CITY OF WAUWATOSA
MEMO

To:

Financial Affairs Committee

From:

John Ruggini

Date:

January 04, 2019

Subject:

Memo from the Finance Director proposing 2019 sanitary and storm sewer rates

A. Issue
Beginning in 2011, the City of Wauwatosa undertook increased capital spending to address basement
backups, surface flooding and deferred maintenance of the sewer system. To accommodate that increased
spending which is budgeted to continue at approximately the same rate in the 2019-2023 Adopted Capital
Plan, it is necessary to raise sanitary and storm sewer rates.
B. Background/Options
The City operates separate Sanitary and Stormwater utilities which are accounted for as Enterprise Funds
such that their operating expenditures must be supported by user-revenue collected through a ratestructure. Unlike the Water Utility, the sewer utilities are not regulated by the Public Service
Commission so that changes to this rate structure can be made by action of the Common Council. In
order to capture a full-year's benefit of a rate increase, it is necessary that new rates be adopted before the
end of January 2019. Sewer rates were last raised in 2018.
Due to repeated flood events beginning in 2008 and recognizing the miles of pipe that were past-due for
replacement, the City began planning for an enhanced sewer infrastructure program. From 2011-2017
$52.3 million has been spent. It is estimated that $6.3 million was spent in 2018. The 2019-2023 Capital
Improvement Plan was based on a "State-of-Good-Repair" analysis which established as a base-line of
spending the amount of funding necessary to replace sewer infrastructure based on its useful-life and
authorizes $33.7 million over that 5 year period.
These improvements are largely debt-financed so as to ease the impact on rate-payers and spread the cost
over time through the debt amortization (10-15 years). Beginning in 2013, the principal and interest
payments necessary to pay this debt began increasing annually as planned necessitating the rate
adjustments described in more detail below.
The current rate forecast shown below attempts to smooth rate increases while maintaining a 1.10-1.20
debt coverage ratio (Net Operating Income/Debt Service) while achieving a cash balance equal to 25% of
operating expenditures including debt service. Given that the sewer utilities bill quarterly, the age of the
infrastructure and increasing debt service amounts, I believe this an appropriate cash balance. For the
time being, that cash balance is purposely growing each year with the intent that the surplus above 25%
will be used towards the East Tosa Sewer Project which is likely not fully funded in the capital budget.
Sanitary Sewer Rates
The Sanitary Sewer includes pass-through charges from the Metropolitan Milwaukee Sewerage District
(MMSD) which provides waste-water treatment services to the City. The rate increases described below
only relate to the City’s “Local Charge” which makes up approximately 50% of the bill. However, it is

important to take into consideration the MMSD charge which in 2019 will increase 1.7%. For
forecasting purposes, it is assumed that the MMSD charge will increase 4%. As a result, in most years,
the financial impact on the customer is typically less than the total rate increase percentage.
The 2019 Budget proposed an 8% increase in order to cover increasing debt service costs and achieve the
ratios described above. This will have a projected 5.3% increase on customer’s sanitary sewer portion of
the bill. For an average homeowner, the sanitary sewer portion of their bill will increase from $120.12 to
$126.50 quarterly. Rate increase are forecasted to remain at approximately 7% annually through the next
decade.
As shown in the table below, assuming debt service totals necessary to finance the adopted 2019-2023
Capital Improvement plan, that quarterly bill is projected to increase to $156 by 2023. As the sanitary
charge is based on water consumption, larger water users will face larger dollar increases although the
percentage increase should remain consistent. The estimated residential impact is shown below.
F IGURE 1
Projected Sanitary Sewer Rate Increases
2016
2017
2018
2019B
2020F
2021F
2022F
2023F
Rate Increase
11%
8%
4%
8%
7%
7%
7%
7%
Projected Bill increase
7%
6%
7%
5%
5%
5%
5%
6%
Quarterly Residential Bill Est. $
106 $
113 $
120 $
126 $
133 $
141 $
148 $ 157
Figure 1 in the attachment shows forecasted rate and bill increases through 2023. Based on previous
direction from the Common Council, relatively level rate increases are maintained through this period.
Beginning with this forecast, a cash-financing component is included in the rate structure so that by 2028,
$2,150,000 of the $6,200,000 capital program, or 35% is cash financed. This is shown in the figure
below.
F IGURE 2

Figure 2 in the attachment shows the projected increase in debt service along with the forecasted coverage
ratio. The coverage ratio is the amount of operating revenue available after operating expenditures are
paid for to cover debt service. In general, rates are intended to maintain a 110-120% coverage ratio. The

coverage ratio is forecasted to drop to approximately 68% in 2018 due to carryovers from 2017.
However, with the current rate plan, it increases back to 131% by 2019 and then slowly decreases to
114% by 2023. The impact of this coverage ratio can be seen in Figure 3 which depicts the cash balance
available in reserves. There was a draw down in 2018 for the 2017 carryover but with the planned
coverage ratio, reserves will continue to remain above the desired 25% and increase through 2023. Staff
recommend that the surplus exceeding 25% be set-aside for the East Tosa Sewer Improvement project.
Storm Sewer
The only charge for Storm Sewer service is the local charge so the rate increase percentage will increase
the bill by same percentage. In order to achieve desired coverage ratios and fund balance and to
accommodate increasing debt service costs, I recommend the storm sewer charge be increased by 5% in
2019 as presented in the approved 2018 budget. This will result in the average homeowner’s quarterly
bill increasing from $29.60 to $31.08. As the storm water charge is based on the amount of impervious
surface, this increase will have a proportionally larger impact on those properties with greater amounts of
pavement. Based on the 2019-2023 Capital Improvement Plan, that bill is anticipated to increase to
$36.35 by 2023.
Last year’s forecast showed no rate increases after 2022, however, this year’s forecast shows slight
increases of 3% or less in order to incorporate cash financing. By 2028 we’re forecasting that Storm will
be nearly 90% cash financed based on the current capital program.
F IGURE 3

The figure below shows the rate increase.
F IGURE 4

Projected Storm Sewer Rate Increases
2016
2017
2018
2019B
2020F
2021F
2022F
2023F
Rate Increase
11%
10%
6%
5%
5%
5%
3%
3%
Quarterly Residential Bill Est. $
25 $
28 $
30 $
31 $
33 $
34 $
35 $
36

In the attachment, figure 4 shows forecasted rate increases through 2023 at a decreasing trend leveling out
at 3%. Figure 5 shows a relatively stable coverage ratio hovering around 110% and the increasing debt
service which necessitates the annual rate increases. However, unlike sanitary that debt service plateaus
in 2023 which allows for the additional cash financing to increase more quickly. Figure 6 shows the
impact of the forecasted rate increases on the cash balance available in reserves. The Stormwater cash
balance is forecasted to be a very healthy 60.7% in 2018 following a planned draw-down for the Village
Improvement project and steadily increasing. As with Sanitary, it is recommended the surplus over 25%
of operating expenditures be used for the future East Tosa Sewer project.
Total Bill
It is important to consider the impact of the two rate increases discussed above as well as current water
rates. While the Common Council did approve a 3% simplified water rate increase earlier in 2018, this
could not be implemented as the Water Utility rate of return was above the minimum threshold required
for a simplified rate increase. It is assumed that the rate increase takes place in 2019, likely in June.
Including this simplified rate increase and the proposed sewer rates discussed above, the total quarterly
bill would increase from $271.54 in 2018 to $283.05 in 2019, an approximately twelve dollar increase or
4.2%.
For comparison purposes, a survey of benchmark communities’ utility rates was conducted. Figure 5
below depicts the average residential quarterly bill based on the collected rate information by utility type
assuming 25 ccf of quarterly water usage (18,700 gallons). It is important to emphasize that while every
effort was made to make the data uniform, there are differences between the communities that will skew
the results. In particular, only half of the communities surveyed maintain a storm sewer utility; it is
presumed these costs are part of the property tax levy in the other communities. In addition, capital costs
for the Milwaukee Metropolitan Sewage District are paid through property taxes but not all of the
benchmark communities are MMSD members. With these caveats, the City of Wauwatosa is in the top
quartile for the total utility bill cost. Age of infrastructure, rate of infrastructure replacement, and source
of water supply are the most likely causes for the variances between communities.
F IGURE 5

MSA, a professional engineering firm, conducts periodic state-wide surveys, the most recent was
conducted in 2016. This survey compared sanitary sewer and water costs by population category. This
survey was based on annual cost assumed an average annual usage of 73.5 ccf (55,000 gallons). Under
these assumptions, a City of Wauwatosa resident would pay $354 for their sanitary sewer bill annually
which is about average for Wauwatosa’ population segment and below the statewide average as shown in
Figure 4.
F IGURE 6

The average Wauwatosa resident would pay $315.30 annually for water with those same assumptions
which is higher than the average in for the City’s population segment and about average for the state
F IGURE 5

It is also helpful to place the sewer and water bill in context of other household utility bills. The chart
below shows the combined Wauwatosa utility bill compared to average other bills on a monthly basis.
Even with the recommended rate increases, at $94.35 the 2019 average residential Wauwatosa utility bill
remains a comparable amount to other bills.

Sources:
·
·
·
·
·

https://www.consumerreports.org/cell-phone-plans/best-low-cost-cell-phone-plans/
www.wisconsingasprices.com as of 12/29/18
12/1/18 WE Energy residential rate. 2017 average monthly usage.
https://www.eia.gov/electricity/data.php#sales
12/1/18 WE Energy residential rate. 2017 monthly average
https://www.eia.gov/dnav/ng/ng_cons_sum_a_EPG0_vrs_mmcf_m.htm
http://fortune.com/2018/11/15/average-cable-tv-bill-cord-cutting/

In addition, MMSD provided the results of a nation-wide survey of water and sewer rates that shows the
average cost of water and sewer for a family of four assuming 100 gallons used per person per day in
major metropolitan areas around the country. When removing storm water from the average monthly
City bill and converting it to the consumption assumed in the table as measured in gallons, the equivalent
monthly bill would be $143.29. While greater than the City of Milwaukee, it is comparable with most
metropolitan areas around the country.

C. Fiscal Impact
The 2019 Budget was largely based on these rates so that adoption of this recommendation has no
significant impact on the budget. The impact on the cash balance is described above.
D. Recommendation
In order to achieve recommended debt coverage ratios and fund balances as well as cover increasing debt
service associated with capital infrastructure improvements, I recommend that the sanitary sewer rates be
increased 8.0% and the storm sewer rates be increased 5.0% effective with the February bill.
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