increase with the COL assumed to be 2.5% a
year and other expenses including personnel and indirect costs will increase between 1 and 2% a year.
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FY2008 TO FY2028 – 20 YEARS OPERATING EXPENSES VS. REVENUES

Wastewater Operating Revenue vs. Expenses FY 2008‐2028
$2,300,000
$2,100,000
$1,900,000
$1,700,000
$1,500,000
Revenues

$1,300,000

Expenses

$1,100,000
$900,000
$700,000
$500,000
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WASTEWATER ENTERPRISE FUND CAPITAL FINANCIAL ISSUES
Proper Accounting for Lump sum Pre‐paid Betterments
•

The Municipal Modernization Act of 2016 requires revenues received from pre‐paid betterments or special assessments, including
interest, shall be segregated and reserved for the payment of debt.

•

In the future any deficits will have to be made up from other sources since prepaid betterment reserves can no longer be used for
this purpose.

Proper Accounting for Annual Betterment Revenue
•

Annual betterment revenue that is to be paid in over a 20‐year period has been received sooner than the debt payments needed to
be made for 30 and 40‐year borrowing as well as some of the 20‐year borrowing, resulting in capital inflows in excess of capital
outflows during the earlier years of each phase, but capital flow deficits during the later years of a phase.

•

One half of the betterment is assessed as a pre‐construction betterment, which means that receipt of some of the revenue for a
phase ends before the associated debt payments end. The timing of these capital flows has not been accounted for, resulting in
capital deficits during the final years for each of the phases.

•

Betterment revenues received for capital expense purposes have been used for operating expenses and to fund town‐wide
planning studies, resulting in insufficient reserves in the retained earnings account to cover all of the future debt payments.

•

Betterment revenues for Phase 3 end in FY2033 and for Phase 4 in FY2035 but the 40‐year USDA borrowing does not end until
FY2053, some 18 years after the end of the betterment income. Therefore, the Wastewater Enterprise Fund revenues for the
FY2029 thru FY2053 time frame that is beyond the last year of the Proforma forecast will need to be sufficient to cover these
future debt payments as well as to cover the then current operating expenses. Continuing to include the Room Tax income in the
capital income flows should be sufficient to cover the long‐term capital outflows thru the end of the debt payments in FY2053.

Room Tax Income
•

The Room Tax income has been used to cover some of the capital deficits associated with the downtown sewer system.

•

Since excess capital inflows have been used for operating expenses and other purposes since the 2008 user rate reduction, Room
Tax income will be needed in the future to cover the debt payments during the final years of borrowing for each phase.
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WASTEWATER ENTERPRISE FUND INTEREST RATE FINANCIAL ISSUES
Interest charged on outstanding Betterment balances
•

The Town’s Special Legislation states that the Town will charge the same interest rate on betterment balances as the Town is
charged on its debt.

•

The proper interest rates were calculated and charged for Phases 1 and 2.

•

The Betterments for Phases 3 and 4 were assessed a preliminary interest charge based upon the initial USDA debt interest rate
because the debt for these two phases was incurred through multiple borrowings over a five year period, consistent with the
lengthy construction and connection timeframe.

•

The Town could not calculate the proper blended interest rate for these phases until all of the borrowing was completed in 2016.

•

Now that the proper interest rate has been calculated and Town Counsel has sent the Town an Opinion letter indicating that we
should adjust the rate for all future payments to the calculated rate, the new rate will be charged in the future for all outstanding
Phase 3 and Phase 4 betterment balances.

•

Since our Special Legislation specifies that we are to charge the same interest rate and Town Counsel has issued their opinion that
we should adjust the rate to the correct amount, no Town Board approvals are required. Not withstanding this, the Dept. of Public
Works would prefer that the Water & Sewer Board and the Board of Selectmen confirm their understanding of this matter.

•

The interest rate on outstanding Phase 3 and 4 Betterment balances will increase from 2.25% to 2.87%, which will add only a
small amount of interest to most of the annual Betterment payments.

•

It is expected that the debt for any future phases can be finalized more promptly and that the proper interest rate can then be
calculated when the final betterment bills are issued, as was the case with Phases 1 and 2.

Interest earned on Pre‐paid Betterment reserves
•

Pre‐paid betterments do not earn as much interest as the Town is charged for the associated debt payments.

•

The Town should invest these reserve funds at a rate that is consistent with when the funds will be needed to pay down the debt.
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WASTEWATER OPERATING VERSUS CAPITAL PROJECTIONS
•

Capital inflows, which include the Room Tax income, are projected to exceed capital outflows by $2.6 million with small shortfalls
in FY2023 and FY2026 when final debt payments for the Phase 1 and 2 are due. The total excess capital flows over the 10‐year
forecast period of the Proforma are $2.2 million. Without the $2.85 million of Room Tax income for this 10‐year period, there
would be a capital shortfall of $650,000.

•

Operating outflows are projected to exceed operating inflows in every year over the life of the Proforma with shortfalls ranging
and steadily increasing in all but one year from $256,000 in FY2019 to $574,000 in FY2028. The annual shortfall peaks in FY2027
at $592,000. The total shortfall is $5.0 million over the 10‐year forecast period of the Proforma

DESCRIPTION
Capital
Capital inflows
Capital outflows
Capital excess/(shortfall)

DESCRIPTION
Operating
Operating inflows
Operating outflows
Operating excess/(shortfall)

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma

Totals

2,694,517 2,673,049 2,628,977 2,604,784 2,501,942 2,168,465 1,834,943 1,448,853 1,408,052 1,385,736 1,336,673 ########
2,254,286 2,298,136 2,264,251 2,246,953 2,230,080 2,204,203 1,472,161 1,434,312 1,423,443 1,163,508 1,098,521 ########
440,231 374,912 364,726 357,831 271,862
-35,739 362,781
14,541
-15,392 222,228 238,153 2,596,134
FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028
Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma Proforma

Totals

1,373,409 1,385,850 1,397,702 1,409,493 1,421,236 1,432,930 1,443,557 1,456,150 1,466,984 1,477,637 1,491,352 15,756,301
1,629,641 1,721,273 1,761,997 1,803,732 1,846,502 1,890,338 1,934,399 1,978,978 2,024,649 2,069,837 2,065,621 20,726,968
-256,232 -335,423 -364,295 -394,240 -425,266 -457,409 -490,842 -522,827 -557,665 -592,199 -574,269 -4,970,667

•

The bar chart on page 22 shows surpluses and deficits for capital flows, operating flows, and the Wastewater Enterprise Fund.

•

Capital surpluses and Retained Earnings that should be used for future debt payments are needed for operating shortfalls.

•

Wastewater Enterprise Fund shortfalls each year starting in FY2020 will fully deplete Undesignated Retained Earnings by FY2025
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Wastewater Enterprise Fund Finances FY 2018‐FY 2028
2018

2019

2020

2021

2022

2023

2024

2025

2026

2027

2028

$600,000.00

$400,000.00

$200,000.00

$‐

Capital Surplus (Shortfall)
Operating Surplus (Shortfall)
Total Surplus (Shortfall)

$(200,000.00)

$(400,000.00)

$(600,000.00)

$(800,000.00)
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3.

RECOMMENDED SOLUTIONS FOR THESE FINANCIAL ISSUES

Reserves
•

Capital and operating reserves need to be funded consistent with best practices for municipal wastewater systems.

•

The Capital and Operating reserves need to be maintained at or above the target level in future years.

Flow Rates
•

The proposed Flow Rates can ensure that revenues will cover annual operating expenses in the future.

•

The proposed Flow Rates can ensure that the Wastewater Enterprise Fund will have the retained earnings needed to fund
the reserves and the debt obligations.

•

No changes to the Minimum Bill amounts are proposed.

Quarterly billings
•

The Town should consider implementing quarterly billings to improve cash flow and align with best practices.

•

The new billing periods that are proposed are: May 1st thru July 31st and August 1st thru October 31st for the two peak use
billing periods, and November 1st thru January 31st and February 1st thru April 30th for the two off‐peak use billing
periods.
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COMPARISON OF AVERAGE RESIDENTIAL SEWER BILL WITH OTHER CAPE TOWNS
•

The Bar Chart on page 25 shows the average residential sewer bill for Provincetown compared to Barnstable, Bourne, Chatham
and Falmouth.

•

The sewer bill data is from a 2017 state‐wide study done for the State by the engineering firm TIghe and Bond.

•

For all of the Cape Cod towns including Provincetown, Tighe and Bond used a standard state‐wide annual residential consumption
of 90,000 gallons of water. This usage number is certainly not representative of Provincetown’s water consumption and it is
probably not representative of the usage for some other Cape towns, but it is the only data set that we have for these towns.

•

Provincetown’s use is much less than 90,000. The second bar for Provincetown shows the average actual residential consumption
of 25,769 gallons for the peak and 12,660 for the off‐peak use billing periods, for a total of about 38,500 gallons. This is the water
consumption for the average sewer user, which differs somewhat from the consumption for the average water user.

•

This much lower than the state‐wide average number for Provincetown reflects the results of the water conservation program
that the Town has.

•

Provincetown’s average annual residential sewer bill reflects operating expenses and a cost structure that is in line with other
communities in terms of operating expenses and best practices.

•

Provincetown’s sewer bills also reflect the reality that we do not enjoy the same economies of scale as some of the other Cape
communities and we have an infrastructure that must be sized for the summer season even though usage is much less during the
off‐peak period.

•

In addition, the excellent conservation program the Town has implemented means that we have fixed costs that must be spread
over fewer billed gallons of water use than in the past, which can mean that we will need to have higher per gallon rates.

•

State‐wide, some municipalities implement fairly large one‐time rate increases when they are needed while other municipalities
raise their rates regularly and gradually, either every year or every couple of years. For example, when you compare the Tighe and
Bond data for Falmouth for 2012 and 2014, there is a large increase from $482 in 2012 to $732 in 2014 (over 50% in 2 years),
although it is largely offset by a 40% water rate reduction during this period, while for Barnstable the increases are more gradual:
$530 in 2012, $570 in 2014, and $605 in 2017, or about the rate of inflation while they average about 4% a year for water.
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Comparison of Average Annual Residential Sewer Bill
$1,400

$1,200
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$‐
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Falmouth

Provincetown

Tighe & Bond Study Using State‐Wide Average Consumption of 90,000 Gals.
Average Annual Residential Consumption
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SUMMARY OF WHY A RATE INCREASE IS PROPOSED NOW
1.

We have been funding operating shortfalls by depleting our Retained Earnings, including drawing from the pre‐paid Reserve for
Debt funds in some of the years and then restoring those funds in years that have had surplus revenues.

2.

We are forecasting operating shortfalls for each year in the future because revenues are projected to increase only 1% a year due
the limited capacity at the Treatment Plant while the contracted system operation services will continue to increase with the COL
assumed to be 2.5% a year and other expenses including personnel and indirect costs will increase between 1 and 2% a year.

3.

A rate increase will be needed to ensure that we will have the necessary Retained Earnings for future debt payments as well as to
cover the forecast operating shortfalls.

4.

Starting this year, the Municipal Modernization Act prohibits us from using our pre‐paid Reserve for Debt funds for future
operating shortfalls. Delaying a rate increase until all of the reserves are depleted is no longer an option. The Undesignated
Retained Earnings that are not required to be reserved for future debt payments will be depleted in FY2025. In addition, both best
practices for municipal wastewater systems and Massachusetts Department of Revenue guidance would have the Town reserve all
of these Retained Earnings for future debt payments.

5.

Without a rate increase or other additional revenue, the Wastewater Enterprise Fund will deplete all of its Undesignated Retained
Earnings during FY2025 and then will incur deficits each year thereafter without taking into account the new requirement of the
Municipal Modernization Act.

6.

Without a rate increase, the Town can’t avoid having to use subsidies from the General Fund by FY2025. The proposed annual
Flow Rate increase for 10 years from FY2019 thru FY2028 would fully fund the operating and capital reserves as well as the
Reserve for Debt account.

7.

The proposed rate increase from FY2019 to FY2028 will result in a Flow Rate in FY2028 that is a about 5% less than the pre‐2008
rate reduction level.

8.

The proposed Flow Rate increase is a little less than the 2.5% historical rate of inflation.

9.

Increasing the Flow Rates starting in FY2019 can avoid larger increases in the future to cover the forecast shortfalls.
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4.

FIXING THE PROBLEM

ASSUMPTIONS FOR FLOW RATE SCENARIOS
Detailed user analysis for two Scenarios (Scenario 1 and Scenario 2 – see tables on page 28 & 29):
1.

2.3% each year for 10 years from FY2019 thru FY2028 with the same % increase for peak and off‐peak billing periods

2.

Same as above, but with all of the increase for the peak use billing period. Requires a 3.1% increase each year for peak use.

Billing period flow assumption shown for four user categories or large users:
1.

Average residential user

2.

Average commercial user

3.

Largest user – Harbor Hotel in the peak use billing period and Seashore Point in the Off‐Peak period.

4.

2nd Largest user – Provincetown Inn in the Peak period and Sandcastle in the Off‐Peak period.

User charges shown for 3 time periods for the four user categories:
1.

FY2018 – User charge based on the existing Flow Rate of $0.01385

2.

FY2019 – User charge for the 1st year of the 10 year rate increase

3.

FY2028 – User charge for 10th year of rate increase scenario

Comparable increases FY2018 to FY2019 for four additional scenarios for average residential users (see table pg. 30):
•

Equal % increases each year for 10 years, but with the peak use billing period % increase being 2X the off‐peak increase

•

One‐time rate increase in FY2019 for the two detailed Scenarios plus the above peak 2X off‐peak one

Note that all costs for future years are in inflated dollars
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SCENARIO 1 – Equal Flow Rate Increase for Both Billing Periods
2.3% Rate Increase each year FY2019 thru FY2028
PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

25,769 gallons

$356.90

$365.25

$449.77

Average Commercial

127,183 gallons

$1,761.49

$1,802.71

$2,219.91

Largest User

2,080,000 gallons

$28,808.00

$29,482.11

$36,305.07

2nd Largest User

1,170,000 gallons

$16,204.50

$16,583.69

$20,421.60

OFF‐PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

12,660 gallons

$175.34

$179.44

$220.97

Average Commercial

36,427 gallons

$504.51

$516.32

$635.81

1,050,000 gallons

$14,542.50

$14,882.79

$18,327.08

520,000 gallons

$7,202.00

$7,370.53

$9,076.27
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Largest User
2nd Largest User

SCENARIO 2 – 100% of Flow Rate Increase for Peak Use Billing Period
3.1% Rate Increase each year FY2019 thru FY2028
PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

25,769 gallons

$356.90

$367.92

$483.80

Average Commercial

127,183 gallons

$1,761.49

$1,815.90

$2,387.85

Largest User

2,080,000 gallons

$28,808.00

$29,697.90

$39,051.65

2nd Largest User

1,170,000 gallons

$16,204.50

$16,705.07

$21,966.55

OFF‐PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

12,660 gallons

$175.34

$175.34

$175.34

Average Commercial

36,427 gallons

$504.51

$504.51

$504.51

1,050,000 gallons

$14,542.50

$14,542.50

$14,542.50

520,000 gallons

$7,202.00

$7,202.00

$7,202.00
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Largest User
2nd Largest User

Estimated Increase FY2018 to FY2019 for Average Residential User for All Six Scenarios

Equal Increase Peak
& Off‐Peak periods
Increase Peak
period billing only
Peak Increase 2X
Off‐Peak increase

Scenario 1
Each year FY19‐28
One‐time increase
FY19
Scenario 2
Each year FY19‐28
One‐time increase
FY19
Each year FY19‐28
One‐time increase
FY19

Peak Billing
Period

Peak Billing
Period

Off‐Peak Billing
Period

Off‐Peak Billing
Period

Percent Increase

Est. $ Increase

Percent Increase

Est. $ Increase

2.3% each year

$8.35

2.3% each year

$4.10

14.4% one time

$51.53

14.4% one time

$25.31

3.1% each year

$11.02

0

0

19.0% one time

$67.67

0

0

2.7% each year

$9.70

1.4% each year

$2.38

16.4% one time

$58.51

8.2% one time

$14.37

•

This table shows the estimated increase in both percent and in dollars from FY2018 to FY2019 for Scenario 1 and Scenario 2 and
also for the other four scenarios.

•

The table on the next page shows the rates for all six scenarios
1.

before the 2008 rate reduction

2.

currently for FY2018

3.

proposed for FY2019 and FY2028
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COMPARISON OF THE RATE INCREASE SCENARIOS TO THE PRE‐2008 RATE REDUCTION
Pre‐2008 Rate
Reduction
0.0185

Baseline Scenario
Scenario 1 –
Equal Increase
Scenario 2 –
Increase Peak Only
Peak Rate Increase
2X Off‐Peak Period

FY2018 Rates

FY2019 Rates

FY2028 Rates

0.01385

0.01385

0.01385

Peak Billing Period

0.0185

0.01385

0.01417

0.01745

Off‐Peak Period

0.0185

0.01385

0.01417

0.01745

Peak Billing Period

0.0185

0.01385

0.01428

0.01877

Off‐Peak Period

0.0185

0.01385

0.01385

0.01385

Peak Billing Period

0.0185

0.01385

0.01423

0.01811

Off‐Peak Period

0.0185

0.01385

0.01404

0.01585

For Scenario 1 ‐ Equal Increase for Peak and Off‐Peak Period
•

The rate for both billing periods will increase from 0.01385 to about 5% below the pre‐2008 Rate Reduction level of 0.0185 in FY2028.

For Scenario 2 – Rate Increase for Only the Peak Billing Period
•

The peak period billing rate will increase from 0.01385 to just above the pre‐2008 Rate Reduction level of 0.0185 in FY2028.

For the 3rd scenario where the peak rate percent increase is two times the off‐peak rate increase
•

The peak period billing rate will increase from 0.01385 to just below the pre‐2008 Rate Reduction level of 0.0185 in FY2028.

If the rate had increased at a 2.5% inflation rate since FY2009, it would be back to the pre‐2008 Rate Reduction level in FY2020.
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0.024

Comparison of Historic Rates and Proposed Rate
Scenarios

0.022

0.02

Pre‐Reduction
Rate
Current Rate
& Scenario 2
Off Peak
Scenario 1
Peak & Off
Peak
Scenario 2
Peak

0.018

0.016

2.5% Inflation

0.014

0.012

0.01
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SUMMARY OF THE FLOW RATE INCREASE SCENARIOS
Scenario 1 – Equal Increase Peak and Off‐Peak Periods
•

An annual 2.3% Flow Rate increase from FY2019 thru FY2028 fully funds the Proforma by FY2028 including funding the Capital
and Operating Reserves as well as the Reserve for Debt account to their target levels.

•

For the annual 2.3% rate increase, the Flow Rate would increase by FY2028 to about 5% less than the pre‐2008 rate reduction
level.

•

A one‐time 14.4% rate increase in FY2019 fully funds the Proforma with no shortfalls in Undesignated Retained Earnings.

•

For the one‐time rate increase, the Flow Rate would not increase to the pre‐2008 rate reduction level.

Scenario 2 – Increase for Only the Peak Use Billing Period
•

An annual 3.1% rate increase for only the peak use billing period from FY2019 thru FY2028 will produce the same financial
results as the 2.3% annual increase for both billing periods in Scenario 1.

•

For this annual rate increase for only the peak period, the peak rate would increase to the pre‐2008 rate reduction level in FY2028.

•

A one‐time 19.0% rate increase in FY2019 for only the peak period will produce the same financial results as the Scenario 1 one‐
time increase.

•

For this one‐time rate increase, the Flow Rate for the peak period increases to a little less than the pre‐2008 rate reduction level.

Comparison of the Scenarios for an Average Residential User
•

The annual cost for an average residential user would increase by about $11 or $12 from FY2018 to FY2019 for both scenarios.

•

The annual cost for an average residential user in FY2028 would be about $660 or $670 for both Scenarios 1 and 2. This is an
increase of about $128 or $138 from the $532 annual cost amount in FY2018.

•

The one‐time rate increase scenarios would add between $52 and $68 to the annual cost for the average residential user in
FY2019.
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REVENUES VERSUS EXPENSES FOR THE DIFFERENT RATE SCENARIOS
Operating Expenses
•

The red line in the graph on page 35 shows the forecast increase in Operating Expenses from the baseline scenario analysis.

Operating Revenues without a Rate Increase
•

The blue line in the graph on page 35 shows the forecast increase in Operating Revenues without a rate increase from the baseline
scenario analysis. Without a rate increase or other additional revenue, the Wastewater Enterprise Fund will deplete all of its
Undesignated Retained Earnings during FY2021 and then will incur deficits each year thereafter.

Operating Revenues for the 2.3% Annual Rate Increase for both Scenarios 1 and 2
•

The green line shows the Operating Revenue for the annual rate increase from FY2019 thru FY2028. The line is the same for both
Scenario 1 (Equal increase for both peak and off‐peak periods) and Scenario 2 (Increase for only the peak billing period).

•

Retained Earnings will be drawn down each year to the target level in FY2028 for Capital and Operating Reserves and the Reserve
for Debt account.

Operating Revenues for the One‐Time Rate Increase for both Scenario 1 and 2
•

The orange line shows the one‐time rate increase for FY2019.

•

As is the case with the 2.3% annual rate increase, the Retained Earnings will be drawn down each year to the target level in
FY2028 for Capital and Operating Reserves and the Reserve for Debt account.

Total Wastewater Enterprise Revenues versus Expenses with Rate Increase Scenarios
•

The same information is shown in the graph on page 36 for Total Revenues versus Total Expenses. Total expenses decline over the
10‐year period because debt is increasing in steps as the Phase 1 and 2 payments end in FY2023 and FY2026 to FY2028. Baseline
revenues decrease as the betterments for these phases end.

•

For the annual rate increase scenario, total revenues are forecast to be about the same as expenses in FY2028. Although the one‐
time rate increase produces the same amount of revenues over the 10‐year period, it is forecast to have a shortfall in FY2028.
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Comparison of Projected Wastewater Operating Revenues and Operating
Expenses with Rate Increase Scenarios
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One-Time Rate Increase
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$1,500,000

$1,400,000

$1,300,000
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FY 2028
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Comparison of Projected Total Revenues and Total Expenses
with Rate Increase Scenarios
$6,000,000

$5,500,000

$5,000,000
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Total
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$4,500,000
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$4,000,000

$3,500,000
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Rate Increase
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COMBINED WATER AND SEWER RATE INCREASE
Increases in User Charges for Sewer Users
•

Sewer users pay both water and sewer user charges based upon their water consumption

•

Sewer users will therefor be interested in the combined water and sewer rate increases

The Tables on Pages 37 and 38 Assume the Same Two Scenarios for Both Water & Sewer Rate Increases
•

Equal flow rate increase for both billing periods for both water and sewer service (Scenario 1 for both)

•

100% of flow rate increase for peak use billing period for both water and sewer service (Scenario 2 for both)

Summary of the Combined Water and Sewer Rate Increase for the Two Scenarios for the Average Residential User
•

Assuming an annual rate increase for both billing periods for both water and sewer service (Scenario 1 for both), the total
annual bills for an average residential user would increase by about $33 or 3.7% from $850 in FY2018 to $883 in FY2019.

•

For this same scenario, the total billings would increase by about $252 to a combined total of $1,102 in FY2028.

•

The numbers for Scenario 2 are almost the same.: $882 in FY2019 and $1,085 in FY2028.

•

The combined water and sewer bills for the average residential user would increase about 30% over the 10 year period
from FY2018 thru FY2028, or on average 3% a year.
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Combined Water & Sewer User Charges
Assumes Equal Flow Rate Increase for Both Billing Periods for Both Water & Sewer Service
Rate Increase each year FY2019 thru FY2028
PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

25,769 gallons

$571.02

$592.18

$749.79

Average Commercial

127,183 gallons

$2,937.73

$3,062.94

$4,027.98

Largest User

2,080,000 gallons

$61,536.50

$63,789.62

$86,729.55

2nd Largest User

1,170,000 gallons

$34,373.00

$35,691.33

$48,461.74

OFF‐PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

12,660 gallons

$279.45

$291.53

$351.87

Average Commercial

36,427 gallons

$715.20

$768.57

$959.45

1,050,000 gallons

$24,036.50

$24,934.72

$33,031.16

520,000 gallons

$16,408.00

$17,121.80

$23,337.58
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Largest User
2nd Largest User

Combined Water & Sewer User Charges
Assumes 100% of Flow Rate Increase for Peak Use Billing Period for Both Water & Sewer Service
Rate Increase each year FY2019 thru FY2028
PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

25,769 gallons

$571.02

$595.89

$799.50

Average Commercial

127,183 gallons

$2,937.73

$3,083.87

$4,313.41

Largest User

2,080,000 gallons

$61,536.50

$64,232.63

$92,932.62

2nd Largest User

1,170,000 gallons

$34,373.00

$35,938.41

$51,922.37

OFF‐PEAK BILLING PERIOD
User Category

Flow for this Category

FY2018 User Charge

FY2019 User Charge

FY2028 User Charge

Average Residential

12,660 gallons

$279.45

$285.75

$285.75

Average Commercial

36,427 gallons

$715.20

$750.40

$750.40

1,050,000 gallons

$24,036.50

$24,180.10

$24,180.10

520,000 gallons

$16,408.00

$16,551.60

$16,551.60
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Largest User
2nd Largest User

OTHER POTENTIAL REVENUE SOURCES OR SOLUTIONS
Refinance existing Enterprise Fund borrowing
•

By refinancing existing borrowing on more favorable terms, the Town could achieve savings of about $150,000 stretched out over
the seven to eight years of the remaining terms of the combined Water and Wastewater Enterprise Fund borrowing. This would be
about $19,800 per year for the two enterprise funds combined, not including the costs associated with issuing refunded debt.

•

This does not include refunding outstanding debt held with either the Clean Water Trust or the USDA since those terms are highly
favorable and in some cases are interest free.

•

Given the time and expense involved, the Administration does not recommend refinancing at this time.

Short term Room Tax and Marijuana Tax funds
•

The Wastewater Enterprise Fund has been receiving 19.8% of the existing Room Tax income and this income has been used
primarily to cover some of the capital deficits associated with the sewer system that serves the downtown area.

•

While we don’t know either the timing or the amount of either of these new potential revenue sources, the short‐term Room Tax
and the Marijuana Tax have been raised as potential sources which may merit further examination.

•

No policy decisions have been made as to how the potential revenues might be divided between various municipal needs.

No Action or Delay are Not Good Options
•

The forecast Wastewater Enterprises Fund shortfalls for the 10‐year period from FY2019 thru FY2028 total almost $2.6 million
and, therefore, it is unlikely that other potential revenue sources would be able to cover these shortfalls.

•

The bar chart on page 41 shows why no action is not a good option, and why delaying a rate increase decision will only increase
the deficits that would have to be made up by a larger rate increase in the future.

•

Delaying a rate increase to FY2025 when Undesignated Retained Earnings will be depleted would require a one‐time 32.5%
increase. An annual rate increase of 11.5% for 4 years from FY2025 thru FY2028 would be needed to meet the same financial
goals, but this is probably not a feasible option because there would still be Undesignated Retained Earnings deficits for FY 2025
thru FY 20277 that would require a subsidy.
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No Action Scenario Wastewater Enterprise Fund Finances
FY 2018‐FY 2028
2018

2019

2020

2021

2022

2023

2024

2025

2026

2027

2028

$600,000.00

$400,000.00

$200,000.00

$‐

Capital Surplus (Shortfall)
Operating Surplus (Shortfall)
Total Surplus (Shortfall)

$(200,000.00)

$(400,000.00)

$(600,000.00)

$(800,000.00)
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RATE CHANGE PUBLIC INFORMATION TIMELINE
OPTION A – Boards approve rate increase prior to the start of the Fall 2017 Off‐Peak use billing period:

TIMEFRAME

BOARD and PUBLIC MILESTONES

PUBLIC INFORMATION

August 2017

Board Roundtable Meeting –
Selectmen and Water & Sewer Board

Information re: why need rate increase & the
proposed increases
History & forecast for WWEF

September 2017

Individual Board meetings as needed
Public Hearing & Board votes:
Water & Sewer Board votes any rate increases

Public information ‐ print, radio, social media,
PTV and interview to explain history, rates &
quarterly billing

No later than October 1st, 2017

Board of Selectmen affirm any fee change

STAFF IMPLEMENTATION
October 2017

Blended interest rate adjustment to over 700
property records

Information to Phase 3 & 4 betterment payers
with annual billing

October 2017

Off‐peak billing cycle begins for wastewater
users

Information to rate payers incl. in Fall 2017 peak
period billing

Winter 2017/2018

1st quarterly billing cycle for wastewater users

Information to rate payers with 1st quarterly bill,
including info on peak period rates & billings
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RATE CHANGE PUBLIC INFORMATION TIMELINE
OPTION B – Boards approve a rate increase prior to the start of the Spring 2018 Peak use billing period:

TIMEFRAME

BOARD and PUBLIC MILESTONES

PUBLIC INFORMATION

Fall and Winter 2017 ‐ 2018

Board Roundtable Meetings –
Selectmen and Water & Sewer Board

Information re: why need rate increase &
the proposed increases
History & forecast for WWEF

January 2018

Individual Board meetings as needed
Public Hearing & Board votes:
Water & Sewer Board votes any rate change

Public information ‐ print, radio, social
media, PTV and interview to explain history,
rates & quarterly billing

No later than February 1st, 2018

Board of Selectmen affirm any fee change

STAFF IMPLEMENTATION
October 2017

Blended interest rate adjustment to over
700 property records

Information to Phase 3 & 4 betterment
payers with annual billing

Winter 2017/2018

1st quarterly billing cycle for wastewater
users

Information to rate payers with 1st quarterly
bill

April 2018

Peak billing cycle begins for wastewater
users

Information to rate payers incl. in Spring
2018 off‐ peak period billing

.
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