TRILOGY

CONSULTING, LLC

MUNICIPAL & UTILITY ADVISORS

TO: Matt Larson, Utilities Coordinator

FROM: Erik Granum, Trilogy Consulting

DATE: June 1, 2026

RE: Financial Planning and Rate Evaluation for Sewer Utility
Introduction

The City of St. Croix Falls asked Trilogy to evaluate the financial position of its sewer utility and
estimate the rate increases, if any, that would be required to support current operations and
ongoing financial obligations. The following memo summarizes the evaluation of the sewer
utility’s financial position and the recommendation for increasing rates.

Historical Financial Review

From 2021 through 2024, annual revenues of the utility fluctuated between approximately
$750,000 and $800,000. Revenues increased in 2025 to $876,465 from growth in the utility
customer base, and 2026 revenues are projected to be about $900,000 after a rate increase of 3
percent.

Operation and maintenance (O&M) expenses have also been increasing steadily over the last five
years. In 2021, O&M expenses were about $482,000 and increased to about $570,000 in 2025.
Expenses spiked in 2024 at about $778,000, but that was due to several one-time large expenses.
Trend analysis predicts O&M expenses for 2026 to be about $661,000.

Debt expense has been relatively steady, although will be slightly higher starting in 2026, due to
the sewer utility’s share of the most recent general obligation bond issue. Annual debt service
payments will be between $445,000 and $450,000 per year through 2033.

With current revenues of about $900,000 and total O&M and debt expenses of projected to be
about $1,110,000 for 2026, the sewer utility is not currently generating adequate revenue to fully
fund its operations and capital needs.

Since 2021, the sewer utility has also been operating without having any unrestricted cash
reserves; all reserves of the utility are in a restricted fund set aside for equipment replacement.
The utility has been making annual deposits to the equipment replacement fund (ERF), as
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required, and using those funds as needed for equipment replacement. An annual amount of
$82,417 has been calculated to be needed for 2026; this amount is included future cash flow
projections, although the annual amount will change over time as equipment is replaced.

In 2024, the sewer utility borrowed $501,797 from the water utility. It was able to pay $15,845
back in 2025, but the balance owed remains $485,952.

Additional assumptions used in the cash flow forecast included 3% inflation per year in operating
expenses and no increase in the number of customers or sales.

Recommended Rate Increase and Projected Cash Flow

An inflationary increase of 3% was adopted for 2026 to cover inflation in operation and
maintenance expenses. However, to fully fund current financial obligations, maintain adequate
reserves in the utility’s unrestricted funds, make annual deposits for equipment replacement and
develop a plan for paying down the balance of money owed to the water utility the utility needs
a significant rate increase.

Table 1 and Figure 1 below summarize the projected cash flow of the sewer utility without any
additional rate increase through 2030. As shown, without an increase in rates, the utility will
continue to have substantial negative cash flow.
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Table 1 - Projected Cash Flow with no Rate Increase

2026 2027 2028 2029 2030
Revenue Increase Needed 0.0% 0.0% 0.0% 0.0%
Total Revenues $908,457  $908,539  $908,622  $908,704  $908,786
Expenses 3.0% 3.0% 3.0% 3.0%
Total Operating Expenses $661,024 %680,855 $701,281 §722.319 $743,989
Total Debt Service $449,755  $447.926  $445438  $445516  $448,321
Capital Outlay $133,423
Lease Payments $3,000
Total Cash Out $1,247,202  $1,128,781 $1,147,719 $1,167,835 $1,192,310
Met Cash Flow ($338,745)  ($220,242)  ($239,097) ($259,131)  {$283,524)
Reserves
Beginning Balance $293,510 ($45,235)  ($265,477) (3504,574)  ($763,705)
Met Cash Flow ($338,745)  ($220,242)  {$239,097) ($259,131) {$283,524)
Ending Balance ($45,235)  ($265,477) (3504,574)  ($763,705) ($1,047,229)
Deposit{Withdrawal) to{from) ERF $82,417 $82,417 $82,417 $82,417 $82,417
Restricted - ERF $375,927  $458,343  $540,760  $623,177  $705,593
Unrestricted Funds ($421,162)  ($723,820) ($1,045,334) ($1,386,881) ($1,752,822)
Minimum Unrestricted Funds $615,011  $618,140  $621,758  $626,095  $634,319
Balance Owed to Water Utility $485,952  $485,952  $485,952  $485,952  $485,952
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Figure 1 - Projected Cash Flow with no Rate Increase

Cash Flow Projections- No Rate Increase
$1,500,000

$1,000,000
$500,000
$0
-
2026 ™ - - 2027 2028 2029 2030
-
bl -~ - -~
-~ - -
-~ -~ -~ -
($500,000) S~ = -~ o
~ -~ bl
~ -~
~ ~
-~ -~
~ o ~ -
-~ S~
~ -~
~ - ~ o
-~ -~
($1,000,000) ~ o ~ o
-~
~
~
~
~
~
~
~
~
($1,500,000) S o
~
-~
~
~
~
($2,000,000)
Total Revenues —emmmmTotal Cash Out NetCashFlow e= == Unrestricted Funds == == TotalReserves e Balance Owed to Water Utility

To fund all of its expenses and debt service payments, the sewer utility needs a substantial
increase to its rates as soon as they can be implemented. Our analysis included testing several
different scenarios and the financial impact to the utility. The recommended course is to
implement a rate increase of 45 percent beginning in the 3™ quarter of 2026, which will provide
necessary revenue beginning in the 4™ quarter of 2026. This will increase total annual revenues
to approximately $1.3 million per year beginning in 2027, allowing the sewer utility to pay all of
its annual O&M expenses, debt service payments, routine capital equipment replacements
(funded from ERF deposits), and begin to build up its unrestricted cash reserves and eventually
pay the water utility back over time. It should be noted that additional rate increases may be
needed to fund capital improvements that cannot be paid for from the ERF.

Table 2 and Figure 2 below show the cash flow projections under the recommended rate
increase. It is also expected that the sewer utility will need an additional transfer of funds from
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the water utility to cover its 2026 obligations; currently, our projections show a need of $309,423,

but ultimately it will be determined based on the utility’s actual needs for the remainder of 2026.

Table 2 - Projected Cash Flow with Recommended Rate Increase

2026 2027 2028 2029 2030
Revenue Increase Needed 45.0% 0.0% 0.0% 0.0% 0.0%
Months Rate Increase in Place 3
Total Revenues $1,011,876 $1,310,703  $1,310,786 $1,310,858 §$1.310,951
Total Operating Expenses $661,024 $680,855 $701,281 $722,319 $743,989
Total Debt Service $449,755 $447 926 $446,438 $445,516 $448,321
Capital Outlay $133,423
CWIP
Less: Debt Issued
Debt Issuance Expense
Lease Payments $3,000
Total Cash Out $1,247,202  $1,128,781 §$1,147,719 $1,167.835 §$1.192,310
Met Cash Flow (5235,326) $181,922 $163,067 $143,033 $118,640
Reserves
Beginning Balance $301,830 $375,927 $557,849 $720,916 $853,949
Met Cash Flow ($235,328) $181,922 $163,067 $143,033 $118,640
Transfer from(to) Water Fund $309,423
Adj. to Cash Flow
Ending Balance $375,927 $557,849 $720,916 $863,949 $952,590
Deposit(Withdrawal) to{from) ERF $82,417 $82 417 482,417 $82,417 $82,417
Restricted - ERF $375,927 $458,343 $540,760 $623,177 $705,593
Unrestricted Funds 40 499,506 $180,156 $240,773 $276,996
Recommended Minimum Unrestricted Funds $615,011 $618,140 4521,758 $626,095 $634,319
Balance Owed to Water Uility $795,375 $795,375 4795,375 $795,375 4795,375
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Figure 2 - Projected Cash Flow with Recommended Rate Increase

Cash Flow Projections- Full Increase, 2026 Implementation
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Alternative Rate Structures — Composition of Rate Increase

Currently, the sewer utility’s fixed charge revenues comprise about 20 percent of the utility’s
total user charge annual revenues. The City could choose to implement the rate increase by
increasing all rates by approximately 45 percent, resulting in revenues comprised of about
$1,026,000 from volume charges and $251,000 from fixed charges, the same 20 percent that
exist under current rates. This is shown in Table 3 below.
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Table 3 - Proposed Rate Structure - Alternative 1

Alternative 1

Revenue Category Rate per Unit  Residential  Commercial Industrial  Public Authority Multi-Family Total
Volume Revenues
Projected Sales (CCF) $12.14 3,352,500 3,240,000 435,000 304,500 1,122,000 8,454,000
Projected Revenues $406,994 $393,336 $52,609 $36,966 $136,211 $1,026,316

Fixed Revenues

Meter Size Per Quarter
5/8" & 3/4" $47.31 890 84 11 6 6 997
1" $66.23 4 34 12 5 11 66
11/2" $137.20 - 6 3 3 14 26
2" $189.24 - 15 2 6 3 26
3" $302.78 - 4 - - - 4
4" $510.95 - 1 1 1 - 3
Total Meters 894 144 29 21 34 7 1,122
Projected Revenues $169,483 $46,439 $10,465 $10,692 $14,004 $251,083
Total Revenues at Recommended Rates $576,477 $439,775 453,274 447,658 $150,214 $1,277,398
Goal $1,277,112

Alternatively, the City may choose to implement the rate increase by increasing the fixed charge
at a higher percentage than the volumetric rate, which would better align with the cost structure
of the sewer utility. Typically, sewer utilities in Wisconsin generate between 20 and 50 percent
of their revenues through fixed charges, depending on the cost structure of the utility. The sewer
utility’s fixed debt service alone will be between $445,000 and $450,000 annually through 2033;
a 45 percent increase to fixed charges will result in fixed revenues of about $251,000 per year, as
shown in Table 3 above.

Table 4 below shows a second alternative in implementing the recommended rates — to increase
the proportion of revenues generated from fixed charges from 20 percent to 25 percent. This
generates $72,000 more annually from fixed charges, and proportionally lowers the increase
needed from volumetric rates so that total revenues generated under either alternative are
adequate to generate the recommended amount of revenues. While this does not generate
enough fixed revenues to cover 100 percent of the annual debt service payments, it does provide
additional revenue stability for the sewer utility.

However, the rates under Alternative 2 below will result in a greater impact on lower usage
customers (such as the average residential customers) because the fixed charge represents a
larger proportion of their annual bills. Table 5 compares the annual average residential sewer bill
under each alternative, assuming a 5/8” meter and 38 CCF of billed sewer use per year.

169 E Wisconsin Ave, Suite R, Oconomowoc WI 53066¢PHONE: (920)723-2169 *FAX: (262)436-2102www.trilogy-llc.com



“TRILOGY

CONSULTING, LLC

MUNICIPAL & UTILITY ADVISORS

Table 4 - Proposed Rate Structure - Alternative 2

Alternative 2
Revenue Category Rate per Unit  Residential  Commercial Industrial  Public Authority Multi-Family Total
Volume Revenues
Projected Sales (CCF) $11.28 3,352,500 3,240,000 435,000 304,500 1,122,000 8,454,000
Projected Revenues $378,162 $365,472 $49,068 $34,348 $126,562 $953,611

Fixed Revenues

Meter Size
5/8" & 3/4" $61.00 890 84 11 6 g 997
1" $85.40 4 34 12 5 11 66
11/2" $176.90 - B 3 3 14 26
2" $244.00 - 15 2 6 3 2
3" $390.40 - 4 - - - 4
4" $658.80 - 1 1 1 - 3
Total Meters 894 144 29 21 347 1,122
Projected Revenues $218,526 $59,878 $13,493 $13,786 $18,056 $323,739
Total Revenues at Recommended Rates $596,688 $425,350 $62,561 $48,134 $144,618 $1,277,350
Goal 41,277,112
Table 5 - Comparison of Average Residential Annual Bill
Current Rates  Alternativel  Alternative 2
Quarterly Fixed Charge $32.63 $47.31 $61.00
Rate per CCF of Sewer $8.37 $12.14 $11.28
Annual Billed Sewer Use 38 38 38
Annual Bill $445.58 $650.56 $672.64
Summary

At this time, it is recommended that the sewer utility implement an overall rate increase of 45
percent to fund its annual financial obligations and begin to build up adequate reserves. This will
also eventually allow the sewer utility to begin to pay back the water utility funds that it has
transferred for operations. The utility’s financials should continue to be monitored annually to
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determine if any additional rate adjustments might be needed due to unforeseen changes in
expenses, customer sales, or to fund larger capital projects or sewer main replacements.

Both Alternative 1 and Alternative 2 provide the same amount of revenue to the sewer utility.
This analysis is neutral as to what the appropriate balance between fixed and volumetric charges
is, although Alternative 2 (or another that increases fixed charges at a greater percentage than
volumetric charges) would better align with the cost structure of the sewer utility. Table 6 below
shows the current and proposed rates for the sewer utility in a regional context for an average
residential customer discharging 38 CCF of sewer per year. As shown, sewer rates vary widely in

the region.
Table 6 - Regional Sewer Rate Comparison
Billing Average
Sewer Fixed Cycles/ Sewerllse  Annual Volumetric Total Annual
Community Population Charge Year Rate Sales Units Sewer Bill

Dresser 805 $23.87 12 $18.50 28 1,000gallons $304.44
Turtle Lake 1,037 $34.47 12 $13.18 28 1,000gallons $782.68
Amery 2,925 $99.00 4 $13.20 28 1,000 gallons $765.60
5t. Croix Falls, Alternative 2 2,208 $61.00 4 $11.28 38 ccf $672.64
5t. Croix Falls, Alternative 1 2,208 $47.31 4 $12.14 38 ecf $650.56
Osceola 2,809 $13.73 12 $11.07 38 ccf $585.42
Chisago City, MN 5,649 $91.56 4 $5.30 28 1,000 gallons $542.64
Wyoming, MM 8,063 $31.44 4 $13.40 28 1,000 gallons $500.96
Frederic 1,154 $43.20 4 $10.37 28 1,000 gallons $463.16
Somerset 3,057 $10.00 12 $12.25 28 1,000 gallons $463.00
5t. Croix Falls, Current 2,208 $32.63 4 $8.37 38 cof $448.58
Lindstrom, MN 4956 $32.00 4 $11.02 28 1,000gallons $436.56
New Richmond 10,350 $10.84 12 $8.60 28 1,000 gallons $372.08
Balsam Lake 1,009 $19.66 12 $3.43 28 1,000 gallons $331.96
Hudson 15,149 $12.80 4 $4.25 38 ccf $212.70
Milltown G917 $13.12 4 $5.46 28 1,000gallons $205.36

This analysis was prepared using the best information available at the time. As plans and costs
develop over time, the projections contained in the analysis should be updated to determine if
any additional adjustments to rates should be made in the future.
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