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Budget Message

October 24, 2016

Board of Commissioners:

We are pleased to present the Hartstene Pointe Water-Sewer District’s (“District™) preliminary
budget for the Fiscal Year 2017. This budget was developed to further the District’s mission of
providing high quality, reliable water, sewer collection, and wastewater services at fair and
reasonable rates to meet the current and future needs of our community. The financial policies
adopted by the Board of Commissioners (Board), included in the Appendix, provided additional
guidance to this budget process.

Budget Summary

When the District was first formed in 2008, many aspects of the existing infrastructure were in
disrepair or non-functional. Over the past eight years the District has worked to replace and
repair broken equipment, address regulatory issues, and most importantly, ensure delivery of
safe, clean drinking water and the protection of our beautiful Puget Sound. Now that the District
has addressed many of the issues of the past, it can set its sights on financial sustainability and
viability for the future.

In 2014 the Board adopted its District Funds Policies (included in the appendix) which address
goals for building and maintaining reserves. The District is committed to building adequate
reserves to meet the operational and capital needs of the system, as well as to be prepared for
emergencies and unforeseeable circumstances. In 2016, the District utilized a portion of these
reserves for the Well 1 Replacement Project and other asset replacements. The preliminary
budget for 2017 seeks to replenish the $50,000 drawn from the Capital Improvement Fund for
the Well 1 Replacement within five years. The budget also designates funds for capital
improvement projects ($37,500 for reservoir repair and $18,000 for addressing Inflow and
Infiltration), as well as continuing the annual contributions of $10,000 to the Risk Management
Fund and $9,000 to the Asset Replacement Fund.

There is a $47,000 decrease from the 2016 budget in the Water Repair and Maintenance budget
line due to non-recurring maintenance and inspection costs budgeted for in 2016. There are also
decreases in the Water Supplies budget line. Overall, the 2017 Water Operating Expenditures are
down by $58,000, or 37%, from the 2016 budget.

Due to the addition of a regular, part-time field technician, as well as increasing costs to repair
and replace failing sewer lateral lines, the wastewater repair and maintenance budget line
increased from $10,000 in the 2016 budget to $41,000 in the 2017 preliminary budget.
Wastewater Treatment Plant Operator costs are increasing by $12,000 over the 2016 budget.
Overall, the 2017 Wastewater Operating Expenditures are up by $39,034, or 37%, from the 2016
budget.
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The District is scheduled to be audited in 2017, which accounts for about half of the $12,000
increase in Combined Water/Sewer Operating Expenditures. The setup costs for Ebills and an
enhanced online payment system will result in a $2,000 increase for the first year, however, by
2018, resulting savings to postage, printing, and AAS time for processing and posting payments
should offset the system’s costs.

Construction on the Water Treatment Project, paid for under the Drinking Water State Revolving
Fund Loan, will be completed in 2017, and the first loan payment under the loan will be due in
October, increasing the District’s debt service by $65,125, or 84%. The District’s debt ratio
under current rates will be at 24%.

The Capital Expenditure budget continues the District’s commitment to maintain and replace the
aging water and wastewater infrastructure and increase system reliability and product quality.
The 2017 budget utilizes a more broad definition of “Capital Expenditure” to include non-routine
(less than once per year) maintenance projects, such as the reservoir cleaning and inspection
planned for 2017. Management utilized a Business Risk Exposure calculation to help prioritize
projects on the Five Year Capital Improvement Plan in order to best allocate District resources
first to the projects which address those infrastructure needs with the greatest risk and liability of
failure first. The Capital Expenditures Budget for 2017 totals $117,000.

At the current rates there is a projected net loss of $66,800 for 2017. The Operating Fund is
projected to end 2017 with a balance of $90,000, which is $10,000 under the Fund Policy’s
minimum balance target of $100,000. The trend of annual net losses persists in the five-year
financial projections for the District at the current service rates. In order for the District to meet
its minimum Operating Fund balance target, and in order to better reflect the District’s actual
wastewater treatment costs for 2017, we are recommending a 4% sewer rate increase
($1.96/month; $3.92/bi-monthly billing) for 2017. We are also recommending a $200 increase in
Sewer Capital Facilities Charges (CFC) for new connections, bringing the total CFC to $4,300
($1,700 for water and $2,600 for sewer).

Future

Unlike other municipal governments, special purpose water and sewer districts are not legally
mandated to submit or approve an annual budget. However, under the forward-thinking direction
of the Board of Commissioners, the District has developed and used the budget process as a
planning tool for the future. Over the past three years of budget preparation, the District has
worked to include five-year projections in its budget considerations in an effort to anticipate the
needs of the District, not only for the upcoming fiscal year, but for the foreseeable future.

Sincerely, p
Mont Jeffreys Miceal Carnahan
General Manager Accounting and Administrative Services Manager
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Hartstene Pointe Water-Sewer District

Capital Improvement Plan

Wastewater/Sewer Collection Capital Expenditures

Inflow & Infiltration Abatement (transfer to reserves)

WWTP Sludge Pump Upgrade

WWTP Jet Pumps Refurbish

New Lift Station 8 Pump and Rebuild for Spare
In-Plant Lift Station New Pump and Spare Rebuild
Rebuild Effluent Pump

Composite Sampler

Replace Gaseous Cl2 System

Lift Station Generators

Phase 3 WWT SCADA/Lift Station Telemetry Upgrade

Lift Station 5 Spare Pump
Spare Composite Sampler
Total Wastewater/Sewer Capital Expenditures

Drinking Water Capital Expenditures

Well 1 Replacement

Pressure Reducing Valve Replacement
Reservoir Inspection and Cleaning
Reservoir Mixer

Well Generator

Replace Housing for Well 1and Well 2
Reservoir Cathodic Protection

Reservoir Interior Painting/Repair

Leak Detection

Lateral Replacements

Booster Pump Generator

Wells 2 and 3 Inspection, Rehab, and Test Pump
Total Drinking Water Capital Expenditures

Total Capital Expenditures/Major Repairs

Hartstene Pointe WSD

2016 2016 2017

Budget Projected Budget

16,000 16,000 18,000
75,000 71,757 =
16,000 15,619 -

- 5,390 -
15,000 16,103 -

- 6,168 -
10,000 4,000 15,000
20,000 - 50,000

v - _ L4 - L4
136,000 119,037 65,000

- 85,000 25,000

- 26292 -

- - 10,000
11,000 = 12,000

= = 5,000
10,000 = -

5,000 - -
26,000 111,292 52,000
162,000 230,330 117,000
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Hartstene Pointe Water-Sewer District

Proposed Capital Facilities Charges

Water Sewer Total
Debt Share 499.60 757.17  1,256.78
Future Improvements 945.49 851.50  1,796.99
Assets 268.67  1,028.96  1,297.63
Total Capital Facilities Charges 7 S 1,700.00 $2,§00.0Q 4,300.00
Connection Fees $ 250.00 $ 250.00 $500.00
Total CFC + Connection Fees : $1,950.00 $2,850.00
Total Cost for New Connections $4,800.00
Updated 10/24/16
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Hartstene Pointe Water-Sewer District

District Funds Policies

The District shall utilize “proprietary fund accounting” as the organizational structure for its
financial activities. The following funds have been established with the Mason County
Treasurer’s Office for budgeting and accounting purposes.

690-005-010 — General Operating Fund: The General Operating Fund accounts for all
financial resources and transactions, except those required to be accounted for in another
fund. The minimum fund balance shall be targeted at 25% of the annual operating and
maintenance budget. The 25% target amount should be invested in the State Investment
Pool. Projected variances from the 25% minimum target shall be disclosed during the
annual budget process or during the current year if unanticipated circumstances occur that
negatively impact current year revenue and/or expenditure projections. Fund balance
targets may be modified during the annual budget process to reflect extraordinary
circumstances (e.g., projected future extraordinary expenditure demands, projected
revenue uncertainty, etc.).

690-005-020 — Water/Sewer Committed Fund: The Water/Sewer Committed Fund
accounts for monies held for specified purposes but not designated for debt service. Use
of monies held within this fund is subject to a vote of the District Commission. The
Water/Sewer Committed Fund is divided into three sub-funds:

o Risk Management Fund: For operating shortfalls due to unforeseen cost
increases, unanticipated revenue losses, or unforeseen emergency expenditures.
The minimum balance for this sub-fund shall be targeted at $200,000. The sub-
fund must maintain no less than 12.5% of annual operating revenue in order to
meet requirements set forth in the District’s DWSRF Loan contract.

o Capital Improvement Fund: For the accruement of monies to fund capital
projects laid out in the District’s six year Capital Improvement Plan.

o Asset Replacement Fund: For the replacement of short-lived equipment. This
fund receives a $9,000 annual contribution from the General Operating Fund, per
the District’s USDA Bond Covenants.

690-005-030 — Ecology Loan Reserve: Used to hold in reserve an amount equal to one
full year of debt service payments ($38,111.40) for the District’s Department of Ecology
Loan. The balance of this fund is invested in the State Investment Pool.

690-005-050 — DWSRF Loan Reserve: The District shall make regular transfers from
the General Operating Fund into this fund such that by September 30th of each year the
fund balance equals the annual DWSRF loan debt service payment. All interest earned
on funds held within this fund shall accrue and be applied toward reducing the amount of
the Drinking Water State Revolving Fund loan. Based on current loan projections, the
monthly transfer should be $2,000. Once the loan is closed and the actual annual
payment amount is determined, the monthly transfer amount should be adjusted.

690-005-060 — Hartstene Pointe Bond Fund: Used to make semi-annual debt service
payments of $19,665. District must transfer the payment amount from the General
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Operating Fund into the Bond Fund at least 5 days prior to payment due dates (March 5
and September 5). The payment is electronically transferred from this fund to the USDA

on the payment due date.

o  690-005-065 — Hartstene Pointe Capital Project Fund: Used to accept construction
loan funds and pay contractors for financed capital projects.

e  690-005-070 — Water Revenue Bond, 2012 Debt Service Reserve: Used to hold one
full year of USDA Bond debt service payments ($39,330). Per bond covenants, monthly
transfers of $327.75 should be made from the General Operating Fund into this fund so
that the balance is reached no later than September 2022.

For the purposes of annual financial reporting to the Washington State Auditor’s Office, all
funds are rolled into one general fund, designated as fund 401.
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Hartstene Pointe Water-Sewer District
Annual Budget Preparation and Adoption
Policies and Procedures

1. Preparation

a. Preliminary Budget:
District management shall prepare a preliminary District budget which shall set forth the
complete financial program of the District for the ensuing fiscal year, showing the
expenditure program and the sources of revenue by which it is to be financed.
The revenue section shall set forth the estimated receipts from all sources for the ensuing
fiscal year, the actual receipts for the first nine months of the current fiscal year and the
actual receipts for the last completed fiscal year, and the estimated receipts at the close of
the current fiscal year.
The expenditure section shall set forth the estimated expenditures for the ensuing fiscal
year, the appropriations for the current fiscal year, the actual expenditures for the first nine
months of the current fiscal year, the estimated expenditures at the close of the current
fiscal year, and the actual expenditures for the last completed fiscal year.

b. Revision by District Commissioners:
The budget shall be submitted by District management to the board of district
commissioners on or before the fourth Thursday in October of each year. The board shall
thereupon consider the same in detail, making any revisions or additions it deems advisable.

c. Budget Hearing:
The District shall provide notice stating that it has completed and placed on file its proposed
budget for the District for the ensuing fiscal year, a copy of which will be furnished to any
citizen who will call at its office for it, and that it will meet on or before the second Saturday
in November thereafter for the purpose of presenting the proposed budget, and that any
subscriber may appear thereat to ask questions or provide comment.
On or before the second Saturday in November in each year the board of District
commissioners shall meet at the time and place designated in the notice, whereat the
proposed budget is presented and any subscriber may appear and ask questions or provide
comment.

2. Adoption

a. Adoption by the Board of Commissioners:
At the next regular meeting of the board of District commissioners the board shall fix and
determine each item of the budget and shall by resolution adopt the budget as so finally
determined and enter the same in detail in the official minutes of the board.

b. Submission to the County:

The adopted budget shall be submitted to the Mason County Auditor’s office in the form
required by the county auditor.
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