KHDE Financial Capacity WORKSHEETS

Version 3.0
The Environmental Finance Center at Boise State University has developed these worksheets for existing or proposed public water systems to use when developing their financial plans.  The information generated from these worksheets can be used to determine if a public water system will have the financial capabilities necessary for the sustained provision of safe drinking water for its customers.  Also, the worksheets assist public water systems in determining whether key criteria of financial viability are being met or will be met based upon current and future operations, by investments in the system and by the establishment of certain reserves.  

INSTRUCTIONS

The worksheets are designed to both gather important information and to perform calculations for use by the system staff and management, and those analyzing system conditions.  Forecasts, summations and ratio calculations are automatically performed by the computer-based worksheet.  Please provide information in the GREEN SHADED areas (or cells) of the worksheet.  The computer-based version of the worksheet contains formulas for producing all of the other cells.  

There are over 80 input lines in two worksheets to be considered for data entry.  A description of every Line on each worksheet is provided below.  Specific instructions are included for each Line.

A third worksheet – an analysis page – offers information to help describe the current and future financial conditions of the public water system.  The information on this third worksheet is automatically generated as data is entered.

WORKSHEET DESCRIPTIONS

Page 1: Customers, Revenues and Expenditures Worksheet: This worksheet gathers information about the revenues and expenses of the water system.  Not included are the capital and reserve expenditures.  These are found on the “Page 2: Capital Investment / Reserves Worksheet.”  This second worksheet helps to determine the resources that are available for capital investment and reserves after normal operating expenses are deducted from operating revenues.

Page 2: Capital Investment / Reserves Worksheet: The second worksheet is used to learn more about the source and use of funds after operational expenses are recorded; it is a continuation of the first worksheet.  The sources of funds subsection includes system resources available after operating expenses are paid along with loans and grants and other resources contributed by others.  The use of funds subsection shows how resources are spent for capital improvements, repayment of debts and for reserves.  This worksheet concludes with the end of the year financial situation.

Page 3: Analysis Worksheet: This worksheet generates useful information about the financial condition of the water system; focusing on issues such as revenues needed over time, general user charge affordability, the status of reserves and key financial ratios.  This information supplements the budget and forecasting information developed through the prior worksheets and provides the opportunity for water system managers to develop “what if” scenarios.

NEW FOR 2003!  This year we have added five charts that load automatically based on your inputs to the worksheets.  These charts show:  End of the year balance; Total revenues needed to meet budgeted expenses; Affordability index; Rate revenue as a percent of total revenue; and, Total capital/reserves expense as % of total expenses. 

Line DESCRIPTIONS: WORKSHEET 1
Special Note on Column K “Inflation Factors”:  This column is used to input a variety of inflation factors used to predict increases in expenses.  If specific inflation factors are unknown, it may be appropriate to use “3% to 5%” as a general inflation factor.  Please contact the Environmental Finance Center for more information regarding inflation factors (bjarock@boisestate.edu). 

Line 1: Demographic Information (subtitle)
There are several calculations that the worksheet performs based upon the number of customers and the annual median household income of the customer base.

Line 1a: NUMBER OF CUSTOMERS

The number of customers expected to be served by the public water system in the current year and in the future.  These cells are SHADED and information should be provided for the SHADED cells even if the number of customers remains the same.

Line 2: Annual increase in customers (%)

The worksheet calculates the percentage increase in customers in future years.

Line 3: Annual Median Household Income (AMHI)

This is the local annual household income estimate.  It is used in the worksheet to estimate affordability of user charges.  The local AMHI is usually available from community development organizations in your area.  Please indicate the current year AMHI and the expected percentage increase (inflation factor [%]) for the forecast period.

Line 4: REVENUES AND EXPENSES (subtitle)

Line 5: Available Unrestricted Cash Balance

The SHADED cell requires information.  The system should indicate the available cash for the system’s use at the beginning of the current year.  This amount should be the unrestricted opening cash balance.

The worksheet calculates subsequent year opening balances automatically.

Line 6: REVENUES RECEIVED (subtitle)

Line 7: Water Rates

The SHADED cell requires the amount the system expects to receive from water rate charges in the current year.  YEARS 2, 3, 4, 5 and 6 are calculated based upon the increase in new customers (if any).  The water system should override the forecast and manually input the amount of total expected revenues if the rates are to be increased in all of the affected forecast years. 

Line 8: Fees and Service Charges

All cells in this Line should be filled in.  This is the revenue expected to be received from fees and service charges that are not water rates.

Line 9: Hookup Charges

The system should indicate the average hookup charge in the first SHADED cell (Column I).  The system should indicate current year hookup charge revenues in the second SHADED cell (Column J).

The worksheet will calculate future year hookup charge revenues based on the assumption that each new customer indicated in Line 2 is assessed a hookup charge.  

Line 10: Revenues Derived from Rental Charges

Some public water systems do not charge customers on a rate basis.  Instead, the revenue needed to operate the water system is derived from rental charges that customers pay.  If this applies to your system, please indicate the total revenue derived from rental charges.

Line 11: Interest Income

Please indicate -- for each of the years -- the amount of revenue that is received from earnings on investments or funds on deposit.

Line 12: Other Revenues

Indicate any other system revenues in the current year and the future years.  These cells are all SHADED.

Line 13: TOTAL REVENUES AVAILABLE

The worksheet provides the sum of Lines 7 through 12.

Line 14: EXPENSES (subtitle)

Line 15: Operating and Maintenance (subtitle)

Line 16: Salaries and Benefits

This Line requires two SHADED cells to be considered.  In the first cell indicate the current salaries and benefit expenses strictly related to operations and maintenance.  In the second cell, please enter the growth rate [inflation factor (%)] for Salaries and Benefits in the future years.  The worksheet will then calculate salaries and benefit expenses in the future.

Line 17: Power and other utility*

This Line requires the two SHADED cells to be completed.  The asterisk (*) indicates that the forecasted growth in this expense area is calculated by both the inflation factor which the system provides and the annual percentage increase in the number of customers in Line 2 based on the information in Line 1a.  

The system should indicate the current power and other utility expense.

Line 18: Chemicals and Treatment*

This Line requires the two SHADED cells to be completed.  The asterisk (*) indicates that the forecasted growth in this expense area is calculated by both the inflation factor which the system provides and the annual percentage increase in the number of customers in Line 2 based on the information in Line 1a. 

The system should indicate the current Chemicals and Treatment expenses.

Line 19: Monitoring

This Line requires two SHADED cells to be considered.  In the first cell indicate the current monitoring expenses.  In the second cell, please enter the growth rate [inflation factor (%)] for monitoring in the future years.  The worksheet will then calculate monitoring expenses in the future.

Line 20: Materials, Supplies and Parts

This Line requires two SHADED cells to be considered.  In the first cell indicate the current materials, supplies and parts expenses strictly related to operations and maintenance.  In the second cell, please enter the growth rate [inflation factor (%)] for materials, supplies and parts in the future years.  The worksheet will then calculate materials, supplies and parts expenses in the future.

Line 21: Transportation

This Line requires two SHADED cells to be considered.  In the first cell indicate the current transportation expenses strictly related to operations and maintenance.  In the second cell, please enter the growth rate [inflation factor (%)] for transportation in the future years.  The worksheet will then calculate transportation expenses in the future.

Line 22: Miscellaneous

This Line requires two SHADED cells to be considered.  In the first cell indicate all current miscellaneous expenses.  In the second cell, please enter the growth rate [inflation factor (%)] for this category in the future years. The asterisk (*) indicates that the forecasted growth in this expense area is calculated by both the inflation factor which the system provides and the annual percentage increase in the number of customers in Line 2 based on the information in Line 1a.  The worksheet will then calculate miscellaneous expenses in the future.

Line 23: Total Operating and Maintenance

The worksheet provides the sum of Lines 16 through 22.

Line 24: General and Administrative (subtitle)

Line 25: Salaries and Benefits

This Line requires two SHADED cells to be considered.  In the first cell indicate the current salaries and benefit expenses strictly related to general and administrative activities.  In the second cell, please enter the growth rate [inflation factor (%)] for Salaries and Benefits in the future years.  The worksheet will then calculate salaries and benefit expenses in the future.

Line 26: Office Supplies and Postage

This Line requires the two SHADED cells to be completed.  In the first cell indicate the current office supplies and postage expense.  In the second cell, please enter the growth rate [inflation factor (%)] for this expense in the future years.  The asterisk (*) indicates that the forecasted growth in this expense area is calculated by both the inflation factor which the system provides and the annual percentage increase in the number of customers calculated in Line 2 based on the information in Line 1a.

Line 27: Insurance-vehicles, liability, workers compensation

This Line requires the two SHADED cells to be completed.  In the first cell indicate the current insurance-vehicles, liability, and workers compensation expense.  In the second cell, please enter the average growth rate [inflation factor (%)] for this expense in the future years.

Line 28: Legal and accounting

This Line requires the two SHADED cells to be completed.  In the first cell indicate the current legal and accounting expense.  In the second cell, please enter the average growth rate [inflation factor (%)] for this expense in the future years.

Line 29: Engineering and professional services

This Line requires the two SHADED cells to be completed.  In the first cell indicate the current engineering and professional services expense.  In the second cell, please enter average expense growth rate [inflation factor (%)] in the future years.

Line 30: Fees

This Line requires the two SHADED cells to be completed.  In the first cell indicate the current fees expense.  This is where the water system should record fees paid to the Department of Health for permits and reviews.  In the second cell, please enter the average expense growth rate [inflation factor (%)] in the future years.

Line 30a: Training

This Line requires the two SHADED cells to be completed.  In the first cell indicate the current training expenses.  In the second cell, please enter the average expense growth rate [inflation factor (%)] in the future years.

Line 31: Miscellaneous

This Line requires two SHADED cells to be considered.  In the first cell indicate all current miscellaneous expenses.  In the second cell, please enter the growth rate [inflation factor (%)] for this category in the future years. The asterisk (*) indicates that the forecasted growth in this expense area is calculated by both the inflation factor which the system provides and the annual percentage increase in the number of customers in Line 2 based on the information in Line 1a.  The worksheet will then calculate miscellaneous expenses in the future.

Line 32: Total General and Administrative (Lines 25 through 31)

The worksheet provides the sum of Lines 25 through 31.

Line 33: Other Expenses (subtitle)

Line 34: Other Deductions, Fees and Expenses

This Line requires all SHADED cells to be completed where other deductions, fees and expenses are currently or expected to be incurred.

Line 35: Income Taxes

This Line requires all SHADED cells to be completed where income tax expenses are currently or expected to be incurred.

Line 36: Other Taxes

This Line requires all SHADED cells to be completed where tax expenses other than income tax are currently or expected to be incurred. 

Line 37: Total Other Expenses (Lines 34 through 36)

The worksheet provides the sum of Lines 34 through 36.

Line 38: Subtotal Expenses (Lines 23, 32 and 37)

The worksheet provides the sum of Lines 23, 32 and 37.

Line 39: Cash Management Reserve (CMR) (Title)

Line 39a: CMR Reserve Target

The cells in this row indicate the target amount that the system should expect to reserve annually for cash management purposes (calculated by the worksheet based on system inputs for O&M and G&A expenses).  This amount is equivalent to one-eighth of the total annual operational and maintenance and general and administrative expenses, or about 1.5 times of those average monthly expenses.  The forecasted amounts reflect the inflationary increases in operating and administrative expenses.  

Line 40: Current Year CMR Reserve Balance

This Line requires that the SHADED cell be completed.  The water system should enter the actual amount of its current CMR reserve (if any).

Line 40a: Required CMR Reserve Amount

The worksheet calculated the difference between the CMR Reserve Target and the Current CMR Reserve Balance to determine the amount that should be budgeted for each year.

Line 40b: Budgeted CMR Reserve Amount

This Line requires all SHADED cells to be completed.  Enter the amount to be budgeted for the current and future years.  It is recommended that the budget amount meet or exceed the “Required” amount indicated in Line 40a.  NOTE:  The worksheet calculates the cumulative value of the operating reserve and uses this result to test the adequacy of the reserve amount in the Analysis Worksheet.

Line 41: TOTAL EXPENSES (Lines 38 and 40b)

The worksheet calculates the total expenses (Lines 38 and 40b).

Line 42: NET REVENUES FOR CIP & RESERVES (Line 13 – Line 41)

The worksheet calculates the difference between total revenues received and total expenses in order to determine what resources remain for capital improvements and reserves.  This information is automatically transferred to the second worksheet.

LINE DESCRIPTIONS: WORKSHEET 2

Line 43: REVENUES AVAILABLE FOR CAPITAL IMPROVEMENTS AND RESERVES (subtitle)

(Line 42 from Page 1)

The worksheet transfers information from Line 42 (Page 1) for the current and future years.  This is the “cash on hand” that is a source of funding for capital and reserve purposes.

Line 44: OTHER FUNDS/RESOURCES AVAILABLE (subtitle)

This section asks for information regarding sources of funding for all capital improvement and reserve activities.  The sources of funds can be both internal and external to the system.

Line 45: Depreciation Reserves

The system should indicate for the current and future years any monies from funded depreciation reserves that might be utilized for capital improvement or replacement.  Please provide information for all applicable SHADED cells.

Line 46: Capital Contribution from Owner/stockholder [own source]

The system should indicate for the current or future years any contributions that might be offered by the owner/stockholder of the system for capital improvements or the retirement of debt.  Please provide information for all applicable SHADED cells.

Line 47: Contribution/Advance from Customers/Other

The system should indicate for the current or future years any contributions that might be offered by the customers or others for capital improvements or the retirement of debt.  System development charges, impact fees and exaction fees are examples of such contributions or advances.  Please provide information for all applicable SHADED cells.

Line 48: Grant(s)

The system should indicate for the current or future years any grant(s) that might be received for capital improvements.  Please provide information for all applicable SHADED cells.

Line 49: DWSRF Loan (if applicable)

The system should indicate for the current or future years any Drinking Water State Revolving Fund (DWSRF) loan monies that might be received for capital improvements.  Please provide information for all applicable SHADED cells.

Line 50: Other Low Interest Government Loan

The system should indicate for the current or future years any other types of low interest government loan monies that might be received for capital improvements.  Please provide information for all applicable SHADED cells.

Line 51: Business Loan(s)

The system should indicate for the current or future years any business loan(s) monies that might be received for capital improvements.  Please provide information for all applicable SHADED cells.

Line 52: Withdrawal from Capital or Other Reserves

The system may have currently existing reserve sources that might be tapped for current and future capital improvement projects. Please provide information for all applicable SHADED cells.

Line 53: Other Fund Sources

Please provide information for all applicable SHADED cells.

Line 54: TOTAL SOURCE OF FUNDS [Lines 43, and 45 through 53]

The worksheet calculates and provides the sum of Lines 43, and Lines 45 through 53.

Line 55: CAPITAL/RESERVE USE OF FUNDS [in excess of operational expenses] (subtitle)

The previous subsection asks for information regarding the sources of funding for capital improvement and reserves.  This subsection asks the system to detail capital improvement, debt repayment and reserve expenditures.

Line 56: Capital Improvement Plan Expenditures (subtitle)

Please refer to the system’s capital improvement plan in completing this next subsection of the worksheet.

Line 57: New Capital Facilities

Please provide expense information for new capital facilities in all applicable SHADED cells.

Line 58: Renewal and Replacement Facilities

Please provide expense information for renewal and replacement of capital facilities in all applicable SHADED cells.

Line 59: Non-facility Costs

Please provide expense information for non-facility costs in all applicable SHADED cells.  Non-facility improvements would include capital-related expenses such as developing and implementing new programs for water conservation, source water protection, watershed surveys, etc.

Line 60: Other Use of Funds

Please provide expense information for other use of funds in all applicable SHADED cells.

Line 61: Capital Improvement Reserve (subtitle)

Line 62: Capital Reserve Target

In the SHADED cell enter the target amount of the Capital Improvement Reserve.

Line 63: Current Reserve Balance

Enter the amount of the existing capital improvement reserve balance in the SHADED cell.

Line 64: Budgeted Reserve Amount

In the SHADED cells for the current and forecast years, enter the amount that you wish to add to the Capital Improvement Reserve.

Line 65: Accumulated Reserve

The accumulation of funds in the Capital Improvement Reserve is reflected in the current and future years based on the budgeted amounts entered in Line 64.

Line 66: Total CIP Expenditures [Lines 57 through 60, and 64]

The worksheet calculates and provides the sum of Lines 57 through 60, and 64.

Line 67: Debt Obligations [principal and interest expense] (subtitle)

The second major use of funds category is the repayment of debt.  This subsection asks for the combined principal and interest expenses for the current and future years.

Line 68: Repayment to Customers/others

Please provide principal and interest expense information relative to repayment of loans from customers/others in all applicable SHADED cells.  Combine principal and interest payments.

Line 69: Repayment of Business Loans

Please provide principal and interest expense information relative to repayment of business loans in all applicable SHADED cells. Combine principal and interest payments.

Line 70: Repayment of DWSRF and/or Low Interest Government Loan

Please provide principal and interest expense information relative to repayment of the system’s DWSRF or other Low Interest Government Loan in all applicable SHADED cells. Combine principal and interest payments.

Line 71: Other Use of Funds

Please provide information relative to repayment of any other debt obligations in all applicable SHADED cells. Combine principal and interest payments.

Line 72: Debt Service Reserve (subtitle)

Line 73: Debt Service Reserve Target

In the SHADED cells on this line, enter the Debt Service Reserve Target for the current and future years.

Line 74: Current Debt Service Reserve Balance

Enter the amount of the fund balance that is currently in the Debt Service Reserve in the SHADED cell.

Line 75: Budgeted Reserve Amount

Enter the budgeted reserve amounts in the SHADED cells for the current and future years.

Line 76: Accumulated Debt Service Reserve

Line 76 shows the accumulation of Debt Service Reserve dollars in the current and future years.

Line 77: Total Debt Obligations [Lines 68 through 71, and 75]

The worksheet calculates and provides the sum of Lines 68 through 71, and 75.

Line 78: Depreciation Expense [Funded]

If this system expects to fund depreciation, please provide information relative to amount of depreciation expense that is funded beyond the repayment of any other debt payments in all applicable SHADED cells.

Line 79: TOTAL CAPITAL/RESERVE EXPENSES [Lines 66, 77 and 78]

The worksheet calculates and provides the sum of the capital/reserve expense subsections.

Line 80: END OF YEAR SURPLUS OR DEFICIT [Line 54 – Line 79]

The worksheet calculates and provides the difference between the total source of funds and the total use of funds.  This Line essentially captures all revenues minus all expenditures to determine if there is a surplus or deficit at the end of the current and forecast years. 

LINE DESCRIPTIONS: WORKSHEET 3

Line 81: END OF YEAR BALANCE (Line 80 from Page 2)

The worksheet transfers information from Line 80 (Page 2) for the current and future years.  Revenues should meet or exceed expenditures.  Negative end-of-year balances are key indicators that either revenue must be increased or that expenses must be decreased in this budget in order for the system to operate sustainably over time.

Line 82: FORECASTED NET REVENUES AVAILABLE

The level of total net revenues available for each year is calculated based upon forecasted rate and non-rate revenues, plus cash carryovers (if any), less forecasted expenses.  

Line 83: ADDITIONAL REVENUES NEEDED

The worksheet calculates the difference (if any) between the predicted full costs of providing water service to the customers and the forecasted net revenues available in each of the forecast years.  

Line 84: TOTAL REVENUES NEEDED TO MEET BUDGETED EXPENSES

Based upon the user inputs of all operating and capital expenses, the worksheet calculates the level of revenues necessary to meet expenses.

Line 85: PROJECTED MONTHLY BILL (Estimate)

This calculation is a rough estimate of what the monthly customer bill may be for each of the forecast years based upon the need for rate revenue.  The worksheet uses the number of customers in Line 1a on Worksheet 1 for this calculation.

Line 86:  ANNUAL MEDIAN HOUSEHOLD INCOME (AMHI)

This Line is simply a display of information presented on Line 3 of Worksheet 1.  AMHI is a factor in determining the affordability of water user charges.

Line 87: AFFORDABILITY INDEX [Annual Projection of Line 85/Line 86]

Water charges are considered to be affordable for most ratepayers when the percentage of monthly household income devoted to water payments does not exceed 2%.  Water systems should observe changes in the affordability index as the need for money changes due to capital investment, increased costs of operations and maintenance, etc.

Line 88: CASH MANAGEMENT RESERVE (subtitle)

Line 89: Cash Management Reserve is at least 1.5 times the average monthly cost of O&M and Administration

The worksheet uses the benchmark figure of 1/8 of annual operation and maintenance AND general and administration expenses to determine if the water system has enough of a reserve each year to meet cash flow requirements.  The cash management reserve (CMR) provides a cushion of liquid resources in the event of unexpected expenses or other needs for cash while water system management considers options for financial stability.  The benchmark, or rule of thumb, is that the system should have an operating reserve equivalent to one and one-half months of O&M and Administration expenses.  As operating expenses change, the need for different operating reserve levels change as well.

Line 90: FINANCIAL RATIOS (subtitle)

Line 91:  User charge revenue as percentage of total revenue (less carryover)

This is a useful indicator to determine the system’s reliance on rate revenue over time.  Systems that have relatively lower percentages of rate revenue compared to total revenues need to examine if non-rate revenues (which make up the difference) are reliable over the long term.  Short-term changes in the reliance upon rate revenues may be due to significant increases in non-rate revenues such as hookup fees or system development charges.  Users of the worksheet will want to examine the underlying causes of fluctuations in the levels of rate revenue in the forecast years.

Line 92: Total Capital/Reserve expenses as percent of total expenses

The worksheet calculates the relative loading of capital and reserve expenditures versus total system expenses.  Extremely low percentages will indicate that the system is probably in need of capital improvements, the costs of which will become more significant as improvements are delayed.  Under-investment in repair, maintenance and replacement or improvement of capital facilities may also indicate a lack of capital planning and budgeting by the water system management.  The Line of the worksheet also provides users with impact information as capital financing is incorporated into the water system’s capital budget (Worksheet 2).

Line 93: Debt payments (P&I) as percentage of total expenses

This Line of the worksheet shows the relative share of expenses devoted to capital financing of system improvements.  As principal and interest costs are incorporated into the capital budget, water system officials can use this indicator to show users the percentage of total budget necessary for system improvements.
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