To:

James L. App, City Manager

From:

Mike Compton, Director of Administrative Services
Meg Williamson, Acting Director of Public Works
Alfredo Cardenas, Utility Manager

Subject:

Sewer and Water User Fees

DATE:

April 20, 2004

Needs:
Consider introduction and first reading of an ordinance modifying sewer and water user
fees.
Facts:
1. Current Council policy (via fee ordinance) dictates that user fees be reviewed every
two years.
2. The Fiscal Policy also provides that user fees shall recover of the cost of providing
services including administrative overhead and depreciation.
3. The current fee ordinance for sewer and water rates provides for annual adjustments
based upon the increase in the consumer price index (CPI).
4. The last review by council occurred in October 2001 resulting in fee adjustments
that were adopted January 2, 2002 and went into effect March 1, 2002.
5. For water operations, the March 1, 2002 user fee increase was $0.84 per month,
increasing the basic service rate from $7.80 per month to $8.64 per month. On July
1, 2003, the CPI adjustment increased the monthly rate to $8.86 per month.
6. For sewer operations, the March 1, 2002 user fee increase was phased in three
increments; March 1, 2002, January 1, 2003 and January 1, 2004.
7. The June 2003 approval of the current budget called for sewer user fees to be
further adjusted to provide a 3% franchise fee in three installments; 1% January 1,
2004, 1% July 1, 2004 and 1% January 1, 2005. At March 1, 2002, the rate went
from $12.05 per month to $15.00 per month. With the January 1, 2003 and 2004
scheduled increases and the first of three 1% franchise fee increases, the $15.00 per
month rose to its’ current rate of $21.86.
8. In spite of phased rate adjustments and annual CPI adjustments, operating revenues
have not kept pace with expenses in either sewer or water operations. The
continued rise in operating expenses is attributable to electrical utility costs,
depreciation, debt service and legal services.
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9. Unrelated to operational needs, there is an immediate need to reduce summertime
water consumption by 25% due to the lack of sufficient water storage facilities
resulting from earthquake damage to Golden Hill water tank #1.
10. As an incentive to conserve water this summer, an adjustment to the current
variable rate is proposed. As designed, if customers reduce their water consumption
by 25% they would actually pay less under the higher variable rate than they are
paying today. Those that don’t conserve 25% would pay 17% more at the sampled
average of 28,000 gallons of summertime consumption or 20% more at twice the
sample average (56,000 gallons).
11. The proposed rate increases were presented to the Council’s ad hoc committee on
April 8, 2004. The ad hoc committee recommended that the rates as proposed be
presented to City Council for adoption.
Analysis
and
Conclusion:
There are currently operating shortfalls in both sewer and water operations. The
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2003
indicated that the sewer operations had an operating surplus of $41,121. However,
this surplus did not include interest or principal expenses as they are not operating
expenses for the purposes of financial reporting. Total debt for fiscal year 2003 was
$754,200. In the case of water operations, it experienced an operating loss of
$475,100. Each operating fund and recommended rate adjustments are highlighted
as follows:
Sewer Operations
The sewer rate adjustment approved by Council on January 2, 2002 to balance
revenues with expenses provided for a phasing of the increase in three increments;
March 1, 2002, January 1, 2003 and January 1, 2004. The implementing ordinance
also provided for annual CPI adjustments beginning July 1, 2005.
With the adoption of the fiscal year 2004 operating budget, a 3% franchise fee on
sewer operations was imposed. Again to minimize impact upon City rate payers, the
franchise fee was phased in three increments; 1% January 1, 2004, 1% July 1, 2004
and 1% January 1, 2005. This action by Council also included a provision to
accelerate the implementation of annual CPI adjustments from July 1, 2005 to July 1,
2004.
In summary, the current monthly (billed bi-monthly) residential rate is $21.86. It is
scheduled to be increased this coming July 1, 2004 by CPI + 1% followed by another
1% increase January 1, 2005 and CPI adjustments each July 1st thereafter. The rate
model estimates the CPI adjustments at 2% July 1, 2004, 2.5% July 1, 2005, 3% July
1, 2006 and 3.5% July 1, 2007.
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In spite of these future rate adjustments, the rate model indicates a need to further
adjust rates by an additional $0.65 per month beginning July 1, 2004. With these
adjustments, it is projected that Sewer Operations will still experience an operating
deficit of $(269,100) in fiscal year 2005, an operating loss of $(120,600) in fiscal year
2006 and a loss of $(18,000) in fiscal year 2007. Operations won’t become balanced
until fiscal year 2008 a positive operating result of $185,800.
Should the change in CPI be greater than the 2% provided for in the rate model, it is
recommended that total increase for July 1, 2004 be adjusted downwards
accordingly.
Water Operations
The water rate adjustment approved by Council on January 2, 2002 to balance
revenues with expenses has proven to be inadequate due to rising utility costs and
depreciation expense on new infrastructure.
The rate model using existing base budget amounts and anticipating CPI adjustments
each July 1st, indicates that $4.08 per month is needed to balance operating revenues
with operating expenses. As shown, even with the proposed rate increase, fiscal year
2005 would still end with a deficit of $20,900 followed by modest improvements in
results, all positive, out through fiscal year 2008.
Assuming a 2% inflation factor for July 1, 2004, the current monthly basic service
water rate (billed bi-monthly) would rise from its current level of $8.86 to $13.12, an
increase of $4.26 per month.
Water Conservation
Repair of the quake damaged Golden Hill water tank will not be completed by
summertime. This reduction in storage capacity will result in insufficient water
storage to satisfy summertime demand at historical consumption levels. Thus, it is
the City’s primary objective to reduce water consumption by 25% in order to meet
summertime water demands.
In addition to a broad based public education campaign to encourage water
conservation, it is proposed to modify the user fee structure as an incentive to reduce
water consumption by the desired 25%. A 25% reduction represents a 7,000 gallon
monthly reduction in average residential water consumption at the sampling level of
28,000 gallons per month. The larger water consumers, a 25% reduction would
represent a proportionally higher amount.
The current rate structure contains two components (tiers). The current base rate is
$8.86 per month and provides for nearly 7,500 gallons of water. Each 750 gallons
beyond 7,500 gallons is billed at the rate of $0.77. A sampling of existing water
customers indicates that the average monthly summertime water consumption is
28,000 gallons. At this consumption level, a customer’s monthly bill would be
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$30.03 or $60.07 for the bi-monthly billing cycle. This equates to cost per gallon of
$0.001.
It is impossible to gage customer’s reaction to either an increase in the variable
consumption rate or the public education campaign. However, staff is proposing a
“conservation” rate adjustment that provides a dual incentive to reduce water
consumption by 25%. It is proposed that the variable rate be increased by 25%,
raising the rate from the current $0.77 per 748 gallons to $0.96 per 748 gallons. It is
expected that this alone will encourage many customers to conserve water in order to
reduce their water cost. For those customers that successfully reduce consumption
by 25%, their bill would actually be less than they are paying under the current rates.
This is illustrated as follows:
Current Billing @ 56,000 gallons (75 units/7,500 cu.ft.):
56,000 gallons
15,000 included in base rate =
41,000 @ $0.77 per 750 gallons =
Total Bi-monthly Bill

$17.72
42.35
$60.07

Conservation billing assuming a 25% reduction in consumption:
42,000 gallons (56,000 less 25%)
15,000 included in base rate =
27,000 @ $0.96 per 750 gallons =
Total Bi-monthly Bill

$17.72
34.56
$52.28

In this example, the customer that does not save 25% would pay a total of $70.52; $10
more than under the current rates and $18 more than if they conserved the 25%.
Depending upon the success or failure of these adjustments, water user fees may need
further adjustment. Upwards if conservation levels are not achieved and downwards if
revenues generated from said rates provide excess revenues.
The monthly billing data provided in this section is not exact as the City bills water and
sewer services on a bi-monthly basis.

*

Discount Program
Just as a reminder, with the adoption of the increased sewer and water user fees back in
early 2002, the Council did adopt a “low fixed income lifeline” rate that provides a
discount on both sewer and water fees. The discount is 15% and is applied solely to the
fixed rate portion of the sewer and water fee.
The City’s discount program is modeled after those currently provided by PG&E and
Southern California Edison that provide the following household income criteria:
1 or 2 Persons
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< $23,000

3 Persons
Total Combined Income
4 Persons
Total Combined Income
5 Persons
Total Combined Income
6 Persons
Total Combined Income
Each Additional Person Add

<
<
<
<
$5,500

27,000
32,500
38,000
43,500

Income is from all sources for each person who lives in the household 50% or more of the time.
A participant in PG&E’s or SCE’s program automatically qualifies for the City’s
program so long as they meet the following criteria:
1.
2.
3.

Present a current PG&E or SoCalGas bill to the City confirming
participation in their program.
The service address on the PG&E or SoCalGas account is the same
as the service address for City water/sewer account.
The billing name on the PG&E or SoCalGas account is the same as
the billing name on the City water/sewer account.

Fiscal
Impact:
Given the current authorization for annual CPI adjustments plus the additional 1% in
July 1, 2004 and 1% January 1, 2005, sewer operations will, based upon projected
budget, incur a deficit of $(307,900) in fiscal year 2005, an additional deficit of
$(173,900) in fiscal year 2006 and an additional deficit in fiscal year 2007 of $(71,000)
before ending with a positive result in fiscal year 2008. These projections assume a 2%
CPI in fiscal year 2005 followed by 2.5%, 3.0% and 3.5% out through fiscal year 2008.
With an additional 3% this July 1, 2004, the projected deficit in fiscal year 2005 is
reduced to $(210,100) and $(70,300) in fiscal year 2006 before turning a positive result in
fiscal year 2007.
Assuming no adjustment to base budget and approval of an additional 3% increase,
sewer rates are projected as follows:
Monthly Basis
Current

Fixed Rate

$

21.86

7/1/2004

$

23.18

7/1/2005

$

23.98

7/1/2006

$

24.70

7/1/2007

$

25.58

In the case of water operations, depreciation and utility expenses have had a major
impact upon year end results. Even with annual CPI adjustments to user fees and based
upon base budget, it is projected that water operations will experience a $(481,600)
deficit. Deficits continue out through 2008 with a projected deficit of $(335,800).
Increasing the flat rate portion of the user fee by $4.08 per month will generate an
additional $460,700 annually given current number of customers. This base rate
adjustment plus annual CPI would nearly eliminate the deficit in fiscal year 2005 and

C:amike/enterprise//SR.sewerr.water.fy2004.analysis

Page 5

would, given base budget projections, provide for a positive result in fiscal year 2008 of
$124,900.
Assuming the Council adopts said rate adjustments, the water rates including estimated
future annual CPI adjustments would look as follows:
Monthly Basis
Current

Fixed Rate
Variable - Base Tier

$
$

8.86 $
0.77

5/1/2004

8.86 $
$0.96

7/1/2004

13.11 $
$0.96

7/1/2005

13.34 $
$0.96

7/1/2006

7/1/2007

13.61 $ 13.95
$0.96
$0.96

Options:
a. Introduce Ordinance No. XXX N.S. amending Sections 14.04.020 and 14.16.020 of
the City of Paso Robles Municipal Code to adjust sewer and water user fees; and set
May 4, 2004, as the date for adoption of said ordinance.
b. Amend, modify, or reject the above option.
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ORDINANCE NO. XXX N.S.
AN ORDINANCE OF THE CITY OF EL PASO DE ROBLES
AMENDING SECTIONS 14.04.020 AND 14.16.020 OF THE CITY OF EL PASO DE ROBLES
MUNICIPAL CODE TO ADJUST SEWER AND WATER USER FEES
WHEREAS, the City Council current policy is to review water and sewer user fees bi-annually to
ensure that those fees correspond to the City's cost of providing water and sewer services; and
WHEREAS, the existing ordinance provides for annual inflationary adjustments to water and sewer
user fees; and
WHEREAS, the annual inflationary adjustments have not kept pace with the increase in operating
costs for water and sewer services; and
WHEREAS, due to the unavailability of a four million gallon water storage facility due to quake
damage, the community must conserve 25% of its historical summertime water consumption.
NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF EL PASO DE ROBLES
DOES ORDAIN AS FOLLOWS:
SECTION 1. Subdivision C of Section 14.04.020 of the Paso Robles Municipal Code is hereby
amended to read as follows:
“C.
FEES—WATER USAGE RATES.
The monthly rates to be charged and collected by
the water department for all water consumption including private fire lines, bulk water delivery or fire
hydrant usage from every person, school, firm or corporation shall be charged at rates established by
ordinance of the City Council. Other than as expressly set forth herein, such water usage rates may
only be established or amended by a two-thirds vote of the city council in favor of such
establishment or amendment of water usage rates.
Effective July 1, 2004, the base water usage fee shall be $26.24 for up to 2,000 cubic feet of water
per customer for each two-month billing period plus $0.96 per 100 cubic feet of water beyond 2,000
cubic feet.
The base water usage fee established in this section shall be modified annually by the increase in the
Consumer Price Index for the San Francisco-Oakland-San Jose Region as reported by the Bureau of
Labor Statistics for the year ending April of each year.
The water usage fees shall further be reviewed no less than bi-annually in conjunction with the
update of the City's budget to ensure that the sewer and water connection fees then in existence do
not exceed the costs of providing water service within the City.”
SECTION 2.
follows:

Section 14.16.020 of the Paso Robles Municipal Code is hereby amended to read as

“14.16.020

Sewer charges

Every person whose premises are served by a connection with the system of sewerage of the city,
whereby the sewage or industrial wastes, or either or both, are disposed of by the city through the
sewage treatment plant, or otherwise, shall pay a sewer service charge established by ordinance of the
city council. Other than as expressly provided herein, the rates for such sewer service fee shall only
be established or amended by a two-thirds vote of the city council in favor of such establishment or
amendment of sewer service rates.
Effective July 1, 2004, the base sewer service fee for all customers shall be $45.48 per two-month
billing period. January 1, 2005, the base sewer service fee shall be increased by an additional 1%.
Residential customers shall pay only the base sewer service charge. Nonresidential customers shall
pay the base sewer service charge for 1,000 cubic feet of metered water and shall pay an additional
charge of $1.07 for each additional 100 cubic feet of metered water used by said nonresidential
customer. Metered landscape water is not included in the determination of sewer service charges.
The sewer service charges established in this section shall be modified annually each July 1 by the
increase in the Consumer Price Index for the San Francisco-Oakland-San Jose Region as reported by
the Bureau of Labor Statistics for the year ending April of each year.
The sewer service charges shall further be reviewed no less than bi-annually in conjunction with the
update of the City's budget to ensure that the sewer service fees then in existence do not exceed the
costs of providing sewer service within the City.”
SECTION 3. Severability
If any action, subsection, sentence, clause or phrase of this ordinance is, for any reason, held by a
court of competent jurisdiction to be invalid or unconstitutional, such decision shall not affect the
validity of the remaining portions of this ordinance.
Introduced at a regular meeting of the City Council held on April 20, 2004, and passed and adopted by
the City Council of the City of El Paso de Robles on the 4th day of May by the following vote:
AYES:
NOES:
ABSTAIN:
ABSENT:
____________________________________
Frank R. Mecham, Mayor
ATTEST:

____________________________________
Sharilyn M. Ryan, Deputy City Clerk

