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The Right Balance: 
Utility Rates & Aging 
Infrastructure



Panelist ςMunicipal Advisor/Rate Consultant

Name: Gary Smith, CPA

Title: Partner, Registered Municipal Advisor

Organization: Reedy Financial Group, PC
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Email: gsmith@reedyfinancialgroup.com
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Name: Kimberly Blanchet
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Financings for Cities, Towns, Counties, Regional Water/Sewer 
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Panelist ςState Revolving Fund 
Name: Bill Harkins
Title: State Revolving Fund Program Director
Organization: Indiana Finance Authority
Contact Information: Phone: (317) 234-4862

Email: wharkins@ifa.in.gov

Panelist ςUSDA Rural Development
Name: Rochelle Owen
Title: Director of Community Programs
Organization: USDA ςRural Development
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Presentation 
Overview

ωPresented by: Gary Smith 
мΦ ²ƘŀǘΩǎ DƻƛƴƎ ƻƴ 
With Rates & Charges?

ωPresented by: Kim Blanchet
2. Traditional Utility 
Project Funding 
Overview

ωPresented by: Bill Harkins
3. State Revolving Fund 
(SRF) Program 
Overview

ωPresented by: Rochelle Owen
4. USDA ςRural 
Development Program 
Overview

ωGroup Discussion
5. Working Together ς
SRF & USDA Co-Funding

ωPresented by: Gary Smith
6. Funding Tools In 
Summary

ωGroup Discussion7. Closing Comments
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мΦ ²ƘŀǘΩǎ DƻƛƴƎ hƴ ²ƛǘƘ wŀǘŜǎ ϧ 
Charges?

Presented by: Gary Smith, CPA
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Rates & Charges - Introduction

Common 
Themes

Rates 
Neglected

Underfund 
Depreciation

Compliance 
With Debt 
Covenants 

Suffers

Public 
Health 

Concerns

State/Federal 
Mandate

Rate Increase 
Required

1. It is not uncommon for 
municipally owned utilities to 
neglect rates and charges for 
years, if not decades.

2. Leading up to COVID, many 
local units were faced with 
mandatory rate increases to fund 
neglected asset replacement 
programs.

3. Now what?  What options are 
available to minimize the impact 
to rate payers?
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InadequateRates:The
Impact onDepreciation 

2018 2019 2020

Rates & Charges 10,201,000$        10,303,010$        10,406,040$        

O & M Expenses (7,068,600)$         (7,209,972)$         (7,354,171)$         

Revenue Available for Debt Service 3,132,400$          3,093,038$          3,051,869$          

Max Annual Debt Service 2,500,000$          2,500,000$          2,500,000$          

Bond Coverage 125% 124% 122%

Depreciation Funded 632,400$              593,038$              551,869$              

Target Depreciation (2% UPIS) 1,000,000$          1,000,000$          1,000,000$          

Cumulative Underfunded Depreciation (367,600)$            (774,562)$            (1,222,693)$         

1. O & M expenses generally rise from year to year.

2. Costs easily outpace stagnant revenue growth.

ÅDepreciation, PILOT, bond covenant compliance, all suffer

3. Depreciation neglect hasa cumulative effect



Rate Components
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Current Situation Min. Increase Required With $5M Project & PILOT

O & M Existing Debt Service New Debt Service Short-Lived Assets PILOT

Spending down cash

74% Coverage 133% Coverage 155% Coverage

31%14%

Note: Depreciation/PILOT funded with Utility 
surplus. Is the surplus adequate?



Depreciation 
& Rate 
Neglect 

Public Health

ωCrumbling infrastructure (piping for example)

ωShort-lived assets have been neglected

ωPlant overflow (capacity) not addressed

Economic 
Development

ωNo capacity for new industrial users

ωNo funding source for line extension

Federal/State 
Mandate

ωIDEM/DOJ order

ωCould be from regulation, deferred asset replacement, 
or plant capacity

ωLimited options.  Significant rate hikes may be necessary
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Rates & Charges ςRFG Best Practices

Review Rates & 
Charges

ωAt Least Every 2-
3 Years

ωLocal Ordinance 
may indicate 
frequency

Fund Depreciation 
& PILOT

ωTarget 
depreciation 
funding based on 
a composite 
factor

ωFund PILOT and 
Allocate Eligible 
City Expenditure 
to Utility

Adhere to Bond 
Covenants

ωMaintain 
Adequate 
Coverage

ωMake Required 
Monthly 
Transfers

Protect Rate Payers

ωSystematic rate 
review will 
eliminate 
double- and 
triple-digit rate 
hikes

ωImplement new 
rates and charges 
in phases
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Minimize Rate Impact ς5Ŝōǘ ά²ǊŀǇέ
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New bond issued.  Max Annual Debt Service (MADS) increases 
from $900k to $925k.  Minimal impact on rates & charges.



Rate Increase ς
Political Discussion

1. Provide rate comparison data 
(example)

2. Bond covenant discussion. We 
raise rates or bond holders will 
make us raise rates.

3. Failure to address rates is the 
ǇǊƻǾŜǊōƛŀƭ άƪƛŎƪƛƴƎ ǘƘŜ Ŏŀƴ 
Řƻǿƴ ǘƘŜ ǊƻŀŘέΦ

4. All other avenues have been 
explored.
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City/Town Sewer

Laramie 27.56$                                     

Shelbyville 29.18$                                     

Columbus 31.10$                                     

Laramie Proposed 32.66$                                     

Greensburg 37.65$                                     

Vincennes 39.22$                                     

Bloomington 40.15$                                     

Austin 41.20$                                     

Frankfort 43.96$                                     

Martinsville 52.41$                                     

Washington 53.90$                                     



2. Traditional Utility Project 
Funding Overview

Presented by: Kimberly Blanchet
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Utility Project Roles - Examples
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City Required to 
Address Utility Rates to 

Accommodate New 
Plant Capacity Project

Engineer Assembles 
Preliminary 

Engineering Report 
(PER). If Project Will be 
SRF Funded, It Must be 
Designed Accordingly

Bond Counsel puts 
together Rate 

Ordinance, Assists with 
Financing Plan, 

Coordinates Public 
Approval Process



Utility Project Roles - Examples
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Rate Consultant 
Reviews PER, Sizes 

Financing & Required 
Rate Increase, Prepares 

Offering Docs/Due 
Diligence 

Rates Implemented, 
Bond Purchaser/SRF 

Funds the Project

Award Bid, Fund Project 
Fund, Begin Construction

¢ƛǇΥ 5ƻƴΩǘ ŦƻǊƎŜǘ ǘƻ ŦǳƴŘ 
DSR & make monthly B & I 

transfers (SRF)

Project Goes to Bid



Funding 
Preliminary 
Engineering 
Report

Cash Funded Bond Anticipation Note 
(BAN)

Pros Cons Pros Cons

Less Costly May not have the 
cash to fund the 
design 

Funding source 
when cash is 
limited

More Costly 
(carrying costs, 
costs of issuance)

Award Design 
Contract 
Immediately

May need cashflow 
for other things

Interest only 
payments for up 
to 5 years

Need cash flow to 
make scheduled 
interest payments

Provides cashflow 
to get the project 
to bid
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Utility Project Roles - Examples

Introduction of 
Ordinances

10 Day 
Public Notice

Public 
Hearing & 
Adoption

Formally 
Adopt Rate 
Ordinance

Formally 
Adopt Bond 
Ordinance

City Council 
introduces a 
proposed Rate 
Ordinance.  
First reading of 
proposed Bond 
Ordinance.

10 days prior to 
the public 
hearing for the 
proposed Rate 
Ordinance, 
public notice 
must be made.

City Council 
opens their 
public meeting 
for discussion 
on the 
proposed Rate 
Ordinance.

After 
discussion, 
City formally 
adopts the 
Rate 
Ordinance, 
officially 
implementing 
the new rates.

City formally 
adopts the 
Bond 
Ordinance, 
outlining the 
parameters 
and other 
specifics of 
financing.

First Meeting Second Meeting Second Meeting Second Meeting



Traditional 
Financing Process
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Preliminary Analysis

ωPut together timetable

ωUpdate Rate Report with cost estimates and bond sizing

ωDetermine Impact on User Rates

Offering Document Prep

ωDraft Preliminary Official Statement/Term Sheet

ωBond Rating, Bond Insurance, Surety Funded Reserve?

ωProject goes out to bid

Bond Sale

ωProject bids received 

ωBond size and structure is finalized

ωCompetitive Bond Sale (temporarily changed)



Bond Costs of Issuance Explained

Consultants Fees

ωBond Counsel ςConsults on legal process, prepares legal documentation, tax exempt certificate

ωRate Consultant ςPuts together Rate Report, sizes bonds, assists the City in determining most optimal debt strategy

ωUnderwriter/Placement Agent Fees ςCost of having a third party negotiate directly with retail and institutional 
investors  

Bond Fees

ωBond Insurance ςThird party guarantees payment with their AA credit rating, making the bonds more marketable

ωCredit Rating ςThird party assigning a value to the credit worthiness of the payment source

ωSurety Policy Premium ςOne-time sunk cost in lieu of funding the entire reserve requirement

Other 

ωCapitalized Interest ςInterest accrued before the first payment date that is paid from bond proceeds

ωDebt Service Reserve ςRequired for revenue bonds.  Usually max annual debt service.



3. IFA ςState Revolving Fund 
Program Overview

Presented by: Bill Harkins
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Indiana Finance Authority
State Revolving Fund Loan Program 

State Revolving Fund Loan Program

August 10, 2021

State Revolving Fund
100 N. Senate Avenue, Room 1275
Indianapolis, Indiana 46204

wharkins@ifa.in.gov
317-234-4862



SRF Programs Provide 

ÅFinancing for drinking water and wastewater projects

ÅFederal funds administered by the State

ÅBelow market interest rates

Å20-year repayment period

Å35-year repayment period for pipe projects

ÅDisbursements as needed


