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Road Map to the Future: Capital Improvements Planning for Small Water Systems

By Jean Holloway, Sustainable Infrastructure Circuit Rider, Delaware Rural Water Association 

What is your system’s future (as you see it today) and how do you plan to arrive at that future? To answer those questions requires asking several others:

1.
Do you a have capital improvement plan (CIP)? 
2.
Is it really a plan or a list of projects for the next several years?
3.
How often is it updated?
4.
Do you have a concrete strategy for financing each project?
5.
Does your CIP mesh with your long-range, comprehensive, land-use or other plan(s)?
These are just some of the questions to ask in reviewing the adequacy (or inadequacy) of a capital improvement plan. 

Capital improvements planning is the multiyear scheduling of improvements accompanied by the intended funding sources and strategies for those improvements. These improvements may be system upgrades or expansions, or they can simply be for replacement or restoration of existing apparatus. Anything that adds value to the system or its service can be a capital improvement. A capital improvements plan is a road map to the future: where you want to go and how you plan to get there. It is, perhaps, the single biggest step in moving a small system from a reactive, crisis management mode, into a planned for, “I meant to do that” mode. A simple list of projects is just that: a wish list, and not a plan for attainment and completion.

There are a number of misconceptions that may come up during a first CIP process attempt. Here are some common questions:

If I develop and adopt a CIP, won’t I be locked into doing all the things it lists?

Because a CIP document must be flexible and reviewed each year to reassess needs and goals, it is not a rigid document that commits the system to the projects it contains. It should be reviewed and adapted as needs change to make it a usable tool.

If I develop and adopt a CIP, won’t I be burdened with debt to accomplish the projects?

The CIP process incorporates an analysis of affordability and debt service capability and, thus, helps to avoid imprudent debt obligations. Analyzing affordability means figuring out what customers can pay for and what the system can afford. Besides, debt is but one of the ways to pay for capital improvements and replacement. With proper advance planning and sound financial management, even a small system can do some CIP projects without incurring any debt. Pay-as-you-go funding largely depends on adequate monetary reserves accumulated over time by 
recognizing equipment wear and depreciation as a real cost of operation and funding it annually. This practice also helps accumulate the local match usually required by funding programs. 
Is there a regulation or rule that says I have to have a CIP?

There is no rule in federal regulations that says a system must have a CIP. However, if a system applies for funding from any program that examines financial management practices as a condition of funding, a CIP will be one of the first things they examine. Having a CIP is both a practice and a measure of sound financial and managerial capacity regardless of regulation. Financial and managerial capacities are cornerstones of a system’s sustainability. 

If I don’t have to have a CIP, why should I go to the trouble to develop one?

A CIP provides a formal framework for the decision-making process and a clear link to long range or master plans. It helps to focus a community’s attention on goals, needs, and financial capability while helping to avoid the waste of public resources. It serves as a guide for system operations for the planned years, provides a formal vision for the system’s future and its value to the community, and helps to sustain the system while providing some stability to the rate structure over time. Small systems often need to do more with less and get the optimum “bang for their buck.” That means planning for expenses rather than simply covering them as they arise. One of the best ways to do that is to have a CIP.  
Getting Started

The first step in doing a CIP is to establish the framework for the process itself. This means determining the participants, timetable, procedures, and policies that will direct the planning process. Establishing clear and defensible standards for judging and prioritizing proposed projects can be crucial to the plan’s success. A written set of standards that governs the prioritizing decisions can go a long way toward satisfying potential questions and criticisms. Other policies may address borrowing versus self-funding, citizen input procedures, or something as pedestrian as the format for the written CIP document. Looking at other jurisdictions’ CIP documents may help identify a format and presentation that works for your community.

The second step is to inventory the system and all its assets, fixtures, and equipment, and itemize and evaluate the conditions found. From this inventory, the planning body can derive a list of needed projects and prioritize them to address the most urgent needs, such as:
1.
Is there a legal mandate or order requiring a particular improvement?

2.
Will the project eliminate an existing or potential threat to the public health?

3.
Will the project benefit all the population or only a segment?

4.
Will the project provide better safety for system employees?

5.
Will the project improve efficiency, save money and time, or enhance service quality?

6.
Will a project modernize an outdated facility or piece of equipment that has outlived its expected usefulness?

The priority of a project may be changed to accommodate funding availability, timing, or factors 
outside of the objective considerations attached to prioritizing needs, such as coinciding with a street paving. 
The third step in the CIP process is to analyze the financial capacity of the system and its customers. The utility may look at things like trends and growth potential along with past financial performance. Examining the impact of planned expenditures and debt on customers means considering how much of the average customer’s income goes to pay for user charges.  Affordability is doubly important because if the utility can’t afford to pay the debt service, it will have to raise rates to pay for a project. However, if the rates go up higher than the average residential customer can afford to pay, utility cash flow and bottom line revenue will suffer.

From this financial analysis, the planning body can go identify specific funding options and programs for the various projects. Potential sources will likely include the traditional (grants, loans, and bonds), as well as the less traditional (impact fees, depreciation reserves, cash reserve funds, and the like). It’s important not to spend general fund and tax dollars to keep utility enterprise funds afloat. 
The final step in the planning process is to put the plan together, making sure to include all the pertinent information for each project proposed. The plan should contain an individual project description and purpose, alternatives considered, cost estimates, proposed funding sources, and the intended schedule of improvements. Be especially attentive to funding program requirements and whether or not your specific activities or projects are eligible. Also make sure that you can meet the funding program’s application and advertising deadlines. Allow enough lead-time to advertise and meet any public hearing or notice requirements.
After internal reviews and approvals and adoption by the governing body, it is critical that the CIP is not treated as just another study or exercise in planning that gathers dust on a shelf. A road map is only helpful if it is consulted before the driver gets lost. Likewise, a CIP is only helpful if it is referred to and reviewed regularly as the community moves forward.
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