MADISON METROPOLIT; i
SEWERAGE DISTRICT = _ COMMISSIONERS

Edward V. Schten
President

Thomas D. Hovel
Vice President

1610 Moorland Road
Madison, Wl 53713-3398 =g

Cary! E. Terrell
Telephone (608) 222-1201 Secretary

John E. Hendrick
Fax (608) 222-2703 Comm?:si(l;lger

Ezra J. Meyer

Jon W. Schellpfeffer Commissioner

Chief Engineer & Director

[}

Protecting Public Health and the Environment

September 13, 2010

Commissioners
Madison Metropolitan
Sewerage District
Madison, WI 53713

Subject: Proposed 2011 Operating Budget
Commissioners:

The proposed 2011 Operating Budget includes a 3.7 percent increase in expenses over the
current year’s budget and will require a 4.3 percent increase in service charge revenues. No
growth in wastewater loadings is expected, resulting in a rate increase in the range of 4.0 to 4.5
percent, similar to the current year’s increase. Revenues, other than service charges and septage
charges, are expected to be significantly lower in 2011 than budgeted for the current year.

Attached for your information and review is the pertinent information relative to the proposed
2011 operating budget. Attachment #1 is a table that contains information on expenditures,
revenues and operating reserves for the years 2009 through 2011. Attachment #2 defines the
major non-salary expenditure changes between the 2010 and 2011 operating budgets.
Attachment #3 is a draft notice of the budget hearing that contains the information required to be
published relative to the District’s 2011 proposed budgets. Attachment #4 is a table showing the
number of positions in each work group since 2002, including proposed changes in 2011.

General

The District remains in sound financial condition. Expected 2010 revenues are $95,000 less than
budgeted while 2010 expenses are expected to be $340,000 less than budgeted. This will
increase the operating budget reserves by $95,000 compared to a budgeted decrease of $150,000.
The expected operating reserves at the end of this year are $11.3 million. Of this amount, $3
million is restricted for unexpected repair, replacement and maintenance expenses. Since on a
quarterly basis there will be approximately $4.0 million in receivable service charges to pay for
operating costs plus another one and one-half month delay in receiving this revenue each quarter
(equivalent to another $2.0 million of operating expenses), during the year the District will have
a minimum of $2.3 million of unrestricted funds for other purposes. This cushion has been
stable over the last several years, and given the magnitude of the general account budget, this
budget reserve is adequate to address any unforeseen expenses or revenue shortfalls without
adversely affecting the District’s customers.
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2010 Revenues

The 2010 revenues will be approximately $95,000 or 0.4 percent, less than budgeted. Although
wastewater volumes exceeded anticipated amounts due to higher than normal precipitation, the
pollutant loads have been lower than anticipated. Interest on investments is expected to be
$41,000 less than budgeted, miscellaneous income $15,000 less than budgeted, income from
servicing pump stations $9,000 less than budgeted and pretreatment income $8,000 less than
budgeted. Service charges plus septage revenue for 2010 are expected to be $22,000 less than
budgeted. Although higher than normal precipitation during the year resulted in higher revenues
for wastewater volume, pollutant loads, especially phosphorus, were lower than anticipated, and
the resulting lower revenues for CBOD, suspended solids and phosphorus more than offset the
increased volume-related gains. Septage revenue was higher than expected due to higher
volumes of septage discharges at Nine Springs.

2010 Expenditures

Expenditures for 2010 are expected to be $340,000, or 1.5 percent, less than budgeted. The 2010
budget included expected wage rates and benefits reflecting a 3 percent increase for the
represented employees (per the labor agreement), a 1 percent increase for the non-represented
employees and two new positions. Neither of these positions was filled and three represented
employees unexpectedly retired after the budget was adopted. In addition, wage increases
proposed for the non-represented employees did not take effect until February per the pay plan
approved by the commission last December. As a result, 2010 wages are expected to be
$230,000 less than anticipated. In addition, more time was spent working on capital projects
than anticipated, resulting in total operating budget wages being $280,000 less than budgeted.
These lower wages also resulted in direct wage-related benefits being $50,000 less than
budgeted. The other area where costs were below budget was electric power, where actual costs
are expected to be $140,000 less than budgeted. Offsetting these lower costs are higher than
anticipated costs for rebuilding the blower engine and for repairing effluent pump cone valves.
Several planned maintenance projects were deferred when the extent of the blower engine repairs
became evident.

2011 Revenues

The proposed revenues (not including cash reserves) for 2011 are 3.6% greater than the budget
for 2010 and 4.0% greater than the estimated 2010 revenues. Service charge revenues will
increase $960,000 (4.3 percent) over the 2010 budgeted amount and $1,093,000 over the actual
2010 amount. Assuming no growth in loadings for 2011, rates should increase 4.0 to 4.5
percent, the same amount as this year.

Revenues from servicing pump stations are expected to decrease $27,000. Revenues from
septage disposal are expected to increase by $70,000. Miscellaneous revenues are expected to
return to historical levels after recovery of costs associated with the Pump Station 6 force main
repair this year. Interest rates are expected to remain low in 2011 with no appreciable change in
earnings. Continued slow growth is expected to result in $5,000 less revenue from plan review
and annexation fees. Other sources are expected to be similar to prior years.

2011 Expenditures

The proposed expenditures for 2011 are 3.7% greater than the budget for 2010 and 5.2% greater
than the estimated actual 2010 expenditures. Total budgeted salaries, which include salaries for
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a net of two and one-half new positions, increase by $122,000, or 2.2 percent. The budgeted
increase over the actual 2010 salaries is $400,000, or 7.8 percent. Other significant cost
increases (decreases) include:

e (Clean Water Fund Debt Service Expenses 367,200
e Replace Aeration Tank Diffusers 146,000
o ! 0f 2009 Metrogro Applicator Net Cost 86,260
e Concrete Repair Work on Primary Tanks 1 and 2 80,000
e Health Insurance Premiums 70,000
o Wisconsin Retirement System Payments 59,000
e Electric Power for Nine Springs and the Pumping Stations 34,000
e Gas Treatment System Media (20,000)
e Polymer for the Biosolids Dewatering Centrifuge (28,000)
e Electrical Maintenance Testing (32,000)
e Replace Telephone System Equipment (35,000)
e Bio-augmentation Culture (40,000)

The General Fund salaries’ increase is 2.2 percent over the 2010 budget, and the benefits’
increase is 5.2 percent. The changes are due to the following factors:

2011 base salary increase of 2.5 percent for non-represented employees
2011 base salary increase of 3.0 percent for represented employees

Step and/or longevity increases for certain represented employees

Merit increases and/or bonuses for certain management employees

Net addition of two and one-half new positions — total salary of $152,000
WRS contribution rate increased to 11.6% from 11.0% - increase of $59,000
Health insurance premiums plus offsets increase of 8.5 percent to $987,600
Workers compensation insurance premiums decrease of 3.6% to $85,000

A complete listing of the major non-salary expenditure changes between the 2010 and 2011
budgets is included as Attachment #2.

In 2004 the District transferred $1,515,000 from the General Fund to the Debt Service Fund
above the amount necessary to satisfy the 2004 debt service requirements. Those extra funds
have been used, beginning in 2005, to limit the annual increase in the portion of the debt service
expenses raised through service charges. In 2005 and 2006 these funds were used to limit the
increase to 2.0 percent. Due to projected increases in the cost of future collection system and
treatment plant projects, beginning in 2007 the annual increase in the future debt service
expenses raised through service charges was increased from 2.0 percent to 3.4 percent. Based on
updated information from the District’s Collection System Facilities Plan and the Master Plan,
beginning in 2010 the annual increase in the future debt service expenses raised through service
charges was increased from 3.4 percent to 4.8 percent. Future construction will continue to be
financed primarily with loans from the Wisconsin Clean Water Fund. In 2011 the total amount
of debt service necessary to pay the November 2011 interest and the May 2012 principal and
interest is $7,063,600. The amount to be recovered through service charges in 2011 will be
$8,017,600, and will include $951,000 for replenishing the debt service reserves.
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A detailed presentation of the expenses and revenues for the three sections of the overall budget
(Operations, Capital Projects, and Debt Service) is included in the budget advertisement,
Attachment #3.

2011 Wages

The proposed budget includes a 3.0 percent increase in base wages for the represented
employees based on the current labor agreement, and a 2.5 percent increase for non-represented
employees based on the current rate of inflation. It also'includes 1.0 percent of the non-
represented employees’ 2010 salaries for merit increases for non-represented employees who
perform at an exceptional level. This is the final year of the current labor agreement. If, after
discussions with the union on wage concessions, the actual 2011 wage increase is lower than the
amount budgeted, I recommend that the service charge rates be adjusted accordingly. Each 1.0
percent change in wages for all employees would result in a $66,250 change in expenses,
including benefits, in 2011.

The proposed 2011 budget also includes $10,000 to update the compensation study done in 2008
by Carlson Dettmann and prepare an implementation plan to put this structured pay plan in place.
This is a tool that will simplify the current method of determining salaries for the non-
represented employees and make the salary structure more transparent for everyone.

Personnel

Attachment #4 shows the number of positions in each work group since 2002. At the end of
2010, the District anticipates having 85.5 full-time employees, versus the 87 included in the 2010
budget. There were two new positions in this year’s budget; a new civil engineer and an
assistant Metrogro mechanic. Neither of these positions was filled. Due to the shifting of future
engineering work by one year, the new engineer was not required, and the assistant Metrogro
mechanic position was not filled since the current employee in that position delayed his
retirement for another year. Gerry Sachs retired in July, and Curt Sauser, an engineering
technician, was hired to replace him. Due to unfinished work in the conversion of paper records
to electronic format, we propose to rehire Gerry Sachs in October of this year to complete this
work. Gerry will also serve as a resource for Curt Sauser in his role as the sewer extension plan
reviewer. We expect the records revision work to be completed no later than the end of 2012.

In addition to Gerry Sachs, Lynn Szudy, a computer programmer, retired this year. A new
employee is expected to be hired by the end of this year or early next year to replace Lynn. The
skill set of this new employee will be somewhat dependent on the outcome of the Process
Control System Replacement Study now in progress.

Four new positions are included in the 2011 proposed budget. Two are carry-overs from the
2010 budget.

e A new civil engineer will be hired to fill the current vacancy in that department.

e An assistant Metrogro mechanic is proposed to be hired in anticipation of the retirement
of the current assistant mechanic. His position would not be filled after his retirement,
expected in 2011. ’

e A new laborer will be hired for the Buildings and Grounds crew. This department has
been short two positions for the last several years as members are promoted to new
positions due to retirements in other work groups.
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e A new maintenance mechanic position is necessary to address the work load associated
with the addition of new equipment at the treatment plant and additional pump station
work.

The District’s in-house supervisory development program is in its fourth year. All current
supervisors and managers will have completed the program. Twenty additional employees who
expressed an interest in becoming supervisors and managers will have completed the program by
the end of this year. Additional employees have expressed an interest in leadership training, and
a third class is expected to start next year. Classes address a combination of District-specific
issues, such as explanations of District policies and procedures and the use of various custom
software applications, and more general supervisory training, which is provided by MATC.
Costs for the MATC sessions in 2010 will be $5,100 versus $9,000 budgeted. Budgeted costs
for 2011 are $6,000.

Conclusion

Further discussion of the proposed 2011 budgets will be on the agenda for the September 29
commission meeting. Any changes suggested to the proposed 2011 budgets for operations,
capital projects, or debt service at that meeting will be incorporated into the budget
advertisement. The advertisement will appear in mid-October in the Wisconsin State Journal,
ahead of the scheduled budget hearing to be held in conjunction with the October 25 commission
meeting.

Respectfully submitted,

on W. Schellpfeff

Chief Engineer and Director

Encl. Attachment #1 — General Fund Budget Summary
Attachment #2 — Major Expenditure Changes — 2010 to 2011
Attachment #3 — Draft Notice of Budget Hearing
Attachment #4 — Employees per Work Group































