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EXECUTIVE SUMMARY

A Consolidation Tax Rate Feasibility
Analysis prepared in the spring of 2009
reviewed and recommended options under
which both City and Village taxpayers could
obtain reduced property tax rates as a result
of consolidation. After review of the study,
the Merger Advisory Committee
recommended that the City Council and
Village Board pursue the following
alternatives:

1. Seek legislation to allow the creation
of a special taxing district for
consolidation.  This taxing district
would encompass the area that is
currently within the Village limits.
Property within this district would be
taxed and the revenues would be
used to make a payment to the
consolidated municipality in order to
reduce its general tax levy. This
payment would enable both City and
Village property owners to benefit
from the reduction in overall property
tax rates.

2. Conduct studies of the future sewer
and water utility capital projects
needed with and without
consolidation to quantify capital
costs that could be avoided, as well
as the associated utility rate impacts,
and determine the amount of Village
utility reserves, if any, that could be
used to create a tax rate reduction
fund for the new consolidated
municipality. This tax rate reduction
fund would be used reduce the
general property tax levy for some
period of time and keep the property
tax rate for City property owners
from increasing due to consolidation.
This would offer another alternative
by which both City and Village
property owners could benefit from
the reduction in overall property tax
rates due to consolidation.
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Ruekert/Mielke prepared studies regarding
the consolidation of the sanitary sewer and
water facilities. Those studies evaluated
how the water and sanitary sewer systems
could be connected and evaluated future
capital cost avoidance that could be
achieved by consolidating the sewer and
water utilities.

The Water Utility Consolidation Study
analyzed the capacity of the City and Village
water systems to supply projected future
water demands through 2035 under two
scenarios: the continuation of separate
water  utilities; and as a single
interconnected water utility. The study found
that a capital cost savings of approximately
$6.7 million could be achieved through
consolidation. This was due to various
economies that would be created by
consolidation, such as a reduced need for
backup facilities for areas of the City that
are separated from one another and the
ability of the two systems to share well and
storage capacity.

The Sanitary Sewer Utility Consolidation
Study conducted a broad evaluation of the
capital costs to the sanitary sewer utilities to
identify future anticipated benefits of
consolidation. With the assumption that the
two communities would continue to
cooperate, prior studies of the consolidation
of the City and Village sewer utilities have
concluded that, while there would be some
reductions in administrative and operations
costs, there would be little impact on capital
improvement costs. This study found that
consolidation of the two utilities would
reduce the costs associated with
independent planning for the two systems
and negotiation and administration of the
inter-municipal agreements. In addition, it
was pointed out that, without consolidation,
the City could be at risk for significantly
higher capital costs if it was unable to
successfully negotiate cooperative
agreements with the Village to serve areas
of the City that are currently without sewer
service.



The purpose of this Utility Consolidation
Financial Analysis was to evaluate the
impacts of consolidation of the sewer and
water utilities on future utility rates;
determine how much of the existing Village
utility reserves, if any, could be used for tax
rate  reduction for a consolidated
municipality; and to estimate the likely
impacts on future user charge rates of
withdrawing utility reserves, taking into
account future capital expenditures.

This study developed and compared
forecasts of cash flows, reserve balances,
and required overall percentage rate
increases for the City and Village utility
customers for the period 2010-2025 for the
following scenarios:

1. The utilities remain separate and do
not consolidate.

2. The municipalities and the utilities
consolidate entirely. Legislation to
create a consolidation taxing district
is successful and a taxing district
encompassing the Village is used to
make a payment to the consolidated
municipality.  Therefore, no utility
reserves are withdrawn to make a
consolidation payment.

3. The municipalities and the utilities
consolidate entirely. A consolidation
taxing district is not formed,
therefore, Village utility reserves are
withdrawn, prior to consolidation, to
make a consolidation payment to the
consolidated municipality in order to
prevent  property taxes  from
increasing for City property owners
due to consolidation.

Table 10 summarizes the findings of this
study. The following conclusions were
drawn from these findings:
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1. Current sewer user charges for City

customers are about the same as
those for Village customers, taking
into account the slightly higher
amount of water use per customer
for City customers. If the two utilities
were to remain separate, it is
expected that Village sewer user
charge rates would increase by a
higher percentage than City sewer
user charge rates between 2009 and
2025.

Current water user charges for City
customers are about the same as
those for Village customers, taking
into account the higher water usage
by City customers. If the two utilities
were to remain separate, both
utilities would require significant rate
increases before 2025. However, it
is expected that the City would
require much higher water rate
increases as compared to the
Village.

Since there are only modest
operation and maintenance savings
expected from consolidation of the
sewer utilities, the forecast rate
increases for a consolidated utility
are similar to the rate increases that
would be expected for separate City
and Village sewer utilities if the
communities would continue to
cooperate. The consolidation of the
sewer utilities would result in slightly
lower rates for both City customers
and Village customers, as compared
to maintaining separate utilities.

Consolidation of the water utilities is
expected to yield significant capital
cost savings of approximately $6.7
million. These savings would
translate into a reduction in total
required user charge revenues for
2025 of approximately $560,000 per
year, as compared to the amount of
total revenues that would be



required if the utilities remain
separate. These savings would not
be shared equally by City and
Village customers, however. Under
consolidation of the water utilities,
Village water charges are forecast to
be approximately 3% higher by 2025
than if the utilities remained
separate. City customers, on the
other hand, are forecast to have
rates that would be approximately
19% lower than would be the case if
the utilities remained separate.

5. The Consolidation Tax Rate
Feasibility Analysis proposed the
withdrawal of $3.5 to $5.25 million in
utility reserves for the purpose of

Table 10 - Summary of Sewer and Water Rates by
Scenario

Average Annual Charges / REC

2009 2025
City
Scenario 1
Sewer $416 $455
Water $407 $742
Total $823 $1,196
Scenario 2
Sewer @ $419 $431
water @ $407 $621
Total $826 $1,053
Scenario 3
Sewer @ $419 $458
Water $407 $621
Total $826 $1,079
Village
Scenario 1
Sewer $346 $429
Water $354 $503
Total $699 $932
Scenario 2
Sewer M $346 $356
Water V) $339 $519
Total $685 $874
Scenario 3
Sewer ™ $346 $378
Water ) $339 $518
Total $685 $896

(1) All annual chargeswere converted to an amountbased on typical water or
sewer usage perresidential customerfor each utility, in orderto provide a fair
comparison between Scenarios.
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making a consolidation payment to
the consolidated municipality in
order to achieve property tax
savings for City tax payers as well
as Village tax payers. That study
pointed out that the amount that
could be withdrawn from utility
reserves should be verified and the
impacts of such a withdrawal on
future user charge rates should be
studied. This study considered the
impact of the withdrawal of $4.75
million in Village utility reserves—
$3.00 million from the sewer utility
and $1.75 million from the water
utility—to make a consolidation
payment to the consolidated
municipality in order to prevent
property taxes from increasing for
City property owners due to
consolidation. This withdrawal of
funds is projected to result in future
sewer rates that are slightly higher
than the rates for a consolidated
sewer utility with no withdrawal of
funds, but similar to or lower than
future rates for separate City and
Village  sewer utilities. The
withdrawal of water utility reserves
is not expected to impact the future
water rate increases in comparison
to the forecast rates for
consolidated  utilities with  no
withdrawal of utility funds. The
withdrawal of funds would reduce
the amount of reserves, but not
below a reasonable level.
Therefore, it appears to be feasible
to withdraw approximately $4.75
million from utility reserves without
significant  impacts on utility
customers.

When both the sewer and water
utilities are considered, both City
and Vilage customers would
benefit from the consolidation of the
utilities. However, City customers
would benefit more than Village
customers. City customers would



have lower water and sewer rates
due to consolidation. Village
customers would experience lower
sewer rates, slightly higher water
rates, and slightly lower total utility
rates as compared to continuation of
separate utilities. These impacts of
consolidation are similar even if
Village utility reserves are withdrawn
to make a consolidation payment to
the general fund of the consolidated
municipality.

If the City and Village were
successful in obtaining legislation to
allow for the creation of a
consolidation taxing district, not only
would City and Village property
owners benefit from reduced
property tax rates, but utility
customers in both the City and the
Village would also experience lower
future water and sewer rates.
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8.

If the City and the Village were not
able to create a consolidation taxing
district, utility reserve funds could be
used to ensure that both City and
Village property owners share in the
benefits of consolidation. The use of
utility reserves would enable the
consolidated municipality to reduce
tax rates for City property owners, all
other factors being equal. It would
also achieve an even larger property
tax rate decrease for Village
property owners. However, the
savings in utility user charges would
be somewhat smaller for both City
and Village customers under this
approach as compared to the use of
the consolidation taxing district.



INTRODUCTION

Prior studies have shown that consolidation
of the City and Village of Pewaukee would
result in overall cost savings in general fund
expenditures. However, these studies have
also shown that the majority of these cost
savings would inure to the benefit of Village
taxpayers unless a different method of
redistributing these cost savings between
both the City and Village taxpayers can be
found.

In the spring of 2009, the Southeastern
Wisconsin Regional Planning Commission
(SEWRPC), facilitated the preparation of a
Consolidation Tax Rate Feasibility Analysis
and the review of the study report by the
Merger Advisory Committee, which was
comprised of representatives of both the
City and Village. The purpose of this study
was to review and recommend options
under which both City and Village taxpayers
could obtain reduced property tax rates as a
result of consolidation. The study identified
three feasible options for achieving this
purpose.

After review of the study, the Merger
Advisory Committee recommended that the
City Council and Village Board proceed with
two of the next steps outlined in the
Consolidation Tax Rate Feasibility Analysis
report, dated March 11, 2009. These
recommended steps were as follows:

1. Seek legislation to allow the creation
of a special taxing district for
consolidation.  This taxing district
would encompass the area that is
currently  within  Village limits.
Property within this district would be
taxed and the revenues would be
used to make a payment to the
consolidated municipality in order to
reduce its general tax levy. This
payment would enable both City and
Village property owners to benefit
from the reduction in overall property
tax rates.
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2. Conduct studies of the future sewer
and water utility capital projects
needed with and without
consolidation to quantify capital
costs that could be avoided, as well
as the associated utility rate impacts,
and determine the amount of Village
utility reserves, if any, that could be
used to create a tax rate reduction
fund for the new consolidated
municipality. This tax rate reduction
fund would be used reduce the
general property tax levy for some
period of time and keep the property
tax rate for City property owners
from increasing due to consolidation.
This would offer another alternative
by which both City and Village
property owners could benefit from
the reduction in overall property tax
rates due to consolidation.

Ruekert/Mielke prepared studies regarding
the consolidation of the sanitary sewer and
water facilities. Those studies evaluated
how the water and sanitary sewer systems
could be connected and evaluated future
capital cost avoidance that could be
achieved by consolidating the sewer and
water utilities.

The Water Utility Consolidation Study
analyzed the capacity of the City and Village
water systems to supply projected future
water demands through 2035 under two
scenarios: the continuation of separate
water  utilities; and as a single
interconnected water utility. The study
determined the new water facilities that
would be needed under each of these
scenarios and the estimated cost of those
facilities. The study found that
improvements totaling $10.3 million would
be needed through 2035 if the two utilities
remain separate. Consolidation of the
utilities would significantly reduce the need
for new facilities due to several factors, such
as a reduced need for backup facilities for
areas of the City that are separated from
one another and the ability of the two



systems to share well and storage capacity.
A consolidated utility would require
approximately $3.6 million of new facilities
through 2035. Therefore, a capital cost
savings of approximately $6.7 million could
be achieved through consolidation.

The Sanitary Sewer Utility Consolidation
Study conducted a broad evaluation of the
capital costs to the sanitary sewer utilities to
identify future anticipated benefits of
consolidation. The study reviewed existing
sanitary sewer studies, inter-municipal
agreements, sewer service areas and
system capacities. Prior studies of the
consolidation of the City and Village sewer
utilities have concluded that, while there
would be some reductions in administrative
and operations costs, there would be little
impact on capital improvement costs.
These studies assumed that the two
municipalities would continue to cooperate
with each other by interconnecting the two
systems and allowing sewage from the City
of Pewaukee to flow through Village sewer
system. Consolidation of the two utilities
would reduce the costs associated with
independent planning for the two systems
and negotiation and administration of the
inter-municipal agreements. Without
consolidation, the City could be at risk for
significantly higher capital costs if it was
unable to successfully negotiate cooperative
agreements with the Village to serve areas
of the City that are currently without sewer
service.

The purpose of this Utility Consolidation
Financial Analysis was to evaluate the
impacts of consolidation of the sewer and
water utilities on future utility rates;
determine how much of the existing Village
utility reserves, if any, could be used for tax
rate  reduction for a consolidated
municipality; and to estimate the likely
impacts on future user charge rates of
withdrawing utility reserves, taking into
account future capital expenditures.
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METHODOLOGY

The planning area for this study
encompasses the entire area within the
corporate boundaries of the City and
Village. The planning period used for the
water study extended from 2010 through
2035, consistent with the Southeastern
Wisconsin Regional Water Study. This
study uses a shorter planning period, 2010-
2025, for two reasons. First, the expected
timing of construction of the latest
recommended water system improvements
is 2025. In addition, it would be difficult to
project some of the alternatives described
below for a period of more than 10-15
years.

This study developed and compared
forecasts of cash flows, reserve balances,
and required overall percentage rate
increases for the City and Village utility
customers for the following scenarios:

1. The utilities remain separate and do
not consolidate.

2. The municipalities and the utilities
consolidate entirely. Legislation to
create a consolidation taxing district
is successful and a taxing district
encompassing the Village is used to
make a payment to the consolidated
municipality.  Therefore, no utility
reserves are withdrawn to make a
consolidation payment.

3. The municipalities and the utilities
consolidate entirely. A consolidation
taxing district is not formed,
therefore, Village utility reserves are
withdrawn, prior to consolidation, to
make a consolidation payment to the
consolidated municipality in order to
prevent  property taxes  from
increasing for City property owners
due to consolidation.



This study considered the impacts of these
scenarios in terms of the required
percentage increases in total user charge
revenues and the impacts on the average
single-family residential customer. It did not
include the preparation of detailed cost of
service studies or rate schedules. This
study gave preliminary consideration to an
operations and maintenance budget for
consolidated sewer and water utilities.
However it did not include a detailed study
of the organization and operations of
consolidated utilities to identify all potential
O&M savings from consolidation.

The forecasts and conclusions of this study
are intended to identify the overall long-term
trends in future utility user charges. It is not
intended that these forecasts be used as a
prediction of the exact amount of user
charge rate increases for each year. The
exact amount of future rate increases will be
influenced not only by factors such as the
amount of customer demand and costs, but
also by the policy decisions of the governing
bodies regarding issues such as the use of
utility reserve funds versus increasing utility
rates.

EXISTING CONDITIONS

Historical data regarding rates for service,
number of customers, billable water
demand and wastewater flow, revenues and
expenses, reserve balances, and existing
debt service are shown in Appendix A.
These data were analyzed to quantify the
characteristics of the consolidated sewer
and water utilites and to develop
appropriate factors to use for forecasts of
future conditions.
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FORECAST CUSTOMERS AND DEMAND
Sewer Utilities

Table 1 shows a summary of the
approximate number  of  residential
equivalent customers (RECs) served by the
City and Village sewer utilities as of the
beginning of 2009. A REC is defined as a
unit of wastewater flow equal to the amount
of wastewater generated by the average
single-family residential unit.  All single-
family units are considered to be one REC,
regardless of some variation in the actual
amount of flow generated by each unit.
Nonresidential customers may be more than
one REC, depending on the amount of
wastewater generated as compared to the
average single-family unit.

The City sewer utility currently serves
approximately 6,369 RECs based upon its
current billing system. The City bills its
sewer utility customers based on the
number of RECs assigned to each
customer, not metered water usage, and
bills a flat fee per REC. The Village

Table 1 - Sewer Utility 3-Year Historical
Customer Usage

City of Pewaukee Sewer Utility

Non- Change
Residential Residential from
Year RECs RECs Total Previous
2006 3,369 2,761 6,130
2007 3,432 2,844 6,276 146
2008 3,474 2,895 6,369 93
Average 3,425 2,833 6,258 120
Trend 3,530 2,968 6,498

Village of Pewaukee Sewer Utility

Non- Change
Residential Residential from
Year RECs RECs Total Previous
2006 1,636 2,403 4,039
2007 1,640 2,552 4,192 153
2008 1,645 2,537 4,182 -10
Average 1,640 2,497 4,138 72
Trend 1,649 2,632 4,281






