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A dA dAgendaAgenda
 The Issue- Sustainable FundingThe Issue Sustainable Funding
 Tacoma Environmental Services
 SAP Integration Process SAP Integration Process
 Importance of Financial Planning and 

Financial PoliciesFinancial Policies
 Financial Planning Process
 Financial Planning Tools Financial Planning Tools
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Sustainable  Funding g
Requirements
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Tacoma Environmental ServicesTacoma Environmental ServicesTacoma Environmental ServicesTacoma Environmental Services
 Historically, utility rates were developed y, y p

separately from the City budgeting process                  
 Environmental Services desired a sustainable 

l t l i d tlong term  planning and rate process 
 Needed to link asset management, CIP, and 

SAP financial softwareSAP financial software
 Rates and budget are now developed in sync 

so that rates can better reflect actual cost of 
iservice

 Rate models will be updated near real time to 
ensure that utility rates and costs are to planensure that utility rates and costs are to plan 4



SAP I t ti PSAP I t ti PSAP Integration ProcessSAP Integration Process
 Automate updating process Automate updating process
 Automatically download customer 

accounts and annual budget from SAP
 Automatically download capital projects 

from e-Builder
Still i d t i ith SAP Still in progress due to issues with SAP 
reporting feature (Semi automated)

 e-Builder CIP software is in implementation p
stage

 Looking to complete automation by end of 
20132013 5
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Fi i l Pl iFi i l Pl iFinancial PlanningFinancial Planning
 Financial Sufficiency for the Short-y

and Long-Term
 Short-term operating expenses
 Anticipated capital expenditure Anticipated capital expenditure

 Preparation for the Future
 Identify known facts and variables (Asset Management Principles) Identify known facts and variables (Asset Management Principles)
 Anticipate unknown variables and evaluate associated risks

 Tool for Agencies Tool for Agencies  
 Minimize rate fluctuations from year to year
 Assess risks and develop financial policies, budget goals and objectives
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Financial Challenges of Managing Utility SystemsFinancial Challenges of Managing Utility Systems

A FINANCIAL MODEL CAN BE A TOOL TO NAVIGATE THROUGH THESE CHALLENGES

Properties of Utility System
 Capital intensive
 Highly fluctuating capital cost
 Unknown liability

Political Acceptance on Rates
 Rate stability
 Affordability
 EquityUnknown liability

 Increasing regulatory demand
q y

 Environmental stewardship
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K Fi i l Pl C tKey Financial Plan Components
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Fi i l P li i t GlFi i l P li i t GlFinancial Policies at a GlanceFinancial Policies at a Glance
 Importance of Financial Policiesp
 To maintain financial solvency
 Provide a basis for coping with fiscal emergencies

(revenue shortfall asset failure emergency etc )(revenue shortfall, asset failure, emergency, etc.)

 To provide guidelines for sound financial 
management with an overall long rangemanagement with an overall long-range 
perspective

T h fi i l t t To enhance financial management transparency
 Improve public’s confidence and elected officials’ 

credibility
9



Policy ObjectivesPolicy Objectives

Affordability Risk MitigationAffordability Risk Mitigation

Lowest Rates Rate Stability

Financial policies should be determined by each 
b d h t th l t 10agency based on what the agency values most 



T f RT f R
 Operations and Maintenance (O&M)

Types of ReservesTypes of Reserves
Operations and Maintenance (O&M)
 Used to provide working capital to support the 

operation, maintenance and administration of 
the utilities

 Ex. 90 days (25%) of Operating Budget

 Rate Stabilization
 Used to smooth rate increases caused byUsed to smooth rate increases caused by 

decreasing sales or unexpected increases in 
third-party cost and to maintain sufficient debt 
coverage 11



T pes of Reser es (cont )T pes of Reser es (cont )
 Emergency

Types of Reserves (cont.)Types of Reserves (cont.)
Emergency
 Maintained to allow the utility to provide 

uninterrupted service in the event of a natural 
di t f ilit f ildisaster or facility failure

 Capital Refurbishment and Replacement 
(R&R): for future R&R expenditures /(R&R): for future R&R expenditures / 
liabilities
 Utilities are capital intensive – R&R reserve is 

used to ensure the maintenance of necessary 
infrastructure

 Ex % of total asset value % of CIPEx. % of total asset value, % of CIP 12



Financial Plan Model OverviewFinancial Plan Model OverviewFinancial Plan Model OverviewFinancial Plan Model Overview
INPUTS OUTPUTSMODEL ENGINE

Current Rates Revenues from 
Current Rates

KEY VARIABLES  GRAPHICALAcct & Usage

Key 
Assumptions

Non‐Operating 
Revenues

ON 
DASHBOARD
Rev Adjustments
CIP Scenarios

GRAPHICAL 
RESULTS ON 
DASHBOARD

Operating 
Budget

O&M Expenses

CIP Scenarios
New Debt

Reserve Policies

NUMERICAL

Original CIP

Current Debt

CIP Scenarios

Debt
CASH FLOWS
FOR EACH 

NUMERICAL 
RESULTS IN 
PRO‐FORMA
• For Each Fund
• For Whole Agency13Current Debt 

Service
Current Debt 

Service ENTERPRISE FUND
• For Whole Agency



Financial Plan Dashboard ExampleFinancial Plan Dashboard Examplepp

Key inputs for Financial Plan:
 Revenue adjustments
 Dedicated Program revenue 
adjustments

 New debt issues – Bond and SRF 
loan

Scenario analysis tools:
 Fund Balances selector
 CIP Scenario selector
 Y t di lloan

 Transfers from/to RSF
 Years to display
 Assessments inflation 
selector

14



Financial Plan Dashboard ExampleFinancial Plan Dashboard Examplepp
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Blue bars – 5% revenue 
adjustments

Red line – Required debt 
coverage

 Li ht Bl li D i d d bt0%0%
2013 2014 2015 2016 2017 2018
Revenue Adjustments Dedicated Program Rate Increase
Parity Coverage Fully Diluted Coverage
Req'd Ratio  ‐ 130% Desired Ratio  ‐ 170%

 Light Blue line – Desired debt 
coverage

Purple line – Parity debt 
coverage

Green line Fully diluted debt
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Operating Financial Plan Green line – Fully diluted debt 
coverage

Operating Financial Plan
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 Lines – revenues
Blue – current rates
Green – proposed rates

Stacked bars – expenses
R d b t i 15

( )
O&M Debt Service Capital PAYGO
Net Income Existing Rev Proposed Rev

Red bars – net income



Financial Plan Dashboard ExampleFinancial Plan Dashboard Examplepp
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Orange bar – new SRF loan
Black bar – other funding 
sources
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Green bar – selected fund’s 
projected ending balances
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Blue line – maximum target 
balances (120 days cash)
Red line – minimum target 
balances (90 days cash)
Orange line – minimum cash162013 2014 2015 2016 2017 2018

Fund Balance Target Balance  ‐ Min
Target Balance  ‐ Max Minimum Cash Required

Orange line  minimum cash 
required (90 days cash plus debt 
reserves)


