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Roger Greer
Hendry County
3130 Utility Drive
Labelle, Florida 33935

Subject: Hendry County Utility System
Revenue Sufficiency Review and Rate Recommendation

Tt#: 200-10221-12004

Dear Mr. Greer:

The letter report summarizes the analysis and recommendations of Tetra Tech regarding a
revenue sufficiency study for the Hendry County water and wastewater utility system. The
review consists of a review of the historical financial performance of the utility including the
current fiscal year’s budget to determine the cash flow of the system. Next the current utility
budget is adjusted by any additional expenses and revenues that might affect the utility cash flow
going forward. Finally, the study makes recommendations for a rate increase to cover any
projected cash shortfalls.

This analysis is based on budgetary and historical data provided by the County. It has been
assumed for purposes of this study that the information provided is accurate for the purposes of
this study. Any changes to the source data may materially affect the results.

Historical Performance

Attachment 1 and Table 1 below present the historical cash flow performance of the utility
system from FY 2007/08 to FY 2010/11. The Attachment shows that the utility has consistently
experienced negative cash flows in every year except FY 2010/11.

Table 1

Historical Cash Flow

FY 2007/08 FY 2008/09 FY 2009/10 FY 2010/li
Total Revenue $1,307,015 $1,297,424 $1,274,068 $1,259,994
O&M Expenses 972,300 892,591 809,523 895,599
NetRevenue $334,715 $404,833 $464,545 $364,395

Debt Service 437,971 478,946 479,223 488,962
Net Rev, after DS $ (103,256) $ (74,114) $ (14,678) $ (124,567)

Non-O&M Exp(Rev) 54,313 214,300 26,420 (189,473)
Net Revenue $ (157,569) $ (288,413) $ (41,098) $ 64,906
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For the period reviewed the utility has consistently experienced negative cash flow which has
forced a reliance upon existing cash reserves. Table 2 below shows how the utilities cash reserves
have been depleted over the same time period. The reserves show a steady decline down to a low
of 277, 670 in FY 20 10/11. It is important to note that there is a minimum reserve amount of
$218,172 that must be maintained to cover other utility obligations such as deposits and debt
service reserves. As a result, for FY20 10/11, $200,000 was transferred into the utility fund from
another fund to maintain the minimum cash reserve.

Table 2

Historical Cash Reserves

FY2007/08 FY2008/09 FY2009/lO FY2O1O/l1
Reserve Balance $ 1,091,656 $ 825,137 $ 549,167 $ 250,000

Over this time period the utility has also deferred payment of Administration Fees to the County
to the extent that approximately $660,000 is due to the General Fund at the end of FY 2011/12.

Revenue Sufficiency Review

Table 3 consists of the projected cash flows for the current budgeted year and FY 2012/13 based
upon information received from the County. Additional detail is provided in Attachment 1. The
cash flows have been adjusted to reflect the following adjustments:

• An annual Administration Fee in the Amount of $1 10,000 has been added to the O&M
Expenses.

• A payment of $95,715 to the General Fund has been added as a non-operating expense to
begin payment of the deferred Administration Fee expenses. The amount is based on
paying back a total balance of $600,000 over six years.

• A transfer to the reserve account of $30,000 is added to the non-operating expenses to
begin replenishing the cash reserve account.
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Total Revenue
O&ME enses
Net Revenue

Debt Service
Net Revenue after DS

Non-O&M E (Rev)
Net Revenue

Budgeted
FY 2011/12

Projected
FY 2012/13

$ 1,331,000 $1,289,500
917,695 899,824

$413,305 $389,676

479,430 478,459
$ (66,125) $ (88,783)

59,000 141,715
$ (125,125) $ (230,498)

With all proposed adjustments, in FY 20 12/13 a cash shortfall of $230,498 is projected.

In order to develop a level of revenue increase to cover the shortfall it is important to evaluate the
sources of revenues the utility system. The system revenues include:

• Revenues from water and sewer sales for both the PLUS system and the Airgiades
system.

• Revenues from a maintenance fee that is from non-ad valorem taxes in the PLUS system.
The maintenance fee is only to recover the cost of maintaining the distribution lines in the
PLUS system.

• Revenues from miscellaneous charges such as meter fees, late fees and other singular-
event occurrences.

The projected breakdown of the revenues is presented in Table 4.

Table 4

Projected FY 2012/13 Revenue Detail

Projected
F\ 2012/13

User Rate Revenue $1,033,000
Maintenance Fee 225,000
Other Revenue $ 31,500
Total $ 1,289,500
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Since the maintenance fee revenues are limited to only recovering line costs it is recommended a
more detailed analysis be conducted to evaluate the specific portion of the costs that may be
attributable to maintaining these lines. Also, since the other revenue is comprised of action
specific fees, a detailed analysis of each fee should be conducted to determine the true cost of
service. The remaining water and sewer fees can be adjusted to make up for the revenue
shortfall. Table 5 below shows the user rate revenue adjustment required to recover the projected
cash shortfall for a number of scenarios.

Table 5

User Rate Revenue Adjustments

Projected User Rate
FY 2012/13 Revenue

Scenario Shortfall Increase
No Ad~ustment None
Add $110,000 Admin Exp. $ 104,783 10.14%

$200,498 19.41%
Add $30,000 transfer to reserves $ 230,498 22.31%
Add $95,715 Pa back to GF

In order to fully recover the shortfall projected in FY 2012/13 of approximately $230,000 the
water and sewer revenue must be adjusted by 22.3%.

Comparison with Other Utilities

For purposes of comparison several regional utilities were surveyed for the rates. In order to
provide a comparison with the County the monthly water and wastewater bill was calculated for a
single family customer suing 4,000 gallons per month. The results of the survey are summarized
in Table 6 below and presented in detail in Attachment 2.

~ ater Wastewater Total
$30.36 $40.82 $68.65
$40.60 $56.54 $89.78
$20.59 $19.84 $19.84
$32.00 $24.68 $56.68
$35.20 $27.15 $62.35

Hendry County (19.4% increase) $38.21 $29.47 $67.68
Hendry County (22.3% increase) $39.14 $30.18 $69.32

Surve
Surve
Surve

Averae
Maximum
Minimum

Hend Coun (current)
Hendr Count (10% increase)

At the current rates Hendry County is at the low end of the range of the survey. The total
monthly bill comes close to the survey average with the 19.4% rate increase and only slightly
exceeds the average at the highest increase of 22.3%. It is important to recognize that other
utility system rates are subject to different cost structures, levels of recovery, debt service and
transfers to other funds. Nevertheless on a general basis it can be said Hendry County’s rates are
lower than most of the regional utilities surveyed and even with rate increases as high as 22.3%
the County’s rates are still within the range of the survey.
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Recommendations

Tetra Tech recommends the following:

• Adjust the water and sewer user fees by 22.3% to recover the projected shortfall in the
utility revenue, provide for the payback to the general fund of deferred administration
fees, and provide for replenishing the utility reserves.

• Conduct a cost of service rate study to more accurately allocate the costs of service
among the water, sewer and maintenance fees.

• Seek to consistently add to the utilities cash reserves to reach historical levels.

It has been a pleasure serving the County on this project. If you have any questions or require
any further information please do not hesitate to call.

Sincerely,

Tetra Tech

Andrew T. Woodcock, P.E., MBA
Senior Project Manager
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