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Summary and Recommendations:
On an annual basis, Pima County reviews the rate structure for the sanitary sewer services
provided by the Regional Wastewater Reclamation Department. On March 9, 2010, the Board of
Supervisors adopted automatic increases in fees effective annually through July 1, 2013. At the
time the Board adopted this fee structure, the Board directed the County Administrator to prepare
an annual report and analysis of the fees and to provide a copy of the report to the Board in
conjunction with the County’s overall annual budget process. Key assumptions used in the
preparation of this report are identified in Appendix A to this report.
The Regional Wastewater Reclamation Department and the Finance Department have reviewed
the projected revenues and expenses for the current fiscal year and for fiscal years through Fiscal
Year 2017-18 and the projected capital improvement program for the same period. The focus of
the review is to ensure that the County has sufficient revenues to meet all operating and
maintenance expenses, to meet all debt service payments, to provide for the reserves required by
the County’s debt agreements and to maintain an adequate debt service ratio to obtain favorable
bond ratings. This will enable the County to continue to issue debt for the improvements
included in the Capital Improvement Program. Based on this review, the Finance and Risk
Management Department is recommending:

1. The continuation of the existing user fee structure adopted by the Board of
Supervisors in 2010 with the scheduled annual increase on July 1, 2013, and the
continuation of the connection fee structure approved by the Board in May 2012.
2. In Fiscal Year 2013-14, the issuance of $70 million of new debt.
3. In Fiscal Year 2013-14, an evaluation of rate increases that may be necessary for
future years in order to maintain adequate debt service ratios in future years and to
maintain low interest rates.
4. In Fiscal Year 2016-17, the early repayment of $38 million of WIFA Loans and Sewer
Revenue Bonds as that debt becomes callable.
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Analysis of Cash Needs of the Regional Wastewater Reclamation Department
Capital Improvement Program: Pima County has completed significant construction of the
Regional Optimization Master Plan (ROMP) capital improvements as well as improvements
needed to perform ongoing maintenance of the conveyance system and treatment system. As can
be seen in Figure 1, the County is past the highest levels of activity and will have much lower
capital needs in the coming years. By the end of this fiscal year, the Department is expected to
have completed $623 million of the $956 million capital program started in Fiscal Year 2008-09.
For the next five years capital expenditures are estimated to be $333 million. An additional $25
million to $30 million of capital improvements are anticipated to be needed annually thereafter.
Figure 1 Capital Project Costs
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Pima County will continue to borrow funds for these capital costs. The County must generate
sufficient sewer system revenues (1) to cover ongoing operating and maintenance expenses, (2)
to meet the debt service payments for the debt issued for the capital programs and (3) to still
have enough net operating revenues to meet minimum debt service coverage ratios.
Projected Revenues: Revenues from the wastewater system are generated from two major
sources: sewer user fees and sewer connection fees.
User Fees: The sewer user fees consist of standard service fees and a volume rate fee. In
2010, the Board of Supervisors approved automatic rate increases for user fees through
July 1, 2013, with 6.5% annual increases to the standard service fee and 10% increases to
the volume rate fee effective on July 1 of each year through 2013. The last of these
automatic rate increases takes effect on July 1, 2013. Based on the automatic rate
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increases and the anticipated population growth rates, user fee revenues are expected to
increase about $15 million from $145.4 million for the current fiscal year to $160.3
million next year. After Fiscal Year 2013-14, absent any additional rate increases (as
discussed below), user fee revenues would be expected to remain relatively level, with
increases dependent upon future growth in the number of new users and in the real estate
industry.
Connection Fees: On May 15, 2012, the Pima County Board of Supervisors adopted
Ordinance No. 2012-27 establishing a change in the methodology for calculating
connection fees. As part of this change, new connection fee rates were established based
primarily on water meter size rather than fixture unit equivalents.
The principal factor affecting revenues from future connection fees will be the level of
new construction within Pima County. The economy in Pima County is experiencing a
gradual recovery from the Great Recession. For purposes of this analysis, future
connection fees are projected to increase at the same growth rate as is being projected for
new users, between 1.0% and 1.78% over the next five years.
Total Revenues: Total sewer system revenues have increased rapidly since 2009. For
the current fiscal year are expected to be $162.5 million, with $145.4 million of those
revenues derived from sewer user fees, $16.1 million derived from connection fees, and
less than one million dollars from other sources. Revenues for the next year are expected
to increase by $28.2 million, with approximately $14.5 million anticipated from the sale
of the Marana Wastewater Treatment Facility to the Town of Marana and the remaining
increase resulting primarily from the remaining rate increase for user fees. Thereafter,
increases in revenue projections are based on projected population growth in Pima
County.
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Projected Operating and Maintenance Expenses: The Department is expecting to complete
the current fiscal year with Operating and Maintenance (O&M) expenses of $75.5 million. The
O&M portion of the budget requested by the Department for Fiscal Year 2013-14 is $79.2
million, representing approximately a 5 percent increase. For purposes of this financial analysis,
Finance has increased the projection for next year’s O&M costs to $80.2 million to account for
the possibility of a salary increase being discussed by the Board of Supervisors for County
employees. The most significant portion of O&M costs are related to employee compensation,
which, at $34 million next fiscal year, represents 43.4 percent of total O&M costs.
For planning purposes for subsequent years, this analysis assumes that the O&M expenses will
increase by 2.0 percent each fiscal year. At that rate of increase, the O&M costs are expected to
increase by approximately $1.7 million annually during the next five year period. Figure 2 shows
the projected increase in Operation and Maintenance Expenses over the Financial Plan period.
Figure 2

Operating and Maintenance Expenses
(in millions)
$90
$80

75.5

80.2

81.8

83.4

85.1

86.8

$70
$60
$50
$40
$30
$20
$10

Net Operating Revenues: After paying for operations, the “net operating revenues” (i.e., total
system revenues less the Operation and Maintenance expenses) must still be sufficient to meet
(1) the required debt service payments, (2) those reserves established by the Board of
Supervisors and those required by the debt covenants, and (3) the reserves necessary to enable
the County to obtain favorable ratings from key rating agencies for debt issues. The County
plans the timing of future debt issues to provide no more than the cash needed each year to meet
the needs of the ongoing capital improvement program. The net operating revenues from the
system are expected to increase from $87.0 million this fiscal year to $98.8 million by Fiscal
Year 2017-18.
Because the County is still constructing the ROMP projects, the key factor affecting future sewer
rates is the need to finance the remaining capital improvement program and to repay the debt.
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Since 2004, Pima County has issued more than $726 million in debt secured by the revenues of
the system (which excludes more than $40 million of COPs that were issued and have already
been repaid). Of that amount, $670.8 million is currently outstanding. In the next five years, the
County anticipates issuing an additional $225 million of debt secured by system revenues, while
at the same time paying down $239 million of principle, thus beginning to pay down debt faster
than it is issuing new debt, leaving approximately $657 million still outstanding at the end of
Fiscal Year 2017-18.
In addition to the $225 million of new sewer debt, the County plans to issue an additional $60
million of Certificates of Participation (COPs) in this fiscal year for sewer capital projects, and
another $60 million again in 2015. Although these two COPs issues will not be secured by
system revenues, repayment will be made from unrestricted cash generated from the system
revenues. As discussed in more detail below, the County needs to finance capital programs
through debt issues rather than through the use of available cash. The County is using available
cash resulting from the net operating revenues, however, to significantly decrease the debt
service requirements for debt by issuing the COPs which are repaid in three to five years.
Appendix B provides more detail of the projected revenues, expenses and net operating revenues
of the system. Figure 3, below, shows projected net revenues available to pay the projected debt
service through Fiscal Year 2017-18. Net revenues spike in Fiscal Year 2013-14 because of the
anticipated sale of the Marana Wastewater Treatment Facility. The excess of net revenues over
required debt service is one of the key factors used by rating agencies in setting the County’s
bond rating for sewer debt and is discussed in more detail below.
Figure 3
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Sewer Revenue Debt Issues: As of June 30, 2012, Pima County had $542 million of
outstanding sewer revenue debt. In October 2012, the County issued an additional $128.8 million
of debt to fund capital projects for the current fiscal year, bringing the total current outstanding
sewer debt to $670.8 million. The County is including $60 million of sewer projects in a larger
Certificate of Participation that is being sold in May of this year.
Based on the current schedule of capital projects shown in Figure 1 above, Pima County will
need to issue an additional $225 million in sewer debt together with $60 million of COPs in the
next five years. These debt issues are currently scheduled at $70 million in the first quarter of
Fiscal Year 2013-14; $110 million in Fiscal Year 2014-15 (including $60 million of COPs); $50
million in Fiscal Year 2015-16; and $30 million in Fiscal Year 2016-17, and $25 million in Fiscal
Year 2017-18. The anticipated debt issues through Fiscal Year 2017-18 are show in Figure 4,
below. After 2018, it is anticipated that the County will be able to finance ongoing sewer capital
needs through recurring issues of Certificates of Participation to enable the County to pay for
capital improvements on essentially a rotating pay as you go basis.
Figure 4 $285 Million of Future Debt
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Debt Service Payments: Because the County must issue significant debt to fund the ROMP and
other capital projects of the sewer system, the debt service payments are expected to continue to
increase in the upcoming years. Debt service for the current fiscal year will be $58.0 million, up
from $42.6 million last year.
As additional debt is issued to pay for the ongoing capital projects, the debt service payments
will increase by $11.5 million to be $69.5 million for Fiscal Year 2013-14. Based on the
projected cost to complete the planned capital projects, debt service payments are expected to
increase to $85.6 million by Fiscal Year 2016-17, an increase of more than $27 million above the
current year’s debt service.
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These estimates are based on an assumption that future debt will have an interest rate of 3.0
percent in Fiscal Year 2013-14, and that the interest rate will increase by 0.5 percent annually
thereafter to reach 5.0 percent by Fiscal Year 2017-18. This reflects the favorable interest rates
Pima County has received in recent sewer revenue debt issues, but anticipates a slight rise in
future interest rates. Future interest rates in the municipal debt markets are highly unpredictable
and any major change will require re-evaluation of this financial plan assumption. Projected
annual debt service payments through Fiscal Year 2017-18 are show in Figure 5.
Figure 5
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The projections of debt service for future debt include an assumption that Pima County will use
available cash to accelerate the payment of principal on debt, and thereby reduce debt service
requirements. This financial plan incorporates using approximately $98 million of cash to refund
$38 million of existing debt in Fiscal Year 2016-17 and to borrow $60 million through
Certificates of Participation to provide additional interest savings. Debt service for the COPs is
not part of the debt service paid with pledged sewer revenues, but is ultimately paid with
unrestricted cash from the system. Based on these assumptions, debt service should peak in
Fiscal Year 2016-17, remain relatively stable for several years and then begin to decrease rapidly
after Fiscal Year 2022-23. Figure 6 shows both the historical rise in debt service payments and
the projected payments from the $58 million this year to $85.6 million by 2017. These estimates
assuming no new debt is issued after 2018. Beginning in 2017, debt service is expected level off
around $86 million annually, through 2023, after which time debt service should decline
significantly each year.
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Figure 6

Debt Service Remains Near $86 Million Through 2023
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The current rate structure is expected to generate sufficient revenue to meet the anticipated debt
service payments for each of the upcoming years. Although the projected revenues are sufficient
to cover the $86 million in future debt service, unless system growth exceeds the Pima
Association of Governments population growth estimates, the revenues will not be sufficient to
provide adequate debt service ratios to maintain the current favorable bond ratings and to
continue borrowing with low interest rates in later years.
The debt service ratio is the ratio between net operating revenues and debt service for each year.
Net Operating Revenues
Debt Service Ratio =
Debt Service Payment

In the current fiscal year, the net operating revenues are projected to be $87.0 million and debt
service is projected to be $58.0 million, yielding a debt service ratio of 150 percent. Although the
County anticipates a slight rise in the debt service ratio for Fiscal Year 2013-14, that increase is
caused by the one-time sale of the Marana Wastewater Treatment Facility. By Fiscal Year 201415, given the current assumptions of growth in revenues, expenses and debt service, the debt
service ratio is expected to drop to 128 percent, and continue dropping to 114 percent by Fiscal
Year 2016-17. In upcoming years, as the debt service ratio continues to decrease, there is an
increasing chance that bond rating agencies would downgrade the sewer revenue bond ratings
unless the County has additional rate increases.
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Unless the number of users or the number of connections increase at a greater rate than projected
in this financial plan, the County will need to increase the fee structure in the near future. To
maintain low interest rates, the debt service ratio should be higher than the minimum 120
percent. Standard & Poor’s rating agency, which rates the County’s sewer debt, has indicated that
a debt service ratio of 100 percent (excluding connection fees and other non-recurring revenues)
is a basic requirement. When connection fees are excluded in the calculation of projected net
operating revenues, the County’s debt service ratio could drop below 100 percent by 2017. To
achieve “strong” debt service coverage, a ratio of 150 percent should be attained (See Appendix
C for S&P’s report on sewer ratio ranges). Figure 7 shows the projected debt service coverage
ratios as compared to the 120 percent minimum. Given the anticipated increase in debt service
payments and decreases in the debt service coverage ratios, the County must carefully evaluate
rates during the next fiscal year for a possible increase in Fiscal Year 2015-16.
Figure 7
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In order to have adequate debt service coverage at the time the County was beginning to issue
major sewer obligations, four annual sewer rates increases were adopted by the Board. Those
increases enabled the County to maintain a debt service ratio of more than 150 percent for each
of the years of the automatic rate increases. Based on the projected decline in the debt service
ratios, unless sewer revenues increase above these projections, the County will need to adopt a
moderate rate increase, potentially in the range of 3 percent beginning in July 2015.
The Regional Wastewater Reclamation Advisory Committee Recommendation.
The Regional Wastewater Reclamation Advisory Committee discussed the possibility of future
rate increases at its April 18, 2013, meeting. The Committee adopted a recommended goal of
achieving debt service ratios of 130 percent with the understanding that future rate increases may
be necessary to be near that goal.
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Cash Reserves, Cash Balances and the Expenditure Limitation: Pima County has several
types of restricted cash accounts to meet the various debt covenants as well as to establish an
emergency fund to enable the County to handle unexpected events. The restricted cash accounts
include:
1. Emergency Reserve Fund – $20 million has been set aside into an Emergency
Reserve Fund. The fund is for unexpected events affecting the ongoing operations of
the system. The fund is not formally restricted by debt covenants or by statute and is
available for any use relating to the sewer system that the County deems appropriate.
2. Operating Reserve Fund – The County maintains 90 days of anticipated operating
expenses in this restricted fund. This fund currently has approximately $18.9 million
in reserve. By the end of next fiscal year, these reserves are projected to increase to
$20.0 million.
3. Debt Service Reserve Fund – This restricted fund is used to set aside cash for debt
service payments. On a monthly basis, the County transfers one-twelfth of budgeted
annual debt service into this reserve account to ensure cash is available for the annual
debt service payments. Additionally, the County will have $30.5 million for debt
service reserve held either by WIFA or by the trustee bank servicing the sewer
revenue obligations. These funds will be applied to the final debt service payments for
the respective debt. By the end of next fiscal year, these debt reserves are projected to
increase to $33.8 million.
4. Unrestricted Cash Balances – At the March 9, 2010 Board of Supervisors meeting,
the Board adopted a series of future rate increases and, simultaneously, restricted any
unrestricted cash balances to be used for reduction of debt or for rebate of sewer fees.
To this end, the County plans to retire debt as soon as the debt instruments are
callable. During Fiscal Year 2016-17, the County will call and prepay $38 million of
Sewer Revenue Bonds and the WIFA Loans. To further reduce future debt payments
by paying for projects quickly, the County will finance projects by issuing $60 million
of Certificates of Participation in the current fiscal year and $60 million in 2015 with
terms of approximately three or four years, as opposed to the traditional fifteen year
term for the sewer debt. This action significantly reduces future debt and interest.
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Expenditure Limitation Impact to Wastewater Projects: Due to the constitutional expenditure
limitations restrictions in Article IX, Section 20, of the Arizona Constitution, the County is not
able to use available cash to fund capital improvements on a “pay as you go” basis. The
expenditure limitation restricts the use of "local revenues" which consist of primary property
taxes, impact and connection fees, and any other fees charged for County services, including all
fees charged for sewer services. The County may not exceed the expenditure limit even if there is
cash available to spend.
Although the County cannot use the cash to fund projects on a “pay as you go” basis, the County
can use the cash to pay debt service without impacting the expenditure limit. In order to comply
with the expenditure limitation, the County must fund sewer capital projects with borrowed
funds, and use available unrestricted cash to pay the debt service on such funds. The issuance of
the Certificates of Participation described above enables the County to use the available
unrestricted cash within the Enterprise Fund to finance through relatively short term financing at
very favorable rates. Such financing technique allows the County to approximate a “pay as you
go” approach to financing the sewer improvements.
Expenditures related to the wastewater system and to the law enforcement system have increased
at a rate greater than the rest of Pima County. In recent years, County's overall expenditures
have essentially been near the Constitutional limit and are expected to remain near the limit for
the foreseeable future. The expenditures limit for Pima County, established by the State's
Economic Estimates Commission, is $527.4 million for next year.

Rating Agencies: Pima County currently receives ratings from Fitch Ratings and from Standard
& Poor’s for debt issued by the County, including sewer revenue debt. The most recent rating
reports from these agencies, issued for the December 2012 debt issue gave Pima County sewer
debt an AA- rating from Fitch and an A+ rating from Standard & Poor’s.

Sewer Rates: In 2010, the Board of Supervisors set sewer fees through July 1, 2013. The rates
and effective dates for the volumetric sewer fee for a residential customer is currently $3.203 per
CCF, and will automatically increase by 10 percent to $3.523 on July 1, 2013. The standard
monthly service fee is currently $11.86, and will increase by 6.5 percent to $12.63 on July 1,
2013. Typical monthly residential users’ bills based on various volume levels are depicted in
Figure 7. These rates are the same rates shown in the 2011 and 2012 Financial Plans.
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Figure 7
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Recommendations:
The Pima County Finance and Risk Management Department is recommending:

1. The continuation of the existing user fee structure adopted by the Board of Supervisors in
2010 with the scheduled annual increase on July 1, 2013, and the continuation of the
connection fee structure approved by the Board in May 2012.
2. In Fiscal Year 2013-14, the issuance of $70 million of new debt.
3. In Fiscal Year 2013-14, an evaluation of rate increases that may be necessary for future
years in order to maintain adequate debt service ratios in future years and to maintain low
interest rates.
4. In Fiscal Year 2016-17, the early repayment of $38 million of WIFA Loans and Sewer
Revenue Bonds as that debt becomes callable.

2013 Financial Plan
Regional Wastewater Reclamation Enterprise Fund

April 2013
Page 14

List of Appendices

Appendix A – Key Assumptions used for Financial Plan
Appendix B – Five Year Financial Projections with Approved Rate Increase for July 1, 2013
Appendix C – Standard & Poor’s Key Water and Utility Credit Ratio Ranges

APPENDIX A - FINANCIAL ASSUMPTIONS
2013 Wastewater Financial Plan
Assumptions

Current Year
2013
User Growth rate
Rate Increases:

2014

2015
1.0%

User Fee increases
Service Charge

Connection Fees

10.0%
6.5%
13,486,450

13,621,315
1.0%

Connection Fees Growth factor

Marana payment
Pascua Yaqui payment
Davis Monthan Payment

10.0%
6.5%

2016
1.4%
-

13,812,013
1.4%

2017

1.5%
14,019,193
1.5%

2018
1.6%
-

14,243,500
1.6%

Comments

1.78%
14,497,034
1.78%

Rates for 2014 through 2017 are the "Medium Growth"
estimates issued by Pima Association of Governments
Rate Increases approved by Board of Supervisors in 2010
FY 2013 is based on February Projections less the accrual
of $2.6 million for DM, which is shown as a non-recurring
revenue.
Rates for 2014 through 2017 are the "Medium Growth"
estimates issued by Pima Association of Governments
Assumption that the sale of the Marana WWTF will be
completed before June 2014. The estimate is an estimate
of the present value of the payments.

14,500,000
1,200,000
2,612,730

Annual rate of expense increase

CIP per 1/21/13 Schedule

3.4%

6.2%

170,797,587

112,889,448

150,000,000
60,000,000
2.4%

70,000,000

2.0%

111,901,734

2.0%

2.0%

2.0%

57,645,989

26,967,000

23,674,721

50,000,000

30,000,000

25,000,000

Debt Assumptions
Sewer Obligations
COPS Issues
Interest rates

3.0%

50,000,000
60,000,000
3.5%

4.0%

4.5%

Use of available cash:
Call 2004 WIFA Loan
Call 2007 Bonds

$10.3 million
$27.8 million

5.0%

FY 2014 includes a potential salary increase estimated at
3% of compensation, approx. 1.2% of the total 6.2%
increase. No compensaton increase has been approved by
the Board.

APPENDIX B

Regional Wastewater Reclamation Department Enterprise Fund
Five Year Financial Projections with Approved Rate Increase for July 1, 2013
Fiscal Years 2013 through 2018

Projected
2012-13
System Revenues:
Sewer Utility Service
Sewer Connection Revenue
Engineering Review & Inspection Fees
Other Income - Marana
Other Income
Total Revenues

2013-14

2014-15

2015-16

2016-17

2017-18

145,422,856
16,102,180
120,000
895,673
162,540,709

160,280,873
14,823,315
100,000
14,500,000
968,000
190,672,188

162,520,465
13,814,023
100,000
578,987
177,013,475

164,953,622
14,021,223
100,000
544,983
179,619,828

167,587,920
14,245,571
100,000
541,497
182,474,988

170,565,467
14,499,147
100,000
395,932
185,560,546

Operations and Maintenance Costs:
Employees Compensation
Consultants and Outside Services
Treatment Supplies and Chemicals
Utilities
Sludge
Repairs & Maintenance
General and Administrative
Capital Expenses
Reduction
Total Operations and Maintenance Costs

35,390,261
7,573,213
8,919,784
6,503,018
1,408,040
4,612,672
8,812,189
2,292,127
75,511,304

35,400,186
10,299,718
8,248,655
5,983,403
1,451,582
5,626,534
10,891,328
2,282,054
80,183,460

36,108,190
10,505,712
8,413,628
6,103,071
1,480,614
5,739,065
11,109,155
2,327,695
81,787,130

36,830,354
10,715,827
8,581,901
6,225,132
1,510,226
5,853,846
11,331,338
2,374,249
83,422,873

37,566,961
10,930,143
8,753,539
6,349,635
1,540,430
5,970,923
11,557,964
2,421,734
85,091,329

38,318,300
11,148,746
8,928,609
6,476,628
1,571,239
6,090,341
11,789,124
2,470,169
86,793,156

Net Revenues

87,029,405

110,488,728

95,226,345

96,196,955

97,383,659

98,767,390

Debt Service Payments
Principal
Interest
Total Existing Debt Service Payments

25,934,449
25,019,880
50,954,329

30,234,678
23,906,089
54,140,767

31,466,303
22,603,989
54,070,292

30,429,369
21,158,235
51,587,604

37,695,553
19,621,981
57,317,534

36,938,626
16,603,494
53,542,120

7,048,283

15,357,449

20,207,345

24,594,975

28,234,898

30,962,726

58,002,612

69,498,216

74,277,637

76,182,579

85,552,432

84,504,846

1.50
1.22

1.59
1.17

1.28
1.10

1.26
1.08

1.14
0.97

1.17
1.00

Proposed Debt Service
Total Debt Service Payments
Debt Service Coverage - Bond Rating Agency
Debt Service Coverage - excluding non-recurring revenue

