City of Minnetonka Beach
Finance Committee

Chris Zinn (Treasurer) Chair
Erik Bender

Brian Call

Jim Dudley

Jaime Gmach

Liz Nordlie

John Woerner

Council Liaison — Treasurer Chris Zinn
Staff: City Administrator Heidi Honey

Meeting Agenda — Finance Committee
Wednesday, January 4, 2023- 6:00 PM
City Hall

1. Call to Order

2. Approval of Agenda

3. Approval of Minutes — August 25, 2022
4. Utility Rate Study - Ehler’s

5. Adjourn
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Unapproved Finance Committee Meeting Minutes

City of the Village of Minnetonka Beach
Finance Committee Meeting Minutes
Thursday, August 25, 2022 - 6:00 PM

1. Call to Order
Chair Zinn called the meeting to order at 6:00 p.m.

Members Present: Chair Chris Zinn, Erik Bender, Jim Dudley, Jaime Gmach, Liz Nordlie, John Woerner
and Mayor Lindstrom in attendance for Council Liaison Vibhu Sharma.
Absent: Member Brian Call, Council Liaison Vibhu Sharma

2. Oath of Office - Liz Nordlie

3. Approval of Agenda

(All committee members voted to approve the agenda; all ayes.) Motion passed.
4. Approval of Minutes — September 22, 2021

(Bender motion, Woerner second to approve the agenda; all ayes.) Motion passed.

5. New Business —
5.1. 2023 Proposed Fee Schedule
Honey and Fawn Gage reviewed other city fee schedules and Honey is proposing some increases on
those findings and others based on actual costs. Honey highlighted some proposed changes - $25
permits increased to S50 to represent the involved, added vendor service fees for electronic
payments, tree contractors are now required to be licensed and added that and tree removal fees.
During research Honey found out that there previously were two versions of the 1997 Building
Code fee schedule, and the city adopted the one that was a bit less money. She is proposing to use
the other version and add 15% as all other cities have done. A percentage of those fees are paid to
the building official for plan review. Right of way permits were very under charged and require
inspections by public works. Honey then proposed street impact fees. The City of Excelsior charges
street impact fees based on building permit valuation. The hope is for this money to offset some of
the damage to roads in the city from all of the construction. Zinn stated the city is proposing
professional patch and sealcoating every other year to better maintain roads and this fund would
help with other road maintenance. Lindstrom recommended that the Lafayette Club pay more
since they use much more water. Zinn discussed that Ehlers will be doing a utility rate study to
create fee increases for funds to be self-sufficient and will propose fees for the Club also. Water
rates will likely be increased based on the results of the study.

Zinn went on to say that the city can build reserves and does not need to budget to zero annually.
The water fund is running at a deficit now but has reserves to cover costs. It is preferable to
increase rates constantly year over year until rates cover water related expenses and the water
treatment plant. Zinn stated that they need to move ahead with the water treatment plant since
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the city did not receive funding. Honey stated that the city budgeted money for engineering related
to the water treatment plant. Stantec is working what the city needs to do to start the process,
determining the roadmap, and preliminary engineering to determine if there are any potential
issues at the proposed site. She added that regardless of if the city received funding next year or
not, the engineering would need to be done. Honey stated that

There was discussion about the city not benefitting from the Lafayette Club and it has a big impact
on the city with events and functions. Greenwood has the Old Log Theater as their one revenue
generating business. Honey will check if they charge any fees to them or if there are wear and tear
charges. There was discussion about increasing their water fees.

(Bender motion, Dudley second to approve the 2023 Fee Schedule as proposed; all ayes.) Motion
passed.

5.2. 2023 - 2032 Proposed CIP

6. Zinn explained that the city is moving to fund accounting and each fund will strive to be self-
sufficient. The CIP and Budget is broken into the general, water and sewer funds.
Zinn stated the city has invested a lot in infrastructure over the past 4 years with a new water
tower, major road project and Brooks Lane project. It bonded three times with great rates. A few
years back, the CIP was over $200,000 but the city is better at identifying issues. Jason Hilgers is
updating equipment on a three-year cycle to save on repairs and maximum trade in value which in
the end saves money. Zinn targets $150,000 on a regular year for maintenance and needed items
and 2023 is proposed at $147,000. Woerner asked about moving items from 2024 to 2023 because
the proposed 2024 CIP is large. It contains over $200,000 in water treatment plant related items
but they will likely not be spent. Lindstrom stated tree replacement does not seem like a capital
expense. Honey explained that the Park Commission did plant 42 trees this year with a tree canopy
grant but wanted to be able to plant a couple of substantial size trees. She discussed with an
increase in plantings, they need to understand there are associated costs to watering and care.
There were concerns about the drought causing tree loss. Bender thought it was a lot of money for
trees when the city needs a water treatment plant. He suggested people donating trees. Honey
stated that there may be money paid in lieu of replacements with the new ordinance. Woerner
suggested putting the fire suppression system in 2023 from 2024. Some hydrants are from the
1930s and this would allow replacements each year. The current ones are functional and flushed
regularly. The $25,000 is contingency for the water treatment plant in the event of an emergency.
Zinn stated that the Utilities Commission pushes for projects but during the budget process, the
city finds that those funds do not need to be spent. Honey was asked to eliminate tree planting
from CIP because planting is in the Park Commission budget; strikethrough $5,000 restore the
shore and write grant as funding source; and then get details on if this is a grant or match, move
fire suppression to 2023 and it could get moved back to 2024 if needed. Zinn then explained how
the city collects a specific tax amount and it is divided between the homes, but the newer, larger
homes get a larger percentage.

Zinn stated the CIP represents about 10% of the $1.2 million proposed levy. There is a lot of
inflation, the labor market is strong and wages are increasing, and it is important that the city keep
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its valuable employees. The proposed budget is 9.2% increase which may come down a little bit by
approval of the final budget in December but it will easily be twice as high as it was over the past
few years. He then discussed the city tax base is $474 million and levy is $1.192 million which is
.00251 taxed per home so for a $1.5 million home, it would be $3,765. The proposed 9.2% increase
is a $310 increase for this value home. Of a tax bill, 26% is city, 37% is Orono schools, and Hennepin
County is 35%.

Bender asked about the city collecting a local sales tax or other tax from the Club.

(Woerner motion, Gmach second to approve the CIP as amended with moving the $20,000 fire
suppression to 2023 from 2024, remove tree replacement, move restore the shore to a grant
opportunity; all ayes.) Motion passed.

6.1. 2023 Proposed Budget and Tax Levy

Zinn discussed budget is separated into general levy, water, and sewer funds. Lindstrom, Zinn and
Honey met and reviewed the budget line by line. The increase in CIP of $20,000 will increase the
percent change to 11.2%. Building permits are budgeted at $60,000 and are offset by the plan
review fee. Revenue could be higher, but it is a risk to budget higher. Leaf pick up is now offsetting
related costs, especially higher disposal costs. Zinn stated the interest earnings could be raised
based on increased rates. Debt service for bonds increase is due to principal payments beginning in
the second year which is 2023.

Zinn discussed employee wages. The market is very competitive. Staff had new positions last year
so they started at the bottom of the compensation step charts. The city had a consultant create a
step chart a few years ago. Honey explained that there are eight steps to get to the current market
rate. Council adopted the rate chart and agreed to one step per year plus the current market rate
increase. If the city continues to do 3% step or even a 3% increase, staff will slide backwards in
wages as it had in the past and not be competitive. Honey stated that other cities are moving
employees up toward the top of their charts and adding the market rate adjustment. Honey is
proposing employees move from their current step 2 to step 5 and then adding the market rate
adjustment. In discussions with other cities the market rate adjustment is 5-12%. Zinn stated due
to turnover and starting new employees at the bottom, the difference between wages with taxes in
2019 to proposed 2023 is $338,000 to $371,000 which is under 10% in 4 years. Employees are
experienced in their roles, and he supports the proposed increase. Lindstrom discussed turnover in
neighboring cities and there have been nine new administrators, and public works are being
recruited from cities. Honey explained that people are moving to other cities because it is the only
way for better pay when they are stuck in a step chart. She stated some cities are promising 5% per
year for the next 5 years. She added that each step is not a lot of money, example for the admin
assistant, it is only $.63 per hour. Gmach stated this is the reality right now and people move
around because they can. Bender is in support of it and added that this environment may change in
future years. He stated the staff does a great job and staff should be compensated. He thinks salary
increases are better than bonuses and city employees cannot get bonuses. He recommended
pushing staff to the top of their chart if they can. Nordlie supported the logic of the proposed
increase and it would be bad to lose someone due to wages. Zinn added that they have a small
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staff that needs to have diversified talents. Staff has proven they are able to do these ranges of
responsibilities. Nordlie recommended continuity of the paid staff with the change in council
leadership in 2023. Bender thought the city should have a more senior executive director type of
role because it is a much more efficient way of running a city than staff that is just filling a role.
Important to have someone who can really lead. The council or board should be able to make
simple decisions but he thinks they make way too many decisions and deliberate over a lot that
could be dealt with by the administrator and compensate accordingly. He thinks wages should be
bumped up and give staff more authority and seniority. Honey and Lindstrom stated they have
been trying to move this direction, Bender added it is the right thing to do. Nordlie asked if they
benchmarked with other cities. Honey did benchmark other cities and even with this proposed
increase they are in the middle of other cities and no longer at the bottom. Dudley asked if other
staff is supportive of the proposed wage. Honey stated they are.

Zoning Administrator — recommend decrease to $30,000 for 2023 based on how they are now
tracking his budget and approving projects based on where they are at in the budget and
controlling the expenses.

The committee discussed if Orono creates a fire department, the city could contract with another
city or be financially impacted by Long Lake not having Orono’s funds.

Park Operation increased which is offset from a decrease in the Park Commission budget and
movement of parks items to Public Works - $17,325. Parks will have a proposal of what work is to
be done and Hilgers will work with them an oversee the expenses.

Zinn discussed that the city can run a budget deficit or surplus and it can build reserves and doesn’t
have to budget to zero.

Water fund — Zinn stated that water fees may be increased after the utility rate study. Discussed
commercial rates can be added by the end of the year. Bender stated Lindstrom and Zinn have
done a good job of cleaning up many things from the past and getting things done. Water funds are
currently running at a deficit as proposed but rates may go up and there are reserves available but
they will need to start running at a surplus.

Sewer fund — Zinn stated it is a small budget currently running at a surplus.

There was additional discussion about finding a tax or fee to offset impact from people using the
Club.

(Bender motion, Gmach second to approve the budget as proposed with amendments; all ayes.)
Motion passed.

6.2. Utility Rate Study — Ehler’s
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Discussed earlier. Honey added that in the packet is a memo from the city engineer regarding the
force main break. She included it just so they are aware that there may be large costs for similar
repairs so Ehler’s is including sewer in their rate study.

7. Adjourn

(Bender motion, Nordlie second to adjourn; all ayes.) Motion passed.

Finance Committee meeting adjourned at 7:36 p.m.

Minutes taken by Heidi Honey, City Administrator

Others Present: none
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MEMORANDUM

TO: Minnetonka Beach City Council

FROM: Bruce Kimmel, Rebecca Kurtz, and Jessica Cook
DATE: December 12, 2022

SUBJECT: Utility Rate Study Update

Background

The City of Minnetonka Beach requested Ehlers to complete a water and sewer utility rate study.
The impetus for the rate study is to determine how to pay for a new water treatment plant
planned to be constructed in 2024. Additional goals for the rate study include determining:

1. Financing sources for the water treatment plant;
2. Repayment sources for the debt, including the potential use of property taxes; and
3. How to pay for operations and maintenance for both water and sewer utilities.

The City Council met in work session on November 28, 2022 and considered financing and rate
options for a $5.835 million plant. The Council considered two options. The first relied on a
combination of water rates and property taxes to repay the treatment plant debt, and the second
option relied entirely on utility rates. The Council expressed a preference for the first option, that
assumed 50% of the debt on the treatment plant would be paid with property taxes.

Since the November 28™ meeting, Stantec went out to bid in another community for a similar
water treatment plant. The bids came in significantly higher than expected, leading the city’s
engineers to conclude that the original $5.835 million estimate for the Minnetonka Beach plant
may be too low for planning purposes. They subsequently revised the cost estimate to $6.6 million
in 2024, which represents a 13% increase.

We have incorporated the revised plant cost into the rate study to determine the needed rate and
property tax increases and to incorporate comments we received from the Council work session.
The purpose of this memo is to summarize the revised rate study results.

Key Assumptions

The water and sewer rate study incorporates the following assumptions based on previous
Council discussion:

e The debt for the water treatment plant will be paid 50% from water utility fees and 50%
from property taxes.

e Operating expenses for the new water treatment plant will be similar to the existing plant.

e Operating expenses increase 5% annually.

BUILDING COMMUNITIES. IT'S WHAT WE DO. ] info@ehlers-inc.com % 1(800) 552-1171 @ www.ehlers-inc.com
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e Capital projects (excluding the treatment plant) inflate 5% annually from 2023 budgeted
estimate.

Capital Improvements

In addition to the treatment plant, the rate study assumes the following capital improvements in
the water fund:

e Annual hydrant replacement at $10,000 per year (in today’s dollars)
e $25,000 in water treatment plant repairs in 2023

e $9,720 in water meter head replacements in 2023

e $2,500 diffuser for hydrant flushing in 2023

The sewer fund CIP includes lift station upgrades in 2024-2026 that cost $5,000 per year in
today’s dollars.

Financing Plan for the Water Treatment Plant

The City does not have cash on hand in the water utility to pay for the $600,000 in 2023 design
costs for the treatment plant. Therefore, we propose financing the treatment plant with two bond
issues. The first bond issue in 2023 would fund design and early project costs, and the second
bond issue in 2024 would fund the remainder of the project. The City will earn interest on unspent
bond proceeds to help offset interest expense on the bonds during the construction period.

The rate study assumes the 2023 bond issue is in the amount of $2,500,000 and the 2024 bond
issue is for the remaining $4,100,000. The amounts of the respective issues will be adjusted and
refined prior to issuance. The rate study also assumes the bonds are issued for 20 years at an
interest rate of 5%.

The bonds will be issued under two separate statutory authorities. The portion to be repaid with
utility revenues will be general obligation utility revenue bonds; the portion to be repaid with
property taxes will be general obligation tax abatement bonds. By using these two types of debt,
the City will not need a referendum prior to issuing the debt.

Proposed Water Rates
At the November 28th work session we discussed the two components of the water rates:

1. A base charge which provides revenue stability and pays for fixed costs such as meter

reading, billing and personnel, which do not fluctuate with water consumption; and

2. Usage charges that pay for variable costs and debt service.
We recommend adding a third component to the water rate structure to help pay for the water
treatment plant. This component would be a fixed “infrastructure charge” that each customer
would pay on a quarterly basis, regardless of the amount of water used. This infrastructure charge
would provide revenue stability for the fixed debt service costs, and ensure that “snow birds”
would contribute to the plant costs year-round.

The proposed utility rates are shown in Table 1 on the following page.
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Table 1. Proposed Water Rates with a $6.6 Million Treatment Plant

Percentage Increase
Flat Rates:

Base Fee-Res
Base Fee-LaFayette Club
Infrastructure Fee

Usage Rates:
Residential
All Usage

Lafayette Club
All Usage

2021
0.00%

2022

24.10
24.10
0.00

5.94

6.00

2023
15.00%

30.00
60.00
150.00

6.83

6.90

2024
10.00%

33.00
66.00
165.00

7.51

7.59

2025
10.00%

36.30
72.60
181.50

8.27

8.35

2026
10.00%

39.93
79.86
199.65

9.09

9.18

2027
10.00%

43.92
87.85
219.62

10.00

10.10

For comparison purposes, the usage rate increases the Council considered at the November 28th
work session showed a 15% usage rate increase in 2023 followed by 8.25% annual rate increases.
The proposed 2023 usage rate, base fees and infrastructure fee are the same as the Council

The higher future rate increases are due primarily to the increase in

considered on November 28,

the treatment plant costs. A small portion also relate to increasing cash on hand to address the
Council’s goal of having adequate reserves. The following graph shows the projected cash

balances with the above rate increases and tax increases discussed below. The target minimum
cash is 50% of operating expenses plus the following year’s debt service and capital

improvements.

1,200,000
1,000,000
800,000
600,000
400,000
200,000

0
2024

B Target minimum working capital

Figure 1. Projected Cash in Water Fund

2025

Projected Cash in the Water Fund

2026

2027

2028

2029

2030

2031

m Actual working capital-cash balance
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Proposed Tax Impacts

The tax impact on properties will depend on a home’s market value. The proposed tax impacts
to pay for 50% of the water treatment plant is shown in Table 2 for three sample homes.

Table 2. Proposed 2025 Tax Impacts

Annual Tax Impact of

Home Market Water Treatment

Value Plant in 2025
$1,671,000 $960
$1,140,000 $638
$912,000 $499

The total annual financial impact for these three sample properties is shown in Table 3. The annual
increase in the water bill reflects the increase from 2022 to 2025.

Table 3. Proposed Annual Impact of Taxes and Water Rates for a $6.6 Million Treatment Plant

Annual Water

Annual Tax Bill Increase for
Home Impact of Water Sample User Total
Market Treatment Plant in (41,540 Annual
Value 2025 gallons) Impact
$1,671,000 $960 $1,161 $2,121
$1,140,000 $638 $1,161 $1,799
$912,000 $499 $1,161 $1,660

Proposed Sewer Rates

The City’s sewer fund has healthy cash reserves and has been managed prudently. The rate study
proposes to increase sewer rates modestly to keep pace with inflation. The proposed sewer rate
increases are 5% in 2023 followed by 4.5% annually thereafter. The proposed rate increases will
maintain adequate cash reserves as shown in Figure 2.

Figure 2. Projected Cash in the Sewer Fund

Projected Cash in the Sewer Fund

150,000
100,000
50,000
0
2024 2025 2026 2027 2028 2029 2030 2031 2032
B Target minimum working capital ®m Actual working capital-cash balance
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Putting It All Together: Sample Utility Bills
Sample water and sewer bills for customers at various usage volumes is shown in Appendix A.
Summary and Next Steps

This rate study provides proposed rates for operating and maintaining the water and sewer
utilities, paying for existing utility debt service, and paying for future debt associated with the new
water treatment plant. A key assumption is that a portion of the existing debt service and 50% of
the treatment plant debt service will be paid for with property taxes.

The rate study is intended to be a “living” document that can be updated if and when key
assumptions change. The proposed rates are based on an estimated cost for the water treatment
plant in 2024. The estimated cost may change due to design refinement or construction cost
inflation. We recommend updating the rate study once the City has obtained bids for the
construction of the treatment plant. Even if bids have not been obtained by January 1, 2024, the
proposed 2024 rate increases should be implemented to begin paying for any debt issued in
2023.
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Appendix A

Village of Minnetonka Beach

Sample Utility Bills

Treatment Plant Cost: $6.6 Million
Option #1: Water Revenues Pay for 50% of Treatment Plan; Tax Levy Pays for 50% of Treatment Plant

G EHLERS

Actual Proposed
Quarterly Residential Bill 2022 2023 2024 2025 2026 2027 2028
15970 gallons
Water $ 118.96 | $ 139.09|$ 38691|% 41786|% 451.29|$% 48739]$ 526.39
Usage $ 9486 | $ 109.09 | $ 130911 $ 141381 % 152.69 1 $ 16491 1% 178.10
Flat Rate $ 2410 $ 30.00] $ 36.00 | $ 38.88 1% 4199 1% 45351 $ 48.98
Infrastructure Fee $ - $ 22000]$% 23760]|$ 25661|% 277.14]% 299.31
Sewer $ 95.00 | $ 99.75|$ 10424|$ 10893 |$ 113.83|$ 11895]|$ 12431
Usage
Flat Rate 95.00 99.75 104.24 108.93 113.83 118.95 124.31
Total $ 21396 | $ 23884 |$ 491.15|% 526.79|$% 56512]|% 606.35]% 650.69
Percent Increase 11.6% 105.6% 7.3% 7.3% 7.3% 7.3%
Amount Increase- per gtr $ 24881% 252.31]$% 35.64 | $ 38.331$% 4123 $ 4434
Actual Proposed
Quarterly Residential Bill 2022 2023 2024 2025 2026 2027 2028
41,540 gallons
Water $ 270.851 $ 31376 |$ 59651]% 64423|$ 69577]|% 751.43|$% 81155
Usage $ 246.751 $ 283.76 |$ 34051|$% 367.75|% 397.17|$ 42895]% 463.26
Flat Rate $ 2410 $ 30.00] $ 36.00 | $ 38.88 1% 4199 1% 45351 $ 48.98
Infrastructure Fee $ - $ 22000]% 23760|% 25661|% 277.14]% 299.31
Sewer $ 95.00 | $ 99.75|$ 10424|$ 10893 |$% 113.83|$ 11895]|$ 12431
Usage
Flat Rate 95.00 99.75 104.24 108.93 113.83 118.95 124.31
Total $ 365.85 | $ 41351 |$ 70075|$ 753.16|$ 809.60|$ 870.39|$% 935.85
Percent Increase 13.0% 69.5% 7.5% 7.5% 7.5% 7.5%
Amount Increase- per gtr $ 4766 |$ 287241 % 5241 1% 56.44 | $ 60.78 | $ 65.47
Actual Proposed
Quarterly Residential Bill 2022 2023 2024 2025 2026 2027 2028
270,000 gallons
Water $ 162790 | $ 187437 |%$ 2469.24]| $ 2,666.78 | $ 2,880.13 | $ 3,110.54 | $ 3,359.38
Usage $ 1,603.80 | $ 1,84437|%$ 2,213.24|$ 2,390.30 | $ 2,581.53|$ 2,788.05]$ 3,011.09
Flat Rate $ 2410 | $ 30.00 | $ 36.00| $ 38.88| % 41991 % 45351 $ 48.98
Infrastructure Fee $ - $ 22000]$% 23760]|%$ 25661|% 277.14]% 299.31
Sewer $ 95.00 | $ 99.75|$ 10424|$ 10893|$% 11383|3$ 11895|$ 12431
Usage
Flat Rate 95.00 99.75 104.24 108.93 113.83 118.95 124.31
Total $ 1,72290 | $ 197412 |$ 257348 | $ 2,775.71 | $ 2,993.96 | $ 3,229.49 | $ 3,483.69
Percent Increase 14.6% 30.4% 7.9% 7.9% 7.9% 7.9%
Amount Increase- per qtr $ 25122 1% 599.36|$ 20223)|$% 21824]3% 23553]% 254.20
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Appendix A

Village of Minnetonka Beach

Sample Utility Bills

Treatment Plant Cost: $6.6 Million
Option #1: Water Revenues Pay for 50% of Treatment Plan; Tax Levy Pays for 50% of Treatment Plant

G EHLERS

Orono Actual Proposed
Quarterly Residential Bill 2022 2023 2024 2025 2026 2027 2028
32,280 gallons
Water $ 25232 | $ 27419 |$ 329.03|$ 35536 |% 383.79|$ 41449 |$  447.65
Usage $ 228221 % 24419 |$ 293.03|$% 31648|% 341.79|% 369.14|$ 398.67
Flat Rate $ 2410 $ 30.00] $ 36.00 1 $ 38.88| % 4199 | $ 45351 $ 48.98
Infrastructure Fee
Sewer $ 95.00 | $ 99.75|$ 10424|$ 10893 |$ 11383|$ 11895]|%$ 12431
Usage
Flat Rate 95.00 99.75 104.24 108.93 113.83 118.95 124.31
Total $ 347321 $ 37394 |$ 43327]% 46429|% 49762|% 53344|% 571.95
Percent Increase 7.7% 15.9% 7.2% 7.2% 7.2% 7.2%
Amount Increase- per gtr $ 2663 $ 59.33]% 31.01 ] $ 33.33 ] $ 3583 $ 3851
LaFayette Club Actual Proposed
Quarterly Residential Bill 2022 2023 2024 2025 2026 2027 2028
426,200 gallons
Water $ 2,581.30 | $ 3,000.78 | $ 3,820.94 | $ 4,126.61 | $ 4,456.74 | $ 4,813.28 | $ 5,198.34
Usage $ 255720 | $ 2,940.78 |$ 3,52894 | $ 3,811.25|$ 4,116.15|$ 4,445.44]1$ 4,801.08
Flat Rate $ 2410 | $ 60.00 | $ 72001 $ 7776 | $ 83.98 | $ 90.70 | $ 97.96
Infrastructure Fee $ - $ 22000]$% 23760]|$ 25661|% 277.14]% 299.31
Sewer $ 95.00 | $ 99.75|$ 104.24|$ 10893 |$ 11383|$ 11895]|%$ 12431
Usage
Flat Rate 95.00 99.75 104.24 108.93 113.83 118.95 124.31
Total $ 2,676.30 | $ 3,20053 |$ 392517 | $ 4,23554 | $ 457057 | $ 4,932.23 | $ 5,322.65
Percent Increase 15.9% 26.6% 7.9% 7.9% 7.9% 7.9%
Amount Increase- per qtr $ 42423 |$ 82464]% 31037]$ 33503]|% 36166|$% 390.42
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Utility Rate Study

City of Minnetonka Beach
Finance Committee
January 4, 2023
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Purpose of the Water Rate Study

Fund New Water Estimate Future Estimate Tax
Treatment Plant Water Rates Impacts

» Determine financing « Determine water rates » Look at tax impacts if
sources needed to repay debt levy pays for a portion

- Pay for operations and of the treatment plant
maintenance

EEEHLERS 15 of 40 ,
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Water Rate Study Key Assumptions

« EXpenses increase 5% annually

« Operating expenses for new treatment plant are similar to existing
plant

E EHLERS
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Water Capital Improvements

 New Water Treatment Plant
v Design in 2023 for $600,000
v' Construct in 2024 for $6,040,000
v" Total Cost = $6,640,000
* Hydrant replacements
v $10,000 per year

E EHLERS
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Financing Options for Water Treatment Plant

G.0O. Water Revenue G.0. Tax Abatement . .
Combination
Bonds Bonds

e Must be repaid e Repaid with e Can split financing
with water property tax levy between the two
revenues only e No referendum types of bonds

required e Use both water
e Maximum term is revenues and levy
20 years to repay debt

EEEHLERS 18 of 40 .

IIIIIIIIIIIIIIIIIIIII



Timing of Bonds and Debt Service

« 2023 Bonds issued to fund engineering costs and early project costs

« 2024 Bonds issued for majority of project costs

Total estimated debt service for both

series of bonds is $530,000 per year

e Term of bonds = 20 years

e Could extend to 25 years for water revenue
bonds
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Current Quarterly Water Rates

2022

Flat Rates:
Base Fee-Res 24.10
Base Fee-LaFayette Club 24.10

Usage Rates:
Residential
All Usage 5.94

Lafayette Club

All Usage 6.00
Orono
All usage 7.07
EEHLERS 20 of 40
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Rate Options for Water Treatment Plant

Quarterly Water
Increase User Rates Treatment Plant Fee

e Residents who use e Fixed quarterly
more water will charge for all
pay more customers

e Incents watering e Reliable revenue
from the lake source regardless

e Variable revenue of weather
source for fixed e Snowbirds will pay
debt payments year-round

e |ncrease user rates
to promote equity

PLUS

e I[mplement a water
treatment plant fee
to promote
revenue stability

210f 40
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Financing/Rate Options for New Plant

Option #1: Combination of Water Rates and Levy

* 50% of debt service paid with property tax levy
« 50% of debt service paid with water revenues

Option #2: 100% Reliance on Water Revenues

* 100% of debt service paid from water rates

EEEHLERS 22 of 40
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Option #1: Water Rates

2022 2023 2024 2025
Percentage Increase < 15.00% 10.00% 10.00%
\ /
Flat Rates:
Base Fee-Res 24.10 30.00 33.00 36.30
Base Fee-LaFayette Club 24.10 60.00 66.00 72.60
Infrastructure Fee 0.00 150.00 165.00 181.
"
Usage Rates:
Residential
All Usage 5.94 6.83 7.51 8.27
Lafayette Club
All Usage 6.00 6.90 7.59 8.35

EEHLERS Council adopted 2023 fates in December
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Option #1 Rate Impacts — Sample Water Bill

Quarterly Residential Bill
41,540 gallons

Usage
Flat Rate
Infrastructure Fee
Total
Percent Increase
Amount Increase- per qtr

Actual Proposed
2022 2023 2024 2025
$ 246.75 | $ 283.76 | $ 31214 | $ 343.35
$ 2410 | $ 30.00| $ 33.00|% 36.30
$ 150.00 | $ 165.00 | $ 181.50
$ 270.85 | $ 463.76 | $ 510.14| $ 561.15
71.2% 10.0% 10.0%
$ 192911 $ 4638 $ 51.01

G EHLERS
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Option #1: Total Impact in 2025

Annual Water Bill
Annual Tax Impact of  Increase for Sample

Home Market Water Treatment Plant User (41,540 Total Annual
Value in 2025 gallons) Impact
$1,671,000 $960 $1,161 $2,121
$1,140,000 $638 $1,161 $1,799
$912,000 $499 $1,161 $1,660

Assumes home market values increase 2% annually
Impact compares 2025 water bill to current bill
Residents receiving Orono water would not pay water treatment plant fee

SEHLERS Z5ot40 .
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Option #2: Water Rates

SEHLERS

- PUBLIC F

NANCE ADVISORS

>

Current Proposed Rates
2021 2022 2023 2024 2025
Percentage Increase 0.00% 15.00% 10.00% 10.00%
Flat Rates:
Base Fee-Res 24.10 30.00 33.00 36.30
Base Fee-LaFayette Club 24.10 60.00 66.00 72.60
Infrastructure Fee 0.00 150.00 360.00 396.00
_/
Usage Rates:
Residential
All Usage 5.94 6.83 7.51 8.27
Lafayette Club
All Usage 6.00 6.90 7.59 8.35
26 of 40
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Option #2 Rate Impacts — Sample Water Bill

EXEHLERS

Actual Proposed

Quarterly Residential Bill 2022 2023 2024 2025
11,540 gallons

Usage $ 246.75 $ 283.76 $ 312.14 $ 343.35

Flat Rate $ 24.10 $ 30.00 $ 33.00 $ 36.30

Infrastructure Fee $ 150.00 $ 360.00 $ 396.00
Total $ 270.85 $ 463.76 $ 705.14 $ 775.65
Percent Increase 71.2% 52.0% 10.0%
Amount Increase- per gtr $ 192911 $ 241.38 $ 70.51

27 of 40
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Option #2: Total Annual Impact in 2025

Rate impact for Customer using 41,540 gallons is

S505 per quarter or
$2,020 per year

EEEHLERS 28 of 40
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Projected Cash in Water Fund

Projected Cash in the Water Fund

1,400,000
1,200,000
1,000,000
800,000
600,000
400,000

200,000

2024 2025 2026 2027 2028 2029 2030 2031 2032

B Target minimum working capital B Actual working capital-cash balance
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Committee Feedback — Water Utility

* Policy Decision #1.

v" Whether to use property tax levy to pay for a portion of the water
treatment plant

» Council indicated preference to levy taxes
* Policy Decision #2:

v' How to structure rate increases

» Council indicated preference for the Water Treatment Plant Fee plus
increases to base rates and usage fees

EEEHLERS 30 of 40 .
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Sewer Utility

Modest rate increase needed to preserve cash reserves
$4.75 per quarter increase proposed for residential customers
v Increase from $95.00 to $99.75 per quarter
5% rate increase for Lafayette Club
v" Increase from $2.50 to $2.63 per thousand gallons

4.5% annual rate increases in 2024 and beyond

EHLERS 31 0f 40

\\\\\\\\\\\\\\\\\\\\\

18



Sewer Rate Study Key Assumptions

« EXpenses increase 5% annually

* No capital expenses included for sewer line replacement under
streets

 MCES fees inflate 5% annually

E EHLERS
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Projected Cash in Sewer Fund

Projected Ending Cash
Sewer Fund

160,000
140,000
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80,000
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0
2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

m Target Working Capital m Ending Cash
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Sample Utility Bills

 Please see Hand-Out
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Next Steps for 2023

« Committee feedback provided to Councill
 Bonds issued in 2023 to pay for design and project costs

« Rate study updated after design and cost estimates are refined or
bids are received

« Tax levy for Pay 2024 adopted with budget in fall of 2023

E EHLERS
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City of Minnetonka Beach
City Council Work Session Meeting Minutes
November 28, 2022 — 6 pm

1. Call to Order
Mayor Lindstrom called the meeting to order at 6:00 pm.

2. Roll Call

Present: Mayor Jaci Lindstrom; Council Members Tracey Breazeale, Susan Enlow and Vibhu Sharma (attended
remotely via Zoom); and Treasurer Chris Zinn

Absent: none

Staff Present: Heidi Honey, City Administrator; Jane Burgess, City Clerk, and Jason Hilgers, Public Works
Superintendent

Guests: Jessica Cook, Ehler’s

3. Purpose of the Meeting
Lindstrom stated the purpose of the meeting is to review the results of the utility rate study conducted by Ehler’s
and receive the presentation of the study by Jessica Cook from Ehler’s.

Zinn then summarized that City Council approved the utility rate study to quantify how to finance a new water
treatment plant. Ehler’s will review the study and also provide scenarios for financing.

4. Presentation of Utility Rate Study — Jessica Cook, Ehler’s

Jessica Cook stated that she was worked for Ehler’s for over 20 years and supervises the department that does
financial planning and utility rate studies. She then reviewed her presentation. She stated the goal of the study
was to fund the water treatment plant and determine how to pay for it. Options include water rates and tax levy.
When completing the study, they included the city’s existing obligations, operations, and future needs. These
items are the “revenue requirement”. She then reviewed their assumptions that the plant operation costs increase
5% annually, operation expenses of the new plant are similar to the existing one, and capital projects inflate
approximately 5% annually. The new plant may need additional chemicals for $2,000 per year but that could be
added to the plant operation budget. The study considered costs of water treatment plant design in 2023 for
$730,000, and construction costs of $5,070,000 in 2024 (inflated 5%) for a total of $6,000,000. Additionally,
hydrant replacements were added at $10,000 per year as part of the budgeted CIP.

WATER
Cook reviewed bond options and timing:
Options —

e Water revenue bonds — must be paid by water revenue only, term up to 25 years

e Tax abatement bonds — repaid with property tax levy, no referendum required, maximum term of 20
years. Public hearing is required.

e Combination — split financing between the two types of bonds and use tax levy and water revenues to
repay debt. This option allows the city to get as much of the project financed as possible while
providing diversity in repayment.

Timing-

Bonds could be issued in 2023 for engineering costs, and another in 2024 for a majority of the project costs. The
debt service for both combined is $486,000 per year for 20 years which is approximately $2,000 per household
per year. If the city bonds for more than the engineering costs in 2023, it can refinance short term.

Cook reviewed rate options:

Page 1 of 2 September 26, 2022 Planning Commission Minutes
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e Increase user rates — those who use more pay more, may incent irrigation from the lake, variable
revenue for fixed payments

o Water treatment Plant fee (infrastructure fee) — fixed quarterly charge for all customers, reliable revenue
source regardless of weather or affected by snowbirds

e Combination — increase user rates to promote equity plus implement an infrastructure fee for revenue
stability.

Cook reviewed new water treatment plant options:
e Option #1 — Combination of water revenues and property tax levy — 50% each
e Option #2 — Water Revenues — 100%

The rate study carefully considered % rate increases for each year to perfectly align with revenue needed. The
same percentage increases are added to the water base fee and the usage fee. Users are paying their percent of
the cost of the plant. Current usage fees cover operating costs. Recommended increasing usage rates 15% for

2023 and then 8.25% annually after that and adding an infrastructure fee of $150 per quarter for Option #1, or
$300 per year for Option #2. Increase water base fee for Lafayette Club in addition to the % increase for 2023.

Council discussed tiered pricing when lower use has lower rates and higher use has higher rates per 1000
gallons. This is designed to promote water conservation. Since the city has very few revenue sources, it may not
want to encourage conservation or for people to irrigate from the lake. Although overall water conservation is
important, the amount of water used in the city is a very small amount compared to other cities.

Cook recommended that the utility rate study be updated every 2- 3 years at the most and also revisit it before
issuing bonds.

Council discussed the options and what a typical utility bill would look like for each scenario. In the end, both
options cost most property owners approximately $2,000 per year either in property tax, water usage, and
infrastructure fee.

SEWER
Current rates are competitive, but the city needs modest increase to maintain cash reserves. Recommendation to
update fee schedule with 5% increase annually because MCES typically raises rates 5% per year.

Zinn stated that he supports a combination of an infrastructure fee, increased usage rates and tax levy. It
diversifies the revenue stream and protects the city. Council members discussed usage equitability and that the
primary purpose is for inside consumption not irrigation so irrigation should not be a focus. Zinn recommended
the Finance Committee meet to review the study and provide a recommendation to council on which option is
preferred for funding the water treatment plant. The option can be updated when final costs are known.

The meeting adjourned at 7:42 pm.

PUBLIC IN ATTENDANCE — The following individuals were in attendance: Nell Mathews

Minutes respectfully submitted by City Administrator Heidi Honey

Heidi Honey, City Administrator
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MEMORANDUM

To: City Council

From: Heidi Honey, City Administrator
Date: December 12, 2022

RE: 4.3. Impact on Bond Rating Memo

At the City Council Work Session with Ehler’s on November 28, 2022, a question was asked
about any potential impact on the City’s bond rating with proposed new debt for financing
the water treatment plant. Please see the attached response from Rebecca Kurtz from
Ehler’s.

I
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4.3.

City Admin

From: Rebecca Kurtz <rkurtz@ehlers-inc.com>

Sent: Thursday, December 8, 2022 2:55 PM

To: City Admin

Cc: Jessica Cook; Bruce Kimmel

Subject: Minnetonka Beach: Impact of debt on bond rating ,
Heidi,

Jessica asked me to follow-up regarding a question at the Council meeting that related to the impact of the proposed
new debt on the City’s bond rating.

| will start with saying, | cannot speak for the rating agencies. However, | do not believe the proposed debt will
significantly impact the City’s “AAA” rating.

| say this for several reasons:

»  For the rating, S&P will default to the general obligation pledge as the security on the bonds. So, while utility
revenues are also being pledged to pay debt service, there is the security of the City’s full faith and credit behind
the utility revenues.

*  |n my experience, even though this is a utility project, and they will review the utility funds, again with the
general obligation pledge, they will focus on the General Fund. The City’s reserves have been high —above the
65% in your policy — and this was noted in the last rating report. This also provides a lot of security and shows
stability.

» | don’t think that the cash in the utility funds being lower than the target will be a big concern. Again, S&P will -
look to the general obligation pledge, and in my experience, they do not focus on the utility funds to the same
extent as the General Fund. In addition, having the rate study and a long-term plan will be viewed as a positive
showing that you are working to address concerns and planning for the future.

| reviewed last year's report, and it references the strong valuations; the strong reserves and being in compliance with
the City’s policy; and the strong management score due to the City’s policies. | am assuming none of this has changed.

The report does mention “very weak debt profile.” This is canned language based on the score that they generate when
inputting your existing debt into their program. | see this statement on many, many cities’ reports, and in my opinion,
while this is something to be aware of, | do not think adding additional debt will impact the rating at this time. In this
section, the report also forecasts the additional debt for this project, so S&P is aware of your plans and will not be
surprised by the new debt issue. '

The downside scenario in the report references “if finances were to deteriorate significantly.” While | think this project is
causing some challenges, | don’t think it is going to significantly impact the City’s finances.

In short, | don’t think this is going to impact their rating.

If you have questions, | am happy to further discuss any of this. Please let me know.
Rebecca

Rebecca Kurtz, CIPMA
Senior Municipal Advisor
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