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Summary 

The Town of Eaton (Town) engaged Stantec Consulting Services Inc. (Stantec) to perform a comprehensive 
revenue sufficiency analysis and develop plant investment fees (Study) for the water, wastewater, and 
irrigation enterprise funds (funds) in Summer of 2019. The water, wastewater, and irrigation financial plans 
were built with fiscal year (FY) 2019 budgets and 10-year capital improvement plans (CIP) provided by Town 
staff. This study consisted of analyzing the funds’ revenues and expenses in order to develop 
recommendations for adjusting the current utility rates to fund projected expenditures and reserve 
requirements in the future. Although our analysis includes projections of the funds through FY 2029, it is 
recommended that the Town review and update the rate plan annually due to the variability of and likelihood 
of significant changes in project cost projections in the future. 

The Town’s utility department serves approximately 2,280 accounts within its service area. Like many other 
utilities across northern Colorado, the Town must plan for its own water resource needs in the future as 
growth is realized and water rights become more scarce in the region. Smaller utilities face a difficult challenge 
in addressing infrastructure capital needs due to the lack of a large customer base over which the costs can be 
shared. This can translate into larger increases on customers’ bills as the utility faces increased water resource 
project costs. To proactively address the needs of both building new and replacing existing infrastructure in the 
Town, Stantec developed a 10-year financial planning model for each fund that incorporated future expansion-
related capital needs as well as increased costs in repair and replacement capital projects.   

Throughout the project, Town staff and Stantec have worked together to refine budget inputs, assumptions, 
and analyze alternative capital funding scenarios. To assist funding the CIP provided by the Town’s engineer, 
Town Staff and Stantec agreed on assumptions described in this technical memorandum. While overall project 
costs vary by fund, the water fund has significant capital needs to fund the Northern Integrated Supply Project 
(NISP) and construction of a regional water treatment plant. 

Stantec recalculated plant investment fees for the water and wastewater system, incorporating updated fixed 
asset values and growth-related capital project costs. The Town currently purchases additional gallons per 
minute from North Weld County Water District (NWCWD).  In conjunction with the growth projected, 
additional capacity-related costs for increased water purchases were included to accurately forecast the 
amount of capacity needed within the current treated water contract amount to meet future water demand. 
Plant investment fee calculations were completed following directives of Colorado Revised Statutes for these 
fees to achieve the objective that growth is paying for the costs of growth in a fair and adequate manner.  
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Long-Term Financial Plans 

Stantec’s scope for this study is to provide long-term financial planning tools for the Town’s funds to 
adequately fund each enterprise into the future. Total operating and capital requirements are projected for 10 
years and reflect each fund’s needs to recover revenues based on sustaining existing operations and projecting 
expected changes to these operations as a result of system growth and proposed capital facilities. The tools 
provide comprehensive cash-flow analysis incorporating financial goals that are maintained by the Town. This 
technical memorandum summarizes the assumptions and calculations supporting proposed rate revenue 
increases over a 10-year period.  

A summary of proposed rate increases, and average bill impacts is presented below for all three funds. The 
water bill impacts for residential customers are based on typical monthly water usage of 8,000 gallons. This 
was derived from a full year of average consumption for water bills of FY 2018. 

Table 1. Summary of Proposed Water, Wastewater and Irrigation System Rate Increases and Bill Impacts 

 

Financial Planning Assumptions 
Future revenue and expense projections require various assumptions to be applied to each enterprise fund’s 
financial plan. The following table summarizes the key assumptions used in the analysis. Note, the wastewater 
personal services increase at a faster rate than water personal services due to the recent addition a new, lower 
cost, employee and their salary escalating back to previous levels.  

Table 2. Key Assumptions for Forecasting Water and Wastewater Revenues and Expenses 

 

Additional assumptions that were included throughout the financial planning period include: 

1. The 10-year CIP was provided by the Town’s engineer and encompassed years FY 2019-2029.  A 3% 
escalation factor was applied to project costs starting in FY 2021. 

2. A regional water treatment plant is expected to be needed towards the end of the projection period. 
To plan for this future project, 60% of Eaton’s share of costs was added in FY 2029. 

3. To adequately fund renewal and replacement of the wastewater system, capital project costs were 
increased above the engineer’s projections in order to align the Town’s spending with its wastewater 
assets’ annual depreciation. 

Description 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water Rate Increase 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%

Avg. Bill (8 kgal) $66.38 $72.36 $78.87 $85.97 $93.70 $102.13 $111.34 $121.37 $132.31 $144.20
Wastewater Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Avg. Bill $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50 $26.50
I rrigation Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Avg. Bill (4-8k sq. ft) $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00 $14.00

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water and Wastewater System
Avg. Customer Growth 4.50% 4.50% 4.50% 4.50% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00%
O&M Expenses

Personal Serv ices - Water 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
Personal Serv ices - Wastewater 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00%
Fuel, Utilities Chemicals 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
NWCWD Water Production 10.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00% 3.00%
Default Inflation Rate 2.31% 2.31% 2.31% 2.31% 2.31% 2.31% 2.31% 2.31% 2.31% 2.31%
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4. Rate revenue projections for future years are based on year-end projections for the current year, FY 
2019.  

5. Customer growth is projected similarly for both water and wastewater funds at 4.5% from FY 2020-
2023 and 2.0% thereafter. Irrigation growth is projected at 1.5% in FY 2020 and 2021, and 0% 
thereafter. 

6. Stantec used the FY 2019 budgets or year-end estimates as the basis year for expense projections 
going forward, depending on the fund. However, based on discussions with Town Staff, certain 
operating and maintenance (O&M) budget line items were revised for all funds.  

7. Treated water purchases from NWCWD were estimated in conjunction with growth numbers and 
projected cost and usage amounts. Treated water costs are expected to increase 10.0% in 2020 and 
are indexed at 3.0% thereafter. Treatment costs account for more than 65% of the Town’s total O&M 
expenditures; therefore, it is recommended that the Town review and update the financial plan when 
the projected treatment costs change. 

8. A specific type of debt-instrument has not been assumed for projected debt issues, understanding that 
partnering with the other NISP participants could yield better lending terms and less risk. However, we 
have assumed all debt projections to consist of 2% issuance costs with 30-year terms, include funding 
one year of debt service as a reserve, and an interest rate of 5.0%. These amounts are estimates 
provided by Stantec for planning purposes and do not represent any decisions made by the Town. 

Source Data 

Beginning Fund Balances 
The FY 2018 actual ending net positions provided by Town staff were used to establish the beginning FY 2019 
balances for all systems. 

Revenues 
The revenues utilized in the financial plan reflect an evaluation of multiple years of customer demand history, 
based on billing records.  Revenues consist of rate revenues (including water service, usage, and bulk water 
fees), plant investment fees, interest income, and miscellaneous service charges.   

In discussions with Town staff, it was deemed appropriate to use the FY 2019 budgeted rate revenues as the 
basis for model inputs. However, for the water fund, 2019 year-end estimates were used to better align with 
current revenues. In the water fund, revenues are projected to increase by projected growth (new customers) 
entering the system as well as projected rate revenue increases. The wastewater and irrigation funds’ 
revenues increase by projected growth only, due to no projected rate increases.  Table 3 below summarizes 
expected revenues from FY 2020 through FY 2029 under proposed rates. 
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Table 3. Projected Water, Wastewater and Irrigation System Revenues under Proposed Rates (Thousands $) 

 

Operating Expenses 
Operating expenses include the expected operating and maintenance costs for the water, wastewater and 
irrigation systems. The Town’s operating budget is organized by cost categories that can also be referred to as 
functions. The financial plan based operating expenditure projections on the individual expense accounts and 
amounts within the FY 2019 final budget and FY 2019 year-end estimates. Annual adjustments thereafter are 
based upon assumed cost escalation factors that were reviewed by Town staff. O&M expenses are 
summarized below in Table 4 for each fund. Water O&M expenses are divided between treatment and 
operations with water treatment representing the treatment costs billed by NWCWD. 

Table 4. Projected Water, Wastewater and Irrigation System O&M Expenses (Thousands $) 

 

Capital Improvement Program 
Town staff provided the multi-year CIP for each system in project level detail from FY 2019 through FY 2029. 
For this study, per discussion with Town staff, Stantec used the capital projects included in the 10-year capital 
improvement plan for the model input, which applies to all funds described in this technical memorandum. 
However, for the wastewater fund, Stantec added additional capital costs to allow the wastewater system to 
replace assets at a level equal to its current wastewater depreciation rate by FY 2029.   

Throughout the study, Stantec has worked with staff to refine the capital project cost estimates, discuss timing 
of the projects, and review optimal funding methods of the projects for the water and wastewater systems. A 
major goal of the financial planning process is to optimize funding sources for the next ten years to achieve the 
necessary annual renewal and replacement project funding needs. Beginning in FY 2021, the financial plan 
includes an annual cost escalation factor of 3% applied to project estimates to account for adjustments in the 
future cost of construction. See Table 5 below for a summary of capital expenses projected through the 
planning period.  

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water System
Revenue Projection $2,080.9 $2,384.7 $2,677.2 $3,005.9 $3,304.2 $3,632.0 $3,993.5 $4,390.8 $4,827.4 $5,307.3
Wastewater System
Revenue Projection $809.8 $846.2 $884.3 $924.1 $942.5 $961.2 $980.6 $1,000.3 $1,020.4 $1,040.8
Irrigation System
Revenue Projection $117.7 $119.4 $119.4 $119.4 $119.4 $119.4 $119.4 $119.4 $119.4 $119.4
Total Revenue $3,008.4 $3,350.3 $3,680.9 $4,049.5 $4,366.1 $4,712.6 $5,093.5 $5,510.5 $5,967.2 $6,467.5

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water System
Water Operations 370.6     379.3     388.2     397.3     406.7     416.3     426.1     436.2     446.5     457.1     
NWCWD Treatment 780.6     824.2     870.4     901.6     934.0     967.9     1,003.0  1,039.4  1,077.2  1,098.4  
Total Water O&M $1,151.2 $1,203.4 $1,258.5 $1,298.9 $1,340.7 $1,384.2 $1,429.1 $1,475.6 $1,523.7 $1,555.5
Wastewater System
Total Wastewater O&M $388.6 $401.6 $415.3 $429.5 $444.4 $460.0 $476.3 $493.4 $511.3 $530.1
irrigation System
Total I rrigation O&M $0.6 $0.7 $0.7 $0.7 $0.7 $0.7 $0.7 $0.8 $0.8 $0.8
Total O&M $1,540.5 $1,605.7 $1,674.5 $1,729.1 $1,785.8 $1,844.8 $1,906.1 $1,969.8 $2,035.8 $2,086.4



 Technical Memorandum 
 

RE: Water, Wastewater, and Irrigation Revenue Sufficiency Analysis Page 5 

Table 5. Projected Water, Wastewater and Irrigation System Capital Improvement Expenditures (Thousands $) 

 

Debt Service and Coverage Requirements 

Outstanding Debt 
The Town is currently obligated to repay a Colorado Water Resources & Power Development Authority 
(CWRPDA) loan related to its wastewater fund as well as a refunding bond to cover an additional CWRPDA loan 
related to the water fund. Each debt obligation is projected to be retired in FY 2027 and FY 2023, respectively.  

Proposed Debt 
Future debt issuances for the water fund, related to the NISP and regional water treatment plant projects, are 
expected to be required beginning in FY 2026. The proceeds needed are projected after considering fund 
balances, debt service coverage ratios, and rate revenues. Because of the uncertainty surrounding the two 
projects for which borrowing occurs, Stantec has projected a debt issuance in each year FY 2026-2029. Stantec 
does understand that most utilities bundle debt and issue one debt instrument for multiple years of projects. 
However, with the possibility of joining debt issuances through Northern Water or other means in each year of 
the NISP project, we have shown one issuance in each year mentioned above. It should be noted that due to 
changes in actual cash inflows and outflows the borrowing plan may not reflect the actual borrowing amount 
needed at that time. 

Coverage Requirements 
The Town’s rate covenant for its outstanding debt requires a specific calculation of debt service coverage. 
Specifically, revenue available for debt service on the water 2014 Refunding Bond must be greater than or 
equal to 125% of that total debt service. If this coverage amount is not met, the issuer may call the loan or set 
other penalties in accordance with outstanding loan agreement. To calculate the coverage test, operating 
expenses are subtracted from total allowable revenues to determine revenue available for debt service. 
Stantec set the minimum rate covenant requirement for all systems at 125%. The financial plan meets this 
coverage requirement during the entirety of the rate study period for all funds.  

Table 6 below presents the existing and proposed annual debt service payments. Note that the irrigation fund 
has been omitted from this table as there is no current or projected debt backed by that fund. 

  

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water System
CIP (escalated) $920.9 $959.3 $1,000.3 $2,617.2 $1,835.7 $5,444.4 $6,743.3 $7,061.5 $6,989.8 $18,587.4
Wastewater System
CIP (escalated) $220.0 $154.5 $185.7 $218.5 $281.4 $318.8 $358.2 $430.5 $475.0 $521.9
Irrigation System
CIP (escalated) $46.9 $48.3 $49.7 $51.2 $52.7 $54.3 $55.9 $57.6 $59.4 $61.1
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Table 6. Projected Water and Wastewater System Annual Debt Service (Thousands $) 

 

Transfers 
Both water and wastewater funds include annual transfers to the Town’s general fund for shared services. 
Table 7 below summarizes the annual transfer amount for both systems. The irrigation fund has been omitted 
due to no projected transfers within that fund. 

Table 7. Projected Water and Wastewater System Transfer Out (Thousand $) 

 

Results 

Based upon the data, assumptions, and policy targets presented, the Town’s current water rates will not 
provide sufficient revenue to meet its ongoing and forecasted debt service, capital, operating, and reserve 
requirements over the multi-year projection period.  On the contrary, the analysis indicates the current 
wastewater and irrigation rate revenues are sufficient to meet these funds’ obligations in the future.  

Stantec worked with Town staff to evaluate alternatives and built multiple scenarios for the water fund to 
highlight different policy objectives that could be achieved. Stantec presented all options to the Town Board of 
Eaton Board on November 20, 2019. The Board has selected the scenario which implements 9.0% rate 
increases from FY 2020-2029. The Board’s selected scenario includes higher rate increases but enables the 
Town more flexibility in the years beyond the projection period, through the end of the NISP project. The 
additional revenue will also set up the Town to afford future debt issuances in the future.  

The tables below summarize the proposed rate increases, proposed debt issuances, debt-service coverage, and 
reserve balances from FY 2020 – FY 2029 under the selected scenario. Stantec recommends that the Town 
complete financial planning updates annually, or when major changes in the utility occur such as major capital 
projects or updates to master plans. Any changes to the assumptions or costs may have a measurable effect on 
the findings. 

Table 8 below presents the key performance results of all funds, including the Board-selected scenario for the 
water fund. 

  

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water System
Existing Debt $184.2 $186.3 $184.5 $155.2 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Proposed Debt $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $170.2 $416.1 $839.8
Total Water Debt $184.2 $186.3 $184.5 $155.2 $0.0 $0.0 $0.0 $170.2 $416.1 $839.8
Wastewater System
Existing Debt $313.6 $312.4 $315.7 $314.2 $316.4 $312.9 $314.3 $314.5 $0.0 $0.0
Proposed Debt $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Total Wastewater Debt $313.6 $312.4 $315.7 $314.2 $316.4 $312.9 $314.3 $314.5 $0.0 $0.0

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water System
Administration Transfer $28.0 $28.8 $29.7 $30.6 $31.5 $32.5 $33.4 $34.4 $35.5 $36.5
Wastewater System
Administration Transfer $28.0 $30.0 $32.1 $34.3 $36.7 $39.3 $42.0 $45.0 $48.1 $51.5
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Table 8. Key Performance Statistics Summary 

 

Impact Fees 

Stantec’s scope also included a comprehensive review of the Town’s water and wastewater plant investment 
fees. This review excluded raw water costs. Raw water is encouraged to be brought to the Town by the new 
entity when a new development is platted and constructed. 

Following the combined method of calculating PIFs, described in AWWA Manual M11 and WEF Manual of 
Practice No. 272, Stantec focused on the value of the current plant in service for both systems and calculated a 
total system value using the replacement cost new less depreciation (RCNLD) method. There are four accepted 
asset valuing methodologies including RNCLD, replacement cost new (RCN), original cost, and net book value. 
RCNLD values existing fixed assets according to the costs of replacing the asset in today’s dollars, adjusted by 
depreciation that has occurred in the system since the asset was placed in service.  

Next, the cost of new capital improvements needed to serve new customers was added to the total RCNLD of 
the existing assets. The total system costs represent the value of the City’s investment in its water and 
wastewater systems to serve new customers. Table 9 below shows the RNCLD asset value, growth-related 
capital costs less the contributed asset value and corresponding debt service credits that are used to 
determine the each system’s net system value. 

 

  

 
1 American Water Works Association, Manual of Water Supply Practices M1, Principles of Water Rates, Fees and Charges, 
7th ed., 2017. 
2 Water Environment Federation, Manual of Practice No. 27, Financing and Charges for Wastewater Systems, 2005.  

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Water System
Proposed Rate Increase 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%
Proposed Debt Proceeds ($M) -          -          -          -          -          -          $0.0 $3.4 $3.9 $7.3
Debt Serv ice Coverage Ratio 5.06 6.37 7.72 11.04 0.00 0.00 0.00 17.15 7.95 2.61
Ending Cash & Investment ($M) $4.47 $5.57 $6.92 $7.02 $7.67 $5.01 $1.38 $0.74 $0.76 $0.78
Wastewater System
Proposed Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Proposed Debt Proceeds ($M) -          -          -          -          -          -          -          -          -          -            
Debt Serv ice Coverage Ratio 2.33 2.46 2.56 2.70 2.10 2.14 2.16 2.18 0.00 0.00
Ending Cash & Investment ($M) $1.88 $2.15 $2.43 $2.71 $2.74 $2.74 $2.70 $2.60 $2.77 $2.89
Irrigation System
Proposed Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Proposed Debt Proceeds ($K) -          -          -          -          -          -          -          -          -          -            
Debt Serv ice Coverage Ratio -        -        -        -        -        -        -        -        -        -          
Ending Cash & Investment ($K) $146.9 $152.3 $156.3 $157.2 $154.8 $149.1 $140.0 $127.2 $110.9 $90.7
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Table 9. Net System Values Summary 

 

In addition to determining the net system values, Stantec applied system capacity values for water and 
wastewater obtained from the recent master plans, NISP yield estimates, NWCWD treatment capacities and 
discussions with Town staff. Total capacity available for new customers and the number of equivalent 
residential units (ERUs) able to be served were used to calculate the remaining capacity within the system. 
From there we were able to determine the PIF for each new unit connecting to the City’s water and 
wastewater systems. Given these independent calculations, Table 10 below shows the investment fee 
calculations for each fund. 

Table 10. Water and Wastewater Plant Investment Fee Calculation per ERU 

 

The wastewater PIF calculation results in a low dollar amount per ERU due to using the RCNLD method, as well 
as the amount of contributed capital to the system as shown in Table 9. Additionally, the largest wastewater 
asset, the treatment plant, was built in 2006 and has been depreciated by 43% to date. Using the replacement 
cost new (RCN) method, the wastewater net system value would equal about $14.3M and the calculated PIF 
per ERU would equal $4,224, illustrating the wide range using different methods for estimating net system 
value. Using this same RCN method, the water PIF was calculated at $11,863. The water system has a smaller 
range of values due to the large amount of future capital expenditures which make up a larger proportion of 
the proposed fee.  

Table 11 below shows the current fee, calculated fee using the RCNLD method, and the fee that Stantec is 
proposing. 

Table 11. Current and Proposed Plant Investment Fees per ERU 

 

  

Water Wastewater
Gross Plant in Serv ice 6,823,988$       8,135,796$       
Growth-Related Capital Improvement Costs 50,212,382       -                       
Less:

Principal Credit 156,844$          -$                     
Contributed Capital 3,577,078         3,315,074         

Net System Value 53,302,448$    4,820,722$      

Water Wastewater
Net System Value 53,302,448$     4,820,722$       
Capacity (MGD) 2.71 0.75
Level of Serv ice (gpd) 515 221
Equivalent Residential Units 5,259 3,386
Plant Investment Fee per ERU 10,136$           1,424$             

Current Fee Calculated Fee Proposed Fee
Water PIF $6,500 $10,136 $10,140
Wastewater PIF $3,000 $1,424 $3,000
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Stantec’s recommended PIFs are based on the following findings:  

- The water PIF was calculated based on existing water fixed assets and the projection of growth-related 
projects, which include the NISP project, the regional water treatment plant, and additional water 
capacity purchases from NWCWD in the future. Additionally, we have excluded raw-water NISP-related 
costs so the Town can more adequately align those to market cost in the future. Therefore, a water 
‘infrastructure’ fee is proposed at $10,140 per ERU or a 56% increase from the current fee. 

- The wastewater PIF calculation using the RCNLD method is 47% of the current PIF; however, the full 
range of PIFS using the multiple accepted asset valuing methodologies is $982-$4,224. Since the 
current fee falls within the range of accepted values, Stantec recommends no change to the current 
fee, leaving it at $3,000 per ERU. 

Finally, Stantec recommends maintaining the proposed PIFs annually and updating the PIFs when new growth-
related projects are identified, significant changes in current growth-related project cost estimates occur, or 
during the Town’s next comprehensive rate study, whichever comes first. 
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Table A-1 Water Fund Pro-Forma Projections 
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Table A-2 Wastewater Fund Pro-Forma Projections  
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Table A-3 Irrigation Fund Pro-Forma Projections  
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