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Accountant’s Report

To the Township Board
Scio Township,
Washtenaw County, Michigan

As requested by Township Management, we have created a Microsoft Excel model the Township may use
in setting its water and sewer utility rates. For development of the model, we obtained source documents
including the Township’s audited financial statements, the Township’s budget, and various supporting
documents to accumulate historical information about volume of water and sewer purchased and sold,
administrative costs, future debt service, and future capital needs of the system. We met with various
Township employees in order to formulate the assumptions used in the model to forecast future
performance of the system.

The purpose of the model is not just to calculate what the water and sewer rates charged to customers
should be to cover costs in a one-year period. Rather, the model calculates, based on management’s
assumptions, what the rate should be in order to achieve and then maintain a targeted level of modified
working capital over an extended period of time.

On the following pages, we explain some of the more important or sensitive assumptions and estimates
used in the model. Finally, based on the assumptions, we include a summary of the suggested rate
changes as calculated by the model.

Management is responsible for making all management decisions regarding the setting of water and sewer
rates, including determination of which costs should be borne by ratepayers, and determination of the
allocation of costs among fixed and variable charges, when applicable. Moreover, Township management
is also responsible for performing all management functions relating to use of the model, including the
underlying assumptions and related notes, and for accepting full responsibility for such decisions, even if
Plante Moran provides advice as to the assumptions applied or assists in drafting the forecasted financial
statements and related notes. Plante Moran disclaims any liability to Scio Township or any third parties for
all such management decisions and/or functions, including any management decisions or functions relating
to the setting of water and sewer rates.

The following information is intended solely for the information and use of the Township Board and
Management and is not intended to be and should not be used by anyone other than these specified parties.

May 15, 2024



Scio Township, Washtenaw County, Michigan

Summary of Significant Forecast Assumptions/
Significant Accounting Policies

The assumptions disclosed herein are those that management believes are significant to setting of utility
rates as of the date of this report. The assumptions are not all inclusive, and the calculated results may not
be attained. Management intends for the model to indicate the cash inflows and outflows of the system and
the user charge levels necessary to cover the cash outflows and to accumulate reserves for future capital
needs and for adequate working capital.

All revenues and expenditures are reported using the cash needs basis, which differs from generally
accepted accounting principles that are used for historical audited financial statements. Under the cash
needs basis, revenue is recognized when it is received in cash, and expenditures are recorded when there
is a cash outflow. Scio Township’ (the “Township”) historical audited financial statements would not report
capital outlay or principal payments on debt as expenses of the Water and Sewer Fund. Instead, capital
items would be capitalized, and principal payments would be shown as a reduction to the debt.

The operational and administrative revenue and expenditures are based off of the Township’s audited trial
balances for the fiscal years ended March 31, 2022 and 2023 and the Township’s final amended budget
for fiscal year 2024. Assumptions are based on management’s judgment given the most recent and best
information known at the time of completion, which was May 15, 2024.

Significant assumptions include the following:

e The model calculates operations on a cash basis so as to provide an analysis of revenue projected to
work toward a target reserve that includes replacement costs of capital assets, 120 days of operating
expenses, annual debt service, emergency capital replacement, and planned future capital
replacement.

e Beginning modified working capital is based on actual balances in the Water and Sewer funds per the
audited 2023 financial statements.

o Water and Sewer system internal operational expenses are allocated by the Township between water
and sewer activities, using funds 590 and 591. No further analysis to determine the adequacy of the
existing allocation has been performed.

e All debt service payments, principal and interest, of the 2008 DWRF and 2012 DWRF water bonds
agree to the Township’s audited financial statements. In addition, an estimated debt service schedule
for an additional $10.2 million DWRF loan (Sewer) has been included under the assumption the
Jackson Road Pump Station Upgrades (wet well expansion) project will be performed during FY27 and
FY28. That loan will be repaid over 20 years. From 2025 through 2029, the Township assumes it will
pay $1.9 million for water and $1.5 million for sewer.

o All other capital outlay, including system improvements, repairs, and replacements to the system, will
be paid out of current cash flow. Significant capital outlay assumed in the model includes the following:

Water

Jackson Road valve meter pit
Water tower improvements
Security cameras

Water reliability study update
Others

See accountant’s compilation report. 2



Scio Township, Washtenaw County, Michigan

Summary of Significant Forecast Assumptions/
Significant Accounting Policies

Sewer

e Cleaning/televising

e Manhole/pipe lining

e Pump station generator

o ARV repair/replacement

e Pump station evaluation/metering study
e Others

Projects split 50/50 between Water and Sewer

o Water meter replacement

o Utility department vehicles

e GIS updates

e Engineering standards updates

From 2025 through 2029, the forecast includes approximately $2.4 million for water and $17.7 million for
sewer.

If additional large-scale improvements to either system are identified in the future, the calculated rates
below will not provide sufficient working capital in order to achieve targeted levels. Another source of
funding, such as additional bonds or other issuances of debt, would be required at some time in the future
to accomplish additional projects.
e Purchase of other miscellaneous equipment will be funded by water and sewer rates annually.
¢ Operational expenses with their own specific annual inflation factor are as follows:

o Wages - 5 percent per year

o Health care — 6.6 percent per year

e Utilities — 2.5 percent per year

e Insurance — 2.5 percent per year

e The health care assumption is based on an estimate from the Centers for Medicare & Medicaid Services
(CMS.gov).

e For operating and administrative expenses without a separate assumption, a 2.5 percent inflationary
increase has been assumed.

e The Township bills its customers four times per year.

See accountant’s compilation report. 3



Scio Township, Washtenaw County, Michigan

Summary of Significant Forecast Assumptions/

Significant Accounting Policies

e The Township buys its water from the City of Ann Arbor (“AA”). Water units purchased and sold fluctuate
based on weather and demand. Actual water units (gallons) purchased and sold over the prior five
years are as follows:

Water Units
Purchased Sold
FY 2019 338,656,084 318,118,000
FY 2020 321,501,813 291,507,881
FY 2021 339,513,000 295,536,640
FY 2022 324,699,320 287,316,000
FY 2023 324,259,496 250,758,000

The difference between water purchased and water sold is referred to as “water loss.” Water loss is a
normal component of providing water service, as all systems lose some amount of water due to system
leaks; water main breaks; unmetered usage, such as fighting fires or system flushing; and other situations.
From 2019 to 2023, water loss increased from 6.1 percent to 22.7 percent. The Township has not identified
the cause of this increase, but is optimistic that it will decrease with additional capital repairs and
replacements. For the purpose of the model, the Township has assumed an average of 15 percent going
forward.

The cost of water purchased is the third primary assumption related to the City of Ann Arbor. Until FY23,
AA billed the Township strictly on a commodity (per unit) basis. In FY23, AA transitioned to a two-tiered
approach to billing its wholesale municipal customers like the Township: first, a monthly fixed amount and
second, a volume-based charge for the water that flows through the master meter. Since 2019, the charges
from AA have been as follows:

Water
Commaodity Water Effective
Rate (per 1,000  Monthly Rate

gallons) Fixed Fee Increase
FY 2019 587 % -
FY 2020 688 % - 17.3%
FY 2021 711 % - 3.23%
FY 2022 655 % - -6.0%
FY 2023 693 $ 10,432 11.7%
FY 2024 824 $ 8922 17.1%

Over the prior five years, the average rate increase has been 7.8 percent per year. For the purpose of the
model, the Township has assumed the cost of purchasing water from AA will continue to go up 7.8 percent
per year.

The Township also contracts with the City of Ann Arbor for sewer treatment. The volume of sewage treated
is a combination of sanitary sewage inserted into the sewer system by customers plus some amount of
infiltration. Infiltration is groundwater that leeches into the sewer system through cracks, leaky pipe joints,
connection failures, and deteriorated manhole covers. Not all water purchased by customers ends up in the
sewer system, as some percentage of water purchased is used for exterior irrigation and is absorbed by
the ground.

See accountant’s compilation report. 4



Scio Township, Washtenaw County, Michigan
Summary of Significant Forecast Assumptions/
Significant Accounting Policies

The Township bills for sewer based on the number of water units measured by the customer’s meter. Total
sewer treatment expenses paid by the Township over the past five years, and the annual increase
(decrease) is as follows:

Units sold
as a
Cost per unit percentage
Sewer Treatment  Sewer Units  sold (thousand  of water

Expense Sold gallons) units
FY 2019 b 2085089 258 454000 3% 8.07 81.2%
FY 2020 b 2091996 249783769 % 8.38 BE.T%
FY 2021 b 2,256,790 242663348 3 .30 82.1%
FY 2022 ! 2131003 264,919,000 3 .04 92 2%
FY 2023 b 2025011 217,280,000 3% §.32 B6.6%

Water units sold exceed sewer units sold due to water-only customers and irrigation meters. The model
assumes sewer units sold will be 86% of water units sold. The cost of sewer treatment has increased by 6
to 7 percent per year. The model assumes 6.3 percent annual increases going forward.

e The target modified working capital (current assets minus receivables minus current liabilities) can be
broken down into four components as follows:

1. 120 days of internal operational expenses (30 days more than the Township’s billing cycle)
2. The next year of debt service payments

3. Atotal of 2 percent of the net book value of the system’s capital assets in the event of an
emergency capital replacement

4. Atthe end of five years, for planned future capital projects, Water sets aside $1.5 million
and Sewer sets aside $5M.

e In total, over the five years of the model, Water’'s working capital decreases by approximately
$200,000. For sewer, the decrease is $7 million. The sewer decrease is entirely due to the
significant capital projects planned for the next 5 years. Sewer is planning for over $17 million in
capital projects while obtaining external financing for only $10 million of that. This does not place
the Sewer Fund in any kind of peril. The Township has been accumulating funds over the years to
eventually be spent on capital projects in this manner.

See accountant’s compilation report. 5



Scio Township, Washtenaw County, Michigan
Summary of Significant Forecast Assumptions/
Significant Accounting Policies

Additional Fixed Charges

In addition to the water and sewer commaodity rates, the Township also charges its customers a few fixed
charges, including the following:

o Water Readiness to Serve (RTS)

e Sewer Readiness to Serve (RTS)

o Water Debt

These fixed charges vary by a customer’s water meter size.

Currently, both RTS charges annually generate approximately $300,000 each. The Water Debt charge
generates approximately $540,000 annually. For the purposes of the model, the total revenue generated
from these charges does not change, i.e these remain “frozen” for the next five years while all necessary
rate increases are passed through the commodity (variable) rate per unit sold. This allows for an easier
“apples to apples” comparison between the current and model-suggested rates.

A few additional comments about these fixed charges:

e The $540,000 generated by the Water Debt charge is in excess of the Water Fund’s annual debt
service payments going forward. We did not do any analysis of prior years to determine when, if
ever, the Debt charge was established to only cover the water debt.

e There does not seem to be a planned methodology related to the RTS charges. The Water RTS
pays for approximately 30 percent of Water’s administrative costs, while the Sewer RTS pays for
approximately 19 percent of Sewer’s administrative costs.

o Ifthe Township wants to begin increasing the RTS charges, we would recommend
developing a policy whereby the RTS is somehow “tie barred” to administrative
expenses. For example, adjust the RTS every year to provide X percent of budgeted
administrative expenses.

e All 3 fixed charges are based on meter size, i.e a customer with a 1.5-inch meter pays more than
a customer with a 1-inch meter. A customer with a 2-inch meter pays more than the customer
with a 1.5-inch meter, and so on. However, the rate at which these charges escalate from one
meter size to the next is not consistent with recommendations from the American Water Works
Association (AWWA).

o If the Township converted these charges to follow the AWWA recommendations, the RTS
would decrease for 80 percent of the System’s customers while it would increase for the
other 20 percent.

o Forthe debt charge, following the AWWA recommendation would do the opposite as that
of the RTS charges. 20 percent of the customers would pay less while 80 percent of the
customers would pay more.

o Changing all 3 fixed charges would essentially net to no change for the City’s residential
customers.

o We did note a single customer — the Township’s only 8-inch meter — did not have its debt
charge adjusted in 2021 when the rest of the charges were revised. This resulted in the
8-inch meter customer paying substantially less than we would have expected and less
than the smaller 3-inch, 4-inch, and 6-inch meter customers. We recommend adjusting
the charge for this one customer to properly align with the other charges.

See accountant’s compilation report. 6



Scio Township, Washtenaw County, Michigan

Summary of Significant Forecast Assumptions/
Significant Accounting Policies

Results from the Model calculations

¢ In an early draft version of the model, the calculated annual increases to the commodity rates
were 7.6 percent for Water and 10.4 percent for sewer. After discussion with Township
management, the consensus opinion was that these annual rate increases were not realistic for
the current or future board to approve every year.

¢ As a result, the model was adjusted to have a larger, more significant rate increase in the first
year, followed by four years of 5 percent raises. We informally refer to this type of rate adjustment
as a “kickstart” or “tear the band-aid off’ adjustment.

e The model proposes the following changes to the Township’s water and sewer commodity rates
(per 1,000 gallons):

Current FY25 FY26 FY27 FY28 FY29
——1
Water F 1031 % 1277 % 1341 F 1408 F 1479 F 1552
Sewer 10.42 12.86 13.51 14.18 1489 16.63
Total for 1 unit of water and sewer § 2073 § 2563 § 2692 § 2826 % 2968 F 3116
% increase 24% 5% 5% 5% 5%

o In this revised version of the model, the first-year increases were 24 percent for water and 23
percent for sewer; however, the actual impact the customers will experience is heavily dependent
on the volume of water/sewer purchased. Since the fixed charges noted above are such a
significant portion of the total utility bill, increasing just the variable charges has a far less
significant impact on average or even above-average residential customers of the system.

e For example, an “average” residential customer will use approximately 14 units of
water/sewer per quarter. This customer would see an 18 percent increase to their total
utility bill in the first year, followed by annual increases of 4 percent. That is equivalent
to a $67 increase per quarter in the first year, followed by annual increases of $20 or
less per quarter for the next four years.

Township "average" resident (3/4" line)

Actual Forecast Forecast Forecast Forecast Forecast
2024 2025 2026 2027 2028 2029

Average User Water/Sewer bill

Average customer uses units per year

Ready to serve - Water $ 103.76 | $ 103.76  $ 103.76 $ 103.76  $ 103.76  $
Ready to serve - Sewer $ 103.56 | $ 103.56 $ 103.56 $ 103.56 $ 103.56 $
Water Debt $ 11892 | $ 11892 § 11892 § 11892 § 11892 §
Water Variable Charge S 564.99 | $ 699.93 $ 73492 $ 77167 $ 810.25 $
Sewer Variable Charge $ 571.02 | $ 704.84 $ 740.08 $ 777.09 $ 815.94 $
Total Annual Water/Sewer bill $ 146224 §$ 1,731.01 § 1,801.25 $ 1,875.00 $ 1,952.43 $
Total Quarterly Water/Sewer bill $ 365.56 $ 43275 $ 450.31 $ 468.75 $ 488.11 $
$ increase to annual cost $ 268.76 $ 7024 $ 7375 $ 7744 §
$ increase to quarterly bill $ 67.19 $ 17.56 $ 18.44 § 19.36 $
Overall effective increase in Water/Sewer
average annual user cost n/a 18.4% 4.1% 4.1% 4.1%

See accountant’s compilation report. 7
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Scio Township, Washtenaw County, Michigan

Summary of Significant Forecast Assumptions/
Significant Accounting Policies

¢ A heavy volume residential customer might use 28 units per quarter. That customer
would see a 20.7 percent increase in the first year, followed by annual increases of 4 to
5 percent. That is equivalent to a $134 increase per quarter in the first year, followed by
annual increases of between $35 and $41 per quarter for the next 4 years.

High volume resident (3/4" line)

Actual Forecast Forecast Forecast Forecast Forecast

2024 2025 2026 2027 2028

2029

Average User Water/Sewer bill

Average customer uses units per year

Ready to serve - Water $ 103.76 | $ 103.76 $ 103.76 $ 103.76 $ 103.76  $
Ready to serve - Sewer $ 103.56 | $ 103.56 $ 103.56 $ 103.56 $ 103.56 $
Water Debt S 118.92 | $ 11892 §$ 11892 §$ 11892 §$ 11892 §$
Water Variable Charge S 1,129.98 | $ 1,399.85 $ 1,469.85 $ 1,543.34 $ 1,620.50 $
Sewer Variable Charge S 1,142.03 | $ 1,409.68 $ 1,480.17 $ 1,554.18 $ 1,631.88 $
Total Annual Water/Sewer bill $ 259825 §$ 3,135.78 $ 3,276.25 $ 3,423.75 $ 3,5678.63 $
Total Quarterly Water/Sewer bill $ 649.56 $ 783.94 $ 819.06 $ 855.94 $ 894.66 $
$ increase to annual cost $ 537.53 $ 140.48 $ 14750 $ 154.88 $
$ increase to quarterly bill $ 134.38 $ 3512 $ 36.88 $ 38.72 $
Overall effective increase in Water/Sewer
average annual user cost n/a 20.7% 4.5% 4.5% 4.5%

If the assumptions detailed above hold true, both water and sewer operations will achieve the target level
of modified working capital after the forecasted five years (FY 2025-2029); however, these assumptions
should be evaluated every year and the model adjusted accordingly, if necessary.

See accountant’s compilation report. 8
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Scio Township, Washtenaw County, Michigan

Model Cash Outflows, Inflows, and Consumption

Water Rate Calculation Budget
Fiscal Year Ended 2024

Forecast
2025

Forecast
2026

Forecast
2027

Forecast
2028

Forecast
2029

Beginning of Year Working Capital

Units used by customers
Rate Charged 10.31

Sale of Water Total

Ready to Serve Charge
Debt charge
Miscellaneous Other revenue

Total addition to cash

Water Purchase
Admin Costs

Capital improvements
Annual debt service

Total use of cash

Net addition (use) of cash

End of Year Working Capital

Target Reserve

Over (Short) of Target Reserve

See accompanying summary of significant forecast assumptions/
significant accounting policies and accountant’s report.



Scio Township, Washtenaw County, Michigan

Model Cash Outflows, Inflows, and Consumption

Sewer Rate Calculation

Fiscal Year Ended
Beginning of Year Working Capital
Units used by customers

Rate Charged

Sale of Sewer Total

Ready to Serve Charge
Proceeds from Debt
Miscellaneous Other revenue
Total addition to cash

Sewer Purchase

Admin Costs

Capital improvements

Annual debt service

Total use of cash

Net addition (use) of cash
End of Year Working Capital

Target Reserve

Over (Short) of Target Reserve

Budget Forecast

2024 2025

Forecast Forecast Forecast Forecast
2026 2027 2028 2029

See accompanying summary of significant forecast assumptions/
significant accounting policies and accountant’s report. 10
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