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1. Public Comments (limited to 3 minutes) 

 

2. Sewer Rate Study Presentation ......................................................................................1 

 

3. Discussion of Bear Valley Golf Course .......................................................................28 

 

4. Discussion of Deputy City Manager Position ............................................... No Backup 

 

5. Discussion of Summer Meeting Schedule .................................................... No Backup 
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 Work sessions are informal meetings of the City Council where Councilmembers review the 
upcoming regular meeting agenda packet and seek or receive information from staff. Although 
additional items not listed on the work session agenda are sometimes discussed when introduced 
by the Mayor, Council, or staff, no formal action is taken at work sessions and items that require 
formal Council action are placed on a regular Council meeting agenda. Public comments at work 
sessions are NOT considered part of the official record. Public comments intended for the “official 
record” should be made at a regular City Council meeting. 
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BackgroundBackground
 CH2M HILL conducted a cost of service water and 
sewer rate study in 2004sewer rate study in 2004

 Updated water and sewer rates in 2011.
 Sewer rates were to be revisited when a decision was 
made on a bio solid disposal plan.

 Last rate increase in FY 2012:
 Sewer increased by 5% (residential from $59.82 to 
$62.81     ))

 System in need of capital improvements over the next 
10 years to meet regulatory requirements, replace 
aging infrastructure, and upgrade the treatment 
plant.
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Rate Study ObjectivesRate Study Objectives
 Revenue Adequacy 

 Rates that will generate sufficient revenues to 
meet projected costs and other requirements meet projected costs and other requirements 
(e.g., fund reserves)

 Rate Equity
 Costs will be distributed to customers in 
proportion to system use; achieved through 
rate structure

 DefensibilityDefensibility
 The methods used to develop rates are 
consistent with industry standard practices

4
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Financial Plan DevelopmentFinancial Plan Development

2. Identify Funding Sources (rates, 
debt, grant,other)

1. Identify System Needs (forecast 
O&M + Capital Requirements)

5

3. Develop Funding Plan (anticipated 
revenue from rates and other sources)

Financial PlanFinancial Plan

 Collaborated with City staff to develop assumptionsCollaborated with City staff to develop assumptions

 10‐year planning period

 Revenues projected based on existing rate structure

 Assumed all capital projects would received funding 
from grants and loans

 Assumed 50/50 splitAssumed 50/50 split
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Capital & Operating Capital & Operating 
RequirementsRequirements

C it lO ti Capital
• Regulatory requirements

• Upgrade to wastewater 
treatment plan

• Rehabilitation and 
replacement

Operating
• Personnel

• Materials & Services

• Transfers 

• Additional O&M related 
to capital improvements

7

replacementto capital improvements

• Compost facility

Revenue RequirementsRevenue Requirements
Operation and Maintenance Expenses

+ Pay as you go Capital Projects

+ Debt Service Requirements

+ Funding of Reserves

= Revenue Requirements

Less: Non‐Rate Revenue

Less: Use of reserves

= Revenue Requirements from Rates

8
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Financial Plan AssumptionsFinancial Plan Assumptions
 Assumptions: 

 Annual growth assumptions :
 0.0% for residential customers

 0.0% for commercial customers

 O&M escalation range of 3.0% to 10.0% per year

 Capital escalation of 4.0% per year

 Contingency: 45 days of O&M expenses

 Capital Improvement Plan (inflated$)p p ( )
 Sewer = $38.4 million

9

Capital Improvement Plan: Sewer Capital Improvement Plan: Sewer 
($16.6 m)($16.6 m)

 Bio solid Management Project (construction phase)

 Sewer pipe replacement Sewer pipe replacement

 Aleutian Homes, Phase 5‐8

 Future Downtown pipe replacement projects

 Wastewater Treatment Plant upgrade:  design and 
construction

 Permit renewal testing

 Testing will identify what disinfection process may be necessary

 Most projects constructed over multiple years

 Possibility to defer some of the pipe replacement projects to 
increase chance of favorable financing
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Financial Plan Results: SewerFinancial Plan Results: Sewer

 Revenue from existing rates FY 2014= $3.4 million

O&M   (i l di     ili     ) FY  O&M costs (including sewer utility + treatment) FY 
2014 =  $2.5 million

 Sewer Sales Fee:  $350,000
 O&M costs increase from $2.8m to $4.4m over the 10 
year analysis period (4.5% annually)

 Existing debt service FY 2014 = $301,000
 Debt service increases from $301k to $1.5 million in FY 
2024

 Moderate rate increase needed immediately; annual 
increases
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Revenue Requirements: FY 2014Revenue Requirements: FY 2014‐‐FY 2024FY 2024
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Proposed Sewer Rates, FY Proposed Sewer Rates, FY 20152015‐‐20242024

Fiscal Year % Increase
Residential Rate 

($/mo)Fiscal Year % Increase ($/mo)

FY 2014‐15 5.00% $65.95

FY 2015‐16 5.00% $69.25

FY 2016‐17 5.00% $72.71

FY 2017‐18 5.00% $76.35

FY 2018‐19 5.00% $80.16

FY 2019‐20 10 00% $88 18

13

FY 2019 20 10.00% $88.18

FY 2020‐21 5.00% $92.59

FY 2021‐22 5.00% $97.22

FY 2022‐23 3.00% $100.13

FY 2023‐24 3.00% $103.14

RecommendationsRecommendations

 Implement first 5 years of rate increases

 Review financial plan regularly to ensure actual  Review financial plan regularly to ensure actual 
revenues and expenditures are tracking with the 
projections developed in this analysis

 Impacts of implementation of and sewer CIP

 Monitor operating impacts of compost facility

 Increase rates as needed in future years to meet the y
financial needs of the systems.

 Conduct rate update every 5 years

14
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Discussion/Q&ADiscussion/Q&A

15

88
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T E C H N I C A L  M E M O R A N D U M    
 

City of Kodiak Sewer Rate Study –DRAFT Financial 
Plan  
PREPARED FOR: Mark Kozak/Director of Public Works, City of Kodiak 

PREPARED BY: 
 
REVIEWED BY: 

Kurt Playstead/CH2M HILL 

Dave Green/CH2M HILL 

DATE: May 8, 2014 

 

Overview 
In March, 2014 the City of Kodiak commissioned CH2M HILL to update its sewer rates. The purpose 
of this study is to determine if projected rate revenue requirements related to operation and 
maintenance and capital improvements will require additional rate increases in the future. Previous 
to this study, CH2M HILL completed a rate study in 2005 and the City conducted an in-house rate 
study in 1993.  CH2M HILL also completed a rate study in 1988. 

This technical memorandum presents a 10-year financial plan for the sewer system, as the first 
phase of the rate study. The memorandum begins with an introduction to the financial plan, 
including the planning assumptions. This is followed by a discussion of projected sewer system 
revenue requirements and revenues. The memorandum ends with a discussion of rate impacts, 
based on the current rate structure. 

Introduction 
This technical memorandum presents a financial analysis of the City’s sewer system. A 10-year 
financial plan was developed to analyze the impact on sewer rates of implementing the proposed 
capital improvement plan (CIP) and projected operating expenses associated with completing the 
plan. 

The building blocks of the financial plan are the projections of costs (both operations and 
maintenance, and capital) that the City will incur during the 10-year planning period, fiscal year 
2014/15 through fiscal year 2023/24, and the revenues, under existing rates, which the City expects 
to generate during the same period. The financial plan is based on a set of overall assumptions 
related to customer growth, inflation, and other factors, as well as the specific phasing of the City’s 
CIP.  

The following general assumptions were used in developing the plan: 

• Customer growth will occur at the following annual rates: 

 Residential Growth-Inside city:  0%  
 Residential Growth-Outside city:  0%  
 Commercial Growth-Inside city:  0%  

9
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 Commercial Growth-Outside city:  0% 
 Industrial Growth:  0% (flat) 

• Operation and maintenance costs – specific annual escalation factors used include: 

 Salaries and wages (all line items):  3.0% 
 Retirement contributions:  4.0%  
 Workmen’s compensation:  7.0%  
 Group insurance / insurance and bonding:  10.0%  
 Electricity (public utility service):  3.0%  
 Administrative, financial and public works services:  3.0%.  

• Capital costs will increase at an annual rate of 4% to account for inflation. 
• Sewer sale fee:  10% of annual sewer sales revenue 
• Interest earned on investments:  2.5% 

The draft financial plan for the sewer system is presented in Attachments 1 and 2, showing 
projected sources and uses of funds for the Sewer Utility Fund (#570) and the Sewer Improvement 
Fund (#306), and projected debt service coverage. Each component of the financial plan is discussed 
in more detail below. 

Revenue Requirements 
The costs in the plan that are to be funded from annual revenues are referred to as ‘revenue 
requirements’ for rate-making purposes. Total requirements are composed of: 

• Operations and maintenance (O&M) costs 

• Annual capital improvement projects funded by rates and reserves 

• Debt service expenditures 

• Transfers to other City funds for indirect and direct services provided to the utility 

In addition, annual requirements include operating contingencies equal to 20 percent of annual 
O&M costs. However, 100 percent of annual contingencies are assumed to be unspent and roll 
forward to subsequent year beginning balances. 

Revenue requirements were projected based on data provided by the City, including adopted 
budget for FY 2013/14 and a proposed CIP with annual details from FY2013/14 through FY2023/24. 
The City’s FY2013/14 budget for the Sewer Utility Fund is presented in Table 1. 

Operation and Maintenance Costs  
Operation and maintenance costs include all costs associated with operating and maintaining the 
wastewater system, including personnel and materials and services costs. Table 1 shows historical 
O&M costs from FY 2010/11 through FY 2012/13 and budgeted O&M costs for the wastewater 
system for FY2013/14.  The costs presented combine the collection system and treatment plant 
expenses. Total personnel and materials and services costs are approximately $2.8 million. 
Approximately 47 percent of this total is personnel related (salaries and wages, benefits, 
professional services). The City is in the process of modifying its biosolid management program 
which includes the construction and operation of a compost facility.  The facility is being built to 

10
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handle the disposal of wastewater treatment plant biosolids, as the Kodiak Island Borough landfill 
has stopped accepting the product. The budget for FY 2013/14 reflects the changes in biosolid 
disposal operations.  

TABLE 1 
City of Kodiak 
Sewer Rate Analysis 
Historical and Budgeted O&M Costs 
 

  Actual Actual Actual Budget 
Item FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14 

Salaries and Wages $564,501  $574,846  $558,581  $684,770  
Benefits $406,748  $491,588  $490,303  $568,100  
Professional Services $44,482  $24,684  $41,148  $91,502  
Support Good and Services $199,220  $189,853  $192,461  $290,780  
Public Utility Services $485,525  $570,786  $387,680  $615,000  
Bond Expense $25,756  $35,028  $30,528  $27,025  
Construction $0  $0  $0  $0  
Capital Outlay $980  $8,500  $39,167  $77,000  
Interfund Charges $467,088  $495,455  $529,691  $476,250  
Transfers $0  $0  $0  $0  
Total $2,194,300  $2,390,740  $2,269,558  $2,830,427  

Source:  City of Kodiak FY2014 Budget, Sewer Utility 
Fund 

As shown in Attachments 1 and 2, O&M costs (including personnel services and materials and 
services) are projected to increase to over $4.2 million in FY2022/23. 

Capital Costs 
Budgeted capital outlays for machinery and equipment totaled approximately $77,000 in FY2013/14 
(budgeted), as shown in Table 1. Approved capital projects totaled an additional $124,000 in that 
year. Approved capital expenditures included the Aleutian Homes Phase 5 project and the biosolid 
management project.  Discussions with city staff estimated that both of these projects would be 
designed by the end of FY 2013/14 with most of the construction costs being spent in FY 2014/15.   

Table 2 summarizes the capital improvement plan for the sewer system through FY 2023/24 in 2014 
dollars. A number of projects listed will have a water, sewer, and street improvement components.  
Only the sewer utility’s share of the costs is presented. 

The sewer CIP identifies approximately $32.0 million (in 2014 dollars) in capital improvements from 
FY 2014/15 through FY2023/24.  The projects are necessary to maintain the current level of service 
provided by existing facilities, comply with state and federal regulations, and provide capacity to 
meet the needs of projected growth. The two largest projects in the CIP include the construction of 
the compost facility ($3 million construction) and the upgrade to the wastewater treatment plant 
($16.5 million design and construction). Based on the anticipated project schedules and an 
estimated annual capital cost escalation rate of 4 percent, the total, inflation adjusted capital 
improvement plan for the wastewater system is $38.4 million through FY2023/24. 

11
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As shown in Attachment 1, the projected capital improvements will be paid by a combination of 
current revenues, grants, and debt proceeds.  For this analysis, it is assumed that the City will 
receive grants to support approximately 50 percent of the sewer capital improvements in future 
years. Many projects on the CIP could be deferred in order to give the City more time to receive 
favorable financing.  For this analysis, it was assumed that the City would issue revenue bonds in FY 
2015/16, FY 2016/17, FY 2018/19, FY 2020/21, and FY 2021/22. Annual debt service increases from 
approximately $300,000 in FY 2013/14 to over $1.6 million in FY 2022/23, based on this borrowing 
schedule. Debt service payments are based on a 20-year term, 4.5 percent interest, 2.0 percent 
issuance costs, and a 10 percent reserve requirement. 

The City may be eligible for a combination of lower-interest loans and grants from state and federal 
agencies. However, because funds are limited, and to provide the City with an upper end estimate of 
rate impacts, we have assumed that the City would have to issue debt through the conventional 
bond market.  
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Revenues 
For this analysis, it was assumed the City would rely on a combination of sewer rates, grant funding, 
and debt financing to fund the projected system costs over the next 10 years. As shown in 
Attachment 2, sewer sales revenues – including rates inside the City and in the borough, and septic 
truck discharge fees – based on existing rates are projected to generate about $3.4 million in 
FY2013/14. This projection is based on the City’s existing rate schedule presented in Table 3. The 
City’s rate structure is a flat fee per month based on customer type. 

TABLE 3 
City of Kodiak 
Sewer Rate Study 
Existing Rate Structure  

Customer Type Basis for Charge 

Inside 
City 

($/mo) 

Outside 
City 

($/mo) 
Apartments, per unit one unit per dwelling $62.81 $75.29 
Auditorium on unit per 3,500 sf of floor area or fraction thereof $62.81 $75.29 
Bakery one unit per 200 sf of patron area or fraction 

thereof 
$62.81 $75.29 

Bar one unit per 200 sf of patron area or fraction 
thereof 

$62.81 $75.29 

Beauty Shops/Barber/Animal 
Grooming 

one unit per facility/residence $62.81 $75.29 

 one-half unit per operator chair/tub $31.41 $37.64 
B&B / Boarding House one unit per facility/residence $62.81 $75.29 
 plus one-half unit per guest room $31.41 $37.64 
Churches one unit per facility   $62.81 $75.29 
Construction one-half the regular rate for intended use of 

building 
  

Day Care Facilities one unit per business/dwelling unit $62.81 $75.29 
 plus one-quarter unit for each 5 persons or fraction 

thereof 
$15.70 $18.83 

Dining Facility/Café/Bakeries  one unit per 200 sf of patron area $62.81 $75.29 
Doctor's office, medical clinic, 
dentist  

one unit per 6 employees or fraction thereof $62.81 $75.29 

Dry Cleaners  one unit per 6 employees or fraction thereof $62.81 $75.29 
Gas Station / Auto Repair Shop 2 units per business $125.61 $150.58 
Hospital/Major Care Center  one unit per bed $62.81 $75.29 
Hotel/Motel one-half unit per guest room w/o cooking $31.41 $37.64 
 three-quarter unit per guest room w/cooking $47.10 $56.47 
Industrial one unit per 6 employees or fraction thereof $62.81 $75.29 
Laundries and bath houses three-quarter unit per per washing machine $47.10 $56.47 
Meats or Produce Retail Stores  one unit per 6 employees or fraction thereof $62.81 $75.29 
Museums one unit per dwelling $62.81 $75.29 
Office/Retail one unit per 6 employees or fraction thereof $62.81 $75.29 
Powerhouses one unit per 6 employees or fraction thereof $62.81 $75.29 
Residential (no additional charge 
for home-based office/retail use) 

one unit per dwelling $62.81 $75.29 

Rest Home/Long Term Care one unit per 2 beds or fraction thereof $62.81 $75.29 

14
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Schools one unit per 20 persons in daily attendance, 
including staff 

$62.81 $75.29 

Senior Citizens (primary 
residence) 

one-half unit $31.41 $37.64 

Vacant Rate, per month one-half the regular rate for intended use of 
building 

$31.41 $37.64 

Vacant Rate Noncompliance Fee  $195.05 $195.05 
Warehouses one unit per 6 employees or fraction thereof $62.81 $75.29 
Dump Fee    
  disposal domestic sludge per gallon $0.32 $0.32 
  disposal septic tank/portable 
toilet water 

per gallon $0.23 $0.23 

 

Non-rate revenues, including revenue from interest income, miscellaneous charges, and 
intergovernmental sources, are projected at approximately $162,000 for the sewer system in 
FY2013/14.  For this analysis, it was assumed the intergovernmental sources such as PERS relief 
funds will not be available.  Non-rate revenues are projected to be about $120,000 by the end of the 
study period.  

Rate Impacts 
As of March 2014, the City’s has a combined $5.6 million in reserves between the utility fund and 
the capital improvement fund (see Attachment 1). The City anticipates current appropriations will 
significantly reduce available cash reserves by the end of the next fiscal year. The construction of the 
compost facility will require a large portion of existing reserves.   

As discussed previously, this analysis assumes that the City will use a combination of rate revenue, 
grants, and revenue bonds to pay for the projects listed in the CIP. The FY 2015/16 debt issue is 
estimated to total approximately $1.3 million, including project costs, reserve requirements, and 
issuance costs. The FY 2016/17, FY 2018/19, and the FY 2019/20 debt issuance are assumed to total 
approximately $2.8 million, $1.4 million, and $10.2 million, respectively. The large debt issuance in 
FY 2019/20 is to pay for the treatment plant upgrades.  To repay the debt, and to pay for the 
additional capital and operating expenses forecast over the study period, sewer rate increases will 
be required.  

Exhibit 1 presents the revenue requirements for the sewer utility over the analysis period.  Revenue 
requirements consist of operations and maintenance expenses (including transfers), debt service 
payments, and pay –as-you-go capital expenses.  As the exhibit illustrates, existing rate levels will 
not be sufficient to cover the revenue requirements associated with the planned capital 
expenditures presented in Table 2. 
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EXHIBIT 1 
City of Kodiak 
Sewer Rate Study 
Revenue Requirements 
 

 
 

 

For this analysis, rate increases are introduced every year beginning in FY2014/15. The current rates 
generate sufficient revenue to fund current O&M and debt service costs, as well as an annual 
transfer to capital projects of about $160,000.  However, as the proposed CIP averages about $3.8 
million (inflation-adjusted) per year over the study period, significant additional rate increases are 
required to fund the projects.  The rate increases have been structured with increases above 
inflationary adjustment initially in FY2014/15 and FY 2015/16 that taper down to inflationary 
increases for three years.  A larger rate increase is required in FY 2019/20 to account for the 
projected wastewater treatment plant upgrade.  Table 4 presents the projected annual rate 
increases need to meet the City’s revenue requirements.  The estimated inside City monthly 
residential rate is also included. 

 

 

 

16



DRAFT SEWER SYSTEM FINANCIAL PLAN TECHNICAL MEMORANDUM 

9 
 

TABLE 4 
City of Kodiak 
Sewer Rate Study 
Projected Annual Increases and Inside City Residential Rate 
 

Fiscal Year % Increase 
Residential Rate 

($/mo.) 

FY 2014-15 5.00% $65.95 

FY 2015-16 5.00% $69.25 

FY 2016-17 5.00% $72.71 

FY 2017-18 5.00% $76.35 

FY 2018-19 5.00% $80.16 

FY 2019-20 10.00% $88.18 

FY 2020-21 5.00% $92.59 

FY 2021-22 5.00% $97.22 

FY 2022-23 3.00% $100.13 

FY 2023-24 3.00% $103.14 

 

Attachment 2 shows the estimated total annual rate revenue, based on the proposed rate increases 
and forecast revenue under existing rates. These rate increases have been structured to allow the 
City to generate adequate revenue to meet the proposed CIP and projected annual O&M costs, as 
well as maintain minimum fund balances and debt service coverage. Debt service coverage is the 
amount of revenue that a utility must generate annually in excess of its operation, maintenance, 
and debt service requirements. This additional revenue is required by bond buyers as a condition of 
issuing revenue bonds; it provides the bond buyers a measure of security regarding debt repayment 
by the utility. Failure to generate the required revenues could put the utility in technical default on 
the bonds, which adversely affects current and future bond ratings and interest costs. 

Debt service coverage requirements generally require net revenues (system income and revenue 
less operation and maintenance expenses) to be at least 1.25 times the average annual principal and 
interest requirements of all outstanding bonds. Attachment 2 shows the projected debt service 
coverage based on the projected operating revenues and O&M expenses over the study period. In 
each year, debt service coverage meets the assumed minimum coverage typically required by bond 
covenants. This is largely because rates have been set to generate sufficient revenues to cover a 
significant amount of capital costs. The additional revenue generated for capital projects counts 
towards meeting the coverage requirements.  

Table 5 presents the forecast wastewater rates for each customer class, based on the City’s existing 
rate structure and the forecast rate increases presented in Attachment 2 for FY 2014/15 through FY 
2018/19. The existing monthly rate per unit is $62.81 for inside City residential customers.  Based on 
the forecast rate increases, the inside-city rate per residential unit increases to $80.16 in FY2018/19. 
For outside-city residential customers, the monthly rate increases to $96.09 in FY 2018/19. 
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It should be noted that changes to timing of particular projects listed in the CIP and/or the ability of 
the City to obtain alternative sources of funding could impact the rate increases projected in this 
analysis.  Alternative rate increase strategies could be explored to smooth increases over the entire 
planning period or achieve other objectives. 

 

Conclusion 
Based on the sewer system rate update findings summarized in the previous sections and the data 
and assumptions developed for the study, the following recommendations are presented for the 
City’s consideration: 

• Implement first 5 years of rate increases presented in Table 5 (FY 2014/15 through FY 
2018/19) 

• Review and update capital improvement plan on a regular basis and adjust schedule and 
cost estimates to reflect current project timing and cost conditions. Depending on the final 
cost and funding strategy for the WWTP upgrade, it may be necessary to update sewer rates 
when the project is better defined and costs have been estimated based on a preliminary 
design. 

• Review financial plan regularly to ensure actual revenue and expenditures are tracking with 
the projections developed in this rate update.  The City should review the financial plan 
annually and make appropriate adjustments for changes in operations, capital spending, and 
customer account composition.  Rates should be adjusted accordingly.

18
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