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City of Helena

May 1, 2017

To the City Commission, City of Helena

We are pleased to present the 2017 Comprehensive Capital & Inventory Program
(CCIP) for Fiscal Year 2018 budget development reference.

Annually, the components of this report are compiled and presented to the City
Commission before the Commission’s Annual Budget Development Work Sessions.
Therefore, the City Commission is able to apply a long-term perspective with full
understanding of its essential service needs when creating the annual budget and
addressing annual rates.

The annual budget development process involves 4 phases:

Phase 1 — Staff development of the Preliminary Budget to meet Commission Intent
Phase 2 — Commission review of the Preliminary Annual Budget

Phase 3 — Public Hearings on the Annual Budget, Rates, Assessments, and Tax Levy
Phase 4 — Commission adoption of the Budget, Rates, Assessments, and Tax Levy

This CCIP is a major consideration in the annual budget development and rate setting
processes. In order to sustain essential services, the CCIP provides for:

an inventory of the infrastructure and equipment;

» an assessment of the infrastructure and equipment condition;

» identification of replacement costs of existing system;

> a comprehensive review of the current funding status;

> a review of the future expectations through 10 Yr. projections;

>

>

Y

an awareness of the combined impacts of decisions; and,
the development of City Commission approved priorities.

CCIP analyses in this report are based upon the expectation of an average year. This
will be representative of actual results we can expect over the ten year study period.
However:
v" Actual results in any single year can be expected to vary from the average.
v" We may not achieve projected bond coverage ratios in 50% of actual years.

The purpose of the CCIP is to identify the required funding for both
= the replacement of obsolete and depreciated infrastructure and equipment, and
3



= the acquisition of capital improvements, which are necessary for the delivery of

City services. A consistently updated, reviewed and funded CCIP is necessary
to keep essential services in good condition now and in the future. This results
in:

v" Less Service Interruption

v' Better Service

v Lower Maintenance Costs

v' Predictable, Affordable and Competitive Rates

Please accept and review this report for use in our on-going budget discussions.

Sincerely,

Ron Alles; City Manager
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A. Rates History

The following rate history shows that for many years the City did not have
any regular pattern of rate adjustments in order to fund inflation and
ongoing capital & inventory programs. Since 2007 the City Commission
has addressed rate needs annually.

CPI/U Year

(December to December)

1995
1996
1997
1998
1999
2000

2001
2002

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

City of Helena - Rate Change History

CPI/U

2.54%
3.32%
1.70%
1.61%
2.68%
3.39%

1.55%
2.38%

1.88%
3.26%
3.42%
2.54%
4.08%
0.09%
2.72%
1.50%
2.96%
1.74%
1.50%
0.76%
0.73%
2.08%

2004 32.50% 0.00%
2005 1 0.00% 0.00%
2006 11 0.00% 3.70%
2007 12 3.40% 3.40%
2008 13 10.62% 2.50%
2009 14 4.10% 4.10%
2010 15 1.00% 1.00%
2011 16 11.72% 5.00%
2012 17 1.50% 1.50%
2013 18 5.00% 2.00%
2014 19 2.00% 5.00%
2015 20 1.00% 2.00%
2016 21 3.00% 2.00%
2017 22 9.00% 6.98%

Fiscal
Year Streets Water
1996 1 3.01% 7.46%
1997 2 3.09% 0.00%
1998 3 1.12% 14.44%
1999 4 14.39% 0.00%
2000 5 0.00% 0.00%
2001 6 0.00% 0.00%
2002 7 0.00% 0.00%
2003 8 0.00% 0.00%
9
0

Waste
Water

0.00%
8.86%
0.00%
0.00%
83.04%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
3.40%
5.31%
4.10%
9.00%
4.00%
4.50%
2.50%
4.00%
2.50%
2.00%
5.89%

Storm
Water

0.00%
0.00%
0.00%
50.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
10.60%
2.50%
6.35%
9.00%
5.72%
1.50%
2.50%
3.00%
3.00%
3.00%
14.61%

Commercial Residential
Solid Waste Solid Waste

0.00%
0.00%
3.30%
0.00%
3.40%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.00%
2.50%
2.81%
0.00%
0.00%
-4.60%
0.00%
0.00%
0.00%
0.00%
0.00%

The City Commission has called for predictable funding for essential
services:
timely funding of the CCIP to avoid high maintenance costs
annual funding of regularly recurring CCIP components
timely replacement and rehabilitation of infrastructure
annual review of rates
annually provide for part or all of the impact of inflation

make incremental rate changes that are regular and predictable

12.07%
0.00%
13.08%
4.76%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.00%
2.50%
2.81%
3.00%
5.00%
0.00%
2.00%
2.00%
1.50%
0.00%
-5.00%



Operations Debt C.I.P.
Providing Paying Providing
for for for

Today the Past the Future

B. Definitions

Operations
Maintenance, cleaning, repair, treatment and customer services that are
required on an ongoing basis.

Debt Service
The repayment of money borrowed for equipment, facilities or systems.
This is usually in the form of loans and general obligation or revenue
bonds.

CIP
Capital & Inventory Program is a prioritized, multi-year, listing of capital
and inventory needs. Streets, pipes, equipment and facilities wear out,
and also we must expand for community growth.

CCIP

The Comprehensive Capital & Inventory Program is also known as the
Comprehensive Capital Improvement Program. Itis a planning tool
which analyzes the interactive considerations over a ten year time frame
for:

» CIP costs,

» Operations & Maintenance costs,

> Debt Service Costs, and

> Potential Funding.

C. CCIP Policies

1. Essential Services Sustainability

Creating a climate where the City government provides quality, reliable,
basic services is essential to a community’s economic health and vitality.
Consistent, economical funding of these essential services must be
provided.




2. Consistency / Predictability

Consistency and predictability in the cost and availability of essential
services are significant factors to our citizens when they make personal
and business commitments. The City will minimize uncertainty in
essential services hy:
% annually updating the CCIP financial, operational and capital
components; and,
% making regular, incremental, rate reviews.

3. Financial Criteria

a. Reserve Requirements

Bond Covenants
When issuing revenue bonds the City is required to establish bond
reserves as security to the bond buyers. These bond reserves
usually equate to one full year's debt payment plus a monthly
accumulation of the next payment. These reserves are established
through bond resolutions which establish a City contractual
obligation to bond holders.

Operating Reserves
For funds with a monthly revenue structure, operating reserves are
set to equal one month or one and a half months of annual
operating expenses. This reserve guarantees the City will have an
adequate cash flow reserve to meet operating expenses throughout
each month while waiting for monthly revenues. The operating
reserve is also typically required by bond covenants.

Replacement Reserves
Replacement reserves reflect the set aside to replace major system
components on a timely basis.

e Aggressive — The most aggressive replacement reserve
would be to fully fund both depreciation and inflation on a
straight line schedule so that the City would have all of the
money necessary to replace system components as
needed. Detailed CCIP schedules show “Save as You Go”
columns for information purposes.

e Typical — Typically the replacement reserve is set at a
lower level for the purpose of funding vehicles, equipment
and smaller system components on a pay-as-you-go basis.
This anticipates the issuance of future revenue bonds and
rate changes to provide for major system components.




b. Percentage Goals for Major Systems
The City Commission has set an initial benchmark of “funding up to 50%
of the annual CCIP schedule of capital & inventory priorities”.

c. Rate Adjustments

The City Commission will determine actual rate adjustments on an annual
review basis. Such adjustments consider inflation impacts, operation and
maintenance, bond coverage (if applicable), and capital funding.

d._Average Year Basis (for Revenue Projections)
CCIP analyses in this report are based upon the expectation of an
average year. This will be representative of actual results we can expect
over the ten year study period. However:

v Actual results each year are expected to vary from the average.

v" We may not make projected coverage ratios in 50% of actual years.

e. Coverage Ratios

Minimum — as set by Bond Covenants
Where the City has issued revenue bonds, there is usually a 110% -
125% coverage ratio required by bond covenants. Net revenues which
provide 100% coverage are needed in order to fund debt service after
all operating costs have been paid. The extra 25% is bond holder
security in case of net revenue fluctuations, such as low water sales
due to weather. If not needed for operating costs in a “bad year”, the
extra 25% becomes available to fund capital in the following year.

4. Funding Options / Mechanisms

a. Funding Options include:
Shared Revenues such as Gas Tax, etc.
Federal and State Grants
Special Districts MCA Title 7, Chapter 11, Part 10
Special Improvement District (SID) MCA Title 7, Chapter 12, Part 41
Street Maintenance District (SMD) MCA Title 7, Chapter 12, Part 44
Charges for Services (Rates and Fees)
Revenue Bonds and Voter Approved General Obligation Bonds

Other Alternative Revenues

b. Comparative Equity within and among the various options is a significant
consideration during the CCIP reviews.

10



C.

Feasibility of funding options includes consideration of:

» Legal - Is it allowed under State law and regulations?

» Data — Are data bases available to compute the option?

» Complexity —  Will it be understandable to the public?

> Effort — Will it be cost effective to administer?

» Consistency — Will we establish a stable and predictable pattern of
funding?

» Acceptable —  Will it be a sustainable option for the community?

D. CCIP Methodology

1.

Inventory

The inventory is constantly being updated and refined as better line item
information becomes available. This identifies what we have and what it
will cost to replace. For example, in our water and wastewater treatment
plants we are refining our approach from a plant-as-a-whole concept to a
more efficient modular plant concept.

Assessment of Condition

Using both in-house expertise and outside consultants, the City
established and periodically updates detailed assessments of the
condition of our major infrastructure. Such an assessment of condition
requires item-by-item and segment-by-segment testing, inspection and
analysis.

Capital & Inventory Program (CIP)

Infrastructure inventories and assessments of condition allow the City to
develop prioritized lists of facilities and equipment. These lists identify
what facilities and equipment are needed, and when they are needed to
continue to provide quality services to our community.

Comprehensive Capital & Inventory Program (CCIP)
(also known as: Comprehensive Capital Improvement Program)

After inventory, assessment of condition, and prioritization of facilities and
equipment, the Comprehensive Capital & Inventory Program (CCIP) is
then completed by doing a thorough analysis of CIP funding feasibility and
options. This is typically a ten-year projection of the CIP, operation and
maintenance costs, and debt service costs compared to practical funding.

11



5. Update and Review

The City has a tremendous investment in infrastructure. The Inventory,
Assessment of Condition, CIP, and CCIP Funding are all updated and
reviewed on a regular basis, usually annually. Therefore the City
Commission can always make informed decisions. In their public forum,
the City Commission reviews the CCIPs and ratifies or modifies the
priorities and policies for the implementation and funding of current and
long-term capital projects.

E. CCIP Schedules — Column Definitions

1. Reserve Goal - Total (Column)
This is the anticipated total cost of an item or a project. The current cost
estimate is adjusted for inflation out to the 1st scheduled year of
replacement. The inflation factor is typically 3% compounded
annually. All cost estimates are reviewed and, if applicable,
updated regularly, rather than simply inflating from original costs. The
inflation factor compounds from the year the cost was updated, rather than
from the original year of acquisition.

2. Reserve Goal - New Portion (Column)
This is the part of the "Reserve Goal - Total" which has been increased
due to a proposed change in type or as an added item to the
CCIP. Example (in the Building Division) the added cost to replace an
existing vehicle compared to the cost of replacement with a hybrid
vehicle. The "New Portion" would be that part of the total that relates to
added hybrid costs. The intent of this column is to allow us to separately
focus on how new concepts or new improvements have been reflected in
the CCIP.

3. Save as You Go ("Add per Year" and "2017 (If Saved)" columns)
If the City was annually saving for its CCIP,
— how much would need to be set aside each year, and
— how much would the City have in reserve by the end of this fiscal year if
it was saving annually?
These columns show what a savings account approach would require
("Add per Year") and would have accumulated to ("2017 (if saved)") if we
were annually reserving for replacements and improvements scheduled in
the CCIP. The Add per Year is simply the Reserve Goal divided by the
Years of Life (10 years = 10% per year). The 2017 (if saved) is number of
years between original acquisition and this 2017 CCIP times the Add per
Year amount.

12



Il. Comprehensive Capital &
Inventory Programs (CIPS)
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