
TO:  City Council 

FROM: Doug Monn, Director of Public Works 

SUBJECT: Community Water Rates – Financial Background 

DATE:  October 7, 2008 

NEEDS: For the City Council to receive the proposed “pay-as-you-go” water rate schedule 
and set dates for public workshops on the topic. 

FACTS: 1. The City Council established a set of water resource goals to assure the security 
and adequacy of Paso Robles fresh water supply today and for the future: 

• Improve water quality; 
• Increase reliability of water supply; 
• Increase and diversify water resources; 
• Reduce groundwater basin dependence; 
• Reduce salt loading into the basin (used water discharge); 
• Prioritize public investments to accomplish these goals; 
• Maintain strong water rights position; and 
• Anticipate regulatory requirements. 

2. The City’s General Plan, Urban Water Management Plan, and Integrated Water 
Resource Plan include consideration of a variety of water sources to address 
community fresh water needs. 

3. Comprehensive analysis of water source options (including conservation, 
recycling, desalination, and new reservoirs), challenges, characteristics, 
availability, and costs indicated that the Nacimiento Water Project was and is 
the best first step to accomplishing community water resource goals. 

4. Infrastructure needs associated with the existing distribution system and the 
cost to deliver Nacimiento water result in user rates and capacity charges that 
reflect the increased expense. 

5. The rates and charges required for Nacimiento water, and other water system 
improvements and operations, are fiscally challenging to city water users.  The 
proposed water rate and water capacity charge schedules brought forward for 
public review on July 1, 2008, exceeded the amount users could assume given a 
ten year capital investment.  

6. An alternative approach to Nacimiento-related, and other water system, 
improvements that phases projects over 17 years rather than 10, and more 
aggressively uses fund balance, coupled with operating income and 
development revenue to cover debt and pay cash rather than finance projects 
offers a less costly rate and charge structure option. 

7. The alternative provides that users pay for operations and improvements that 
serve the existing community, while new development pays for those 
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improvements that offset their impacts [including 50% of the current 4,000 
acre-foot per year (AFY) Nacimiento contract and future water treatment plant, 
plus 100% of added future supplies].  The pay-as-you-go rate and charge option 
presents benefits and risks. 

ANALYSIS AND 
CONCLUSION: To reduce and slow the increase in water rates, an alternative approach of 

“pay-as-you-go” phased improvements was presented for consideration to the City 
Council on September 16, 2008.  This staff report focuses more closely on the 
financial basis of the proposed pay-as-you-go rate structure.  Cornerstones of the 
financial plan (i.e. the rate model) are: 

• Supply and Demand 
• Operating Expenses 
• Capital Expenditures 
• Sources of Revenue 

Supply and Demand 

The first cornerstone of the City Water Fund financial plan is the schedule for water 
supply needs, demand variations, and construction of projects between now and 
buildout in the year 2025.  For example, the Integrated Water Resources Plan and 
Urban Water Management Plan identify community benefit in supplementing well 
supply with Nacimiento deliveries.  The City’s current 4,000 AFY entitlement is to 
be increased to 6,000 AFY to support General Plan buildout.  Also, some 
combination of additional Nacimiento entitlement, recycled water, or successful 
water conservation would satisfy the full needs at buildout.  This is illustrated below: 

Water Supply Sources 2007 2010 2015 2020 2025
Basin Wells1 3,567 2,588 2,613 2,856 2,856
River Wells2 4,560 4,600 4,600 4,600 4,600
Nacimiento Water3 0 2,000 4,000 4,000 6,000

Additional Nacimiento, Recycling, or Other4 0 0 0 1,783 1,796

Total w/o Conservation = 8,127 9,188 11,213 13,239 15,252
Conservation5

(baseline) 919 1,233 1,589 2,000

Total w/ Conservation = 8,127 8,269 9,980 11,650 13,252

1  Consistent with Urban Water Management Plan dated March 2008.
2  Per UWMP dated March 2008, plan is to perfect rights to river appropriation by pumping 4,600 AFY ongoing
3 Reflects anticipated Nacimiento deliveries per phased water treatment plant approach as of Sept 2008
4 Indicates amount of additional water supply needed in the event that conservation is unsuccessful
5  Estimated water conservation ranging from 10 to 13% per year, consistent with Sept 08 water rate modeling

Updated Table 13
Current and Planned Water Supplies (AFY)

 

The financial plan includes coverage for the current Nacimiento Water Project debt 
service and estimated City share in operations and maintenance (O&M) costs.  It 
also includes addition of an additional 2,000 AFY of additional water supply by 
2025. 
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Demand for water (i.e. water sales) also acts as a cornerstone of the financial plan 
and it is recognized that many factors will affect the demand for water in the coming 
years.  The financial rate model used to assess various water rate structures is based 
upon two key bases:  1) total water demand will increase as the City grows toward 
fulfillment of the General Plan and 2) customers will use less water per account as 
rates increase. 

The attached rate study prepared by Kennedy Jenks Consultants outlines the 
anticipated pace of growth between now and General Plan buildout.  Not only does 
that pace tie to increasing water sales over time, but it also is mirrored in the 
anticipated revenues from water capacity charges (i.e. development fees).   

The financial planning tables show water sales increasing from 7,589 AFY today to 
11,842 at buildout.  It may be noted that this figure does not match the water supply 
values mentioned in the table above and in some documents secured by the City 
(8,127 and 13,252 AFY).  In all water systems, not every gallon of water introduced 
into a system is delivered/sold through a meter.  For Paso Robles, system losses run 
at approximately 7%, or 540 AFY currently.  Losses include water that flows from 
fire hydrants, is not measured properly by older meters, is used to flush water mains, 
is lost as normal leakage or as the result of damage to the system.  Thus, there is a 
difference in sales vs. production.  Closer to buildout, the 7% estimated losses 
represent closer to 950 AFY.  Further, some amount of lake water may be 
introduced directly into the wastewater collection system as a means of hydraulic 
regulation at the turnout and to lower salt loading in the waste stream.  Thus, the 
forecasted water supply volume is 13,252 AFY at buildout. 

As for the decreasing customer use, increased water pricing and heightened 
awareness to conservation are both expected to result in decreased water demand 
per account over time.  This is especially true from a financial standpoint where 
overstating water sales may leave the City Water Fund in an unstable condition.  The 
financial model is based on a 20% decrease in water sales over the next several years 
as the new rates go into effect. 

Operating Expenses 

Operating expenses form the second cornerstone of the City’s Water Fund financial 
model.  This represents staff salaries, power, treatment and chemical costs, 
equipment maintenance, and other similar costs.  Budgeted operating expenses for 
the current year are $3.3 million. 

Cost-of-living adjustments to salaries and adding staff positions to maintain service 
level are both reflected in the projected operating expenses.  Allowances for O&M 
costs associated with the proposed phased water treatment facility are included 
along with the City’s share in the regional Nacimiento Water Project O&M costs.  
An inflationary adjustment is built into the future projections.  

Forecasted operating expenses in the pay-as-you-go approach are less than the July 
1st version owing largely to the reduced cost to staff and operate the phased 
treatment facility.  The comparative expenditures are illustrated below: 
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  Operations and Maintenance Costs 
 
  Capital Improvements 
 
  Debt Service 

Capital Expenses 

The City adheres to a capital improvement program tailored to upgrading elements 
of the water system in the City’s potable water system master plan.  The proposed 
water treatment facility is another capital expense reflected in the financial model.  
In addition to specific identified capital improvement projects, the Water Fund also 
anticipates the capital required to repair and replace aging system components.  
Referred to as “depreciation”, this capital expense estimates the amount of money 
required to replace components of the water system that are old and have reached 
the end of their useful life. 

The July 1st rate proposal generated sufficient revenues to build the capital 
improvements over a 10-year period and to fund depreciation every year.  The pay-
as-you-go rate proposal stated herein extends this to a 17-year period and invests 
early depreciation charges in key system replacement components (notably the 21st 
Street reservoirs). 

Sources of Revenue 

The last cornerstone of the pay-as-you-go rate structure is the sources of revenue 
themselves.  Water sales, connection fees, and interest earnings generate the 
revenues into the Water Fund. 

The water connection fee revenue is based on development paying 50% of the costs 
associated with the City’s current Nacimiento entitlement, 50% of the cost of the 
treatment plant, and 100% of the cost of additional water supply needed between 
now and buildout.  New development is also paying its fair share of “buy in” to the 
existing system along with its fair share of the capital improvement program. 
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Further, the pay-as-you-go rate structure is consistent with the July 1st proposal in 
that City park/facility and school water usage is billable and, in the case of City 
facilities, would be paid from the General Fund.  The pay-as-you-go rate structure 
also includes a lifeline rate which discounts the first 5 hundred cubic feet of water 
used by single family customers by 15%. 

Water Fund Financial Plan 

The cornerstones outlined above form the basis of the attached rate study by 
Kennedy Jenks Consultants.  Perhaps the output from the financial model that best 
illustrates the anticipated performance of the Water Fund over time is Table 5, the 
projected revenue plan.  This is a complex table.  Attached for your use is a quick 
reference on finding key information in Table 5, the revenue plan. 

The key to establishing a rate structure and evaluating the revenue plan is to observe 
how ending cash balance is projected to vary over time.  Note that the Water Fund 
is starting with a cash balance of nearly $21 million.  This was accumulated in 
anticipation of Nacimiento supply/treatment.  Looking at the revenue plan, Table 5, 
it would appear at first glance that the Water Fund might accumulate $92 million in 
cash by the year 2025.  Actually, the cash balance is intended to be used for the 
following purposes: 

1. Purchase additional water supply (i.e. +2,000 AFY from Nacimiento) with 
funds accumulated from connection fees  

2. Possible early retirement of new development’s share of debt service on the 
current Nacimiento entitlement 

3. Repair and replace aging system components 

4. Provide a reserve to fund approximately 1 year of capital projects intended 
to provide cash balance for cost estimating buffer (“capital reserve”) 

5. Provide a reserve of approximately 30% of estimated annual operating 
expense; intended to cover increasing costs of labor, power, chemicals, and 
other services (“operational reserve”) 

6. Provide a reserve of approximately 20% of estimated annual operating 
expense; intended to cover fluctuations in annual water sales, changing 
regulations, construction cost escalation beyond that already built into the 
financial planning, etc. (“economic uncertainty fund”) 

The pay-as-you-go approach (in particular phasing the water treatment plant and 
spreading the capital improvement program out to 17 years) resulted in a lower 
proposed rate structure as compared to the July 1st proposal.  This is depicted 
below: 
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Pay-as-you-go Proposed Consumption Charge ($/HCF)

Escalates with larger meters

$18$18$18$18$18$18All

July 1st Proposal – Monthly Fixed Rate

Lifeline Rate for Households Provided

$2.50$2.25$2.00$1.75$1.36$1.32Usage Rate

$5.15$5.00$4.86$4.22$2.56$1.32Usage Rate

July 1st Proposed Consumption Charge ($/HCF)

Rate applies to all meter sizes

Pay-as-you-go Proposal – Monthly Fixed Rates

$24.95$24.95$22.48$19.98$18.00$18
5/8” & 
3/4”

20132012201120102009Current 
Rate

Meter Size
(inches)

Pay-as-you-go Proposed Consumption Charge ($/HCF)

Escalates with larger meters

$18$18$18$18$18$18All

July 1st Proposal – Monthly Fixed Rate

Lifeline Rate for Households Provided

$2.50$2.25$2.00$1.75$1.36$1.32Usage Rate

$5.15$5.00$4.86$4.22$2.56$1.32Usage Rate

July 1st Proposed Consumption Charge ($/HCF)

Rate applies to all meter sizes

Pay-as-you-go Proposal – Monthly Fixed Rates

$24.95$24.95$22.48$19.98$18.00$18
5/8” & 
3/4”

20132012201120102009Current 
Rate

Meter Size
(inches)

 

 

Impacts on Ratepayers 

While each customer’s usage is unique, here are some comparisons of monthly 
residential water bills under the current, July 1st, and the pay-as-you-go rate 
structures: 

Comparative Water Bills 
19 HCF Consumption 

(14,200 gallons per month) 

 Jan ‘09 Jan ‘10 Jan ‘11 Jan ‘12 Jan ‘13 

Current $43.84 $44.60 $45.55 $46.50 $47.45 

July 1st Proposal $66.64 $97.01 $111.17 $116.20 $118.95 

Pay-as-you-go 
Proposal 

$43.84 $49.95 $54.50 $59.05 $63.65 

30 HCF Consumption 
(22,400 gallons per month) 

Current $57.60 $58.80 $60.00 $61.50 $63.00 

July 1st Proposal $94.80 $143.43 $164.63 $171.20 $175.60 

Pay-as-you-go 
Proposal 

$58.80 $69.20 $76.50 $83.80 $91.15 
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Comparison of Monthly Water Bills 
Single Family Residential 

Based on 30 HCF Usage (22,400 gallons) 

Community Monthly Meter 
Fixed Rate 

Water Usage / 
Quantity Rate 

Calculated 
Monthly Bill 

Cambria CSDa $12.15 $6.17 to $8.02 $194.38 

City of Morro Baya $16.43 1.39 to $12.62 $179.93 

City of San Luis Obispob $0.00 $3.71 to $5.81 $140.40 

Oceano CSD $11.97 $1.14 to $4.09 $119.52 

Nipomo CSDc $16.98 $1.81 to $3.14 $84.53 

City of Pismo Beach $13.97 $1.78 to $2.31 $80.09 

City of Paso Robles – 
Proposed effective Jan ‘10 

$18.00 $1.49 to 1.75 $69.20 

City of Grover Beach $6.75 $1.82 to $2.20 $64.45 

City of Paso Robles – 
Current 

$18.00 $1.32 $57.60 

Atascadero Mutual Water 
Co.d

$14.5 $1.122 to $2.543 $55.63 

City of Arroyo Grande $5.25 $1.16 to $1.77 $42.39 

Templeton CSD $12.19 $1.17 to $2.62 $35.29 

Community Average (Excluding City of Paso Robles) = $95.49 

Source Documentation: 
Date of inquiry is June 2008; Basis is for 5/8 and/or ¾ inch meter; HCF = hundred cubic foot. 
a Monthly fixed charge includes 3 HCF. 
b Current single family rate is a 3-tiered rate structure with no fixed service charge; a 5% utility user 

tax is also applied to the water portion of the bill (excluded from this comparison). 
c Average of Town and Blacklake Subdivision rates 
d Monthly fixed charge includes 2,000 gallons (2.67 HCF); quantity rates shown are per HCF 
e Agencies define this in a wide variety of ways; common cost elements of such fees are tabulated here. 

There are other impacts on ratepayers that extend beyond monthly billing.  The pay-
as-you-go approach has benefits and risks: 

Benefits: 

• More affordable 
• Avoids financing costs 
• Builds treatment capacity as needed 
• Provides water to meet peak summer demand 
• Begins accomplishment of water resource goals 
• Allows for a pattern of continued groundwater basin use 
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Risks: 

• More aggressive use of fund balance 
• Initially limits water quality benefits 
• Water characteristics may vary (taste and odor) 
• Initially uses half of the Nacimiento entitlement 
• Somewhat sustains salts levels at the wastewater plant 
• Slows realization of planned groundwater basin relief 
• Slows accomplishment of planned water resource objectives 
• Future additional supply (over/above 4,000 AFY) may not be available 

Both plans present benefits and risks.  The full 6 MGD treatment approach and 10-
year capital program proposal meets planned water resource goals beginning 2010, 
but requires substantial financing (and its associated costs) while resulting in a 
considerable financial burden on users and new development.  The phased, slower 
paced pay-as-you-go alternative significantly reduces cost increases, avoids financing 
costs, and involves aggressive management of fund balance, but results in slower 
realization of planned water resource goals.  Choice of one over the other is a 
function of weighing the respective costs/benefits against community impacts. 

POLICY 
REFERENCE: General Plan, Urban Water Management Plan, Integrated Water Resource Plan, and 

Water Master Plan. 

FISCAL 
IMPACT: Payments for the Nacimiento Water Project are due beginning July 2010.  Water 

treatment improvements need to be constructed to use the water.  Also, other water 
system improvements are required to continue providing safe, secure and reliable 
water deliveries. 

Should new rates and charges not be adopted, Water Fund balance will be quickly 
exhausted.  Once exhausted, an alternative source of recurring funds would be 
required to cover debt and operating obligations. 

OPTIONS: A. Receive pay-as-you-go rate structure and: 

1. Set October 15th at 6:00 PM and October 16th at 11:00 AM as dates for public 
workshops.   

2. Adjourn this meeting to the October 15th and 16th workshops for Council 
attendance. 

3. Direct staff to return to City Council on October 21, 2008, with formal 
introduction of the pay-as-you-go rate structure. 

B. Amend, Modify or Reject the Option Above. 

Attachments: 

 A – Revised Kennedy Jenks Consultants Rate Study 
 B – Quick Guide to Table 5 – Projected Revenue Plan 
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2355 Main Street, Suite 140 
Irvine, California 92614 

949-261-1577 
949-261-2134 (Fax) 

29 Septemer 2008 

Mr. Doug Monn, Director of Public Works 
City of Paso Robles 
1000 Spring Street. 
Paso Robles, California  93446  
   
Subject:  Revised Final Report - Water Rate and Revenue Analysis  
  Pay-As-You-Go-Approach 
  K/J 0883005 
 
Dear Mr. Monn: 
 
Kennedy/Jenks Consultants is pleased to submit the Water Rate and Revenue Analysis 
Revised Final Report to the City of Paso Robles (City).  By way of process, we have 
submitted this report as a digital “.pdf” file for the City’s distribution as appropriate.   

This Rate Study is a compilation of the analysis and findings of the City’s water fund and 
incorporates the City’s comments and direction obtained from previous draft work 
products.  Most notably, this revised report integrates the alternative approach for a 
phased pay-as-you-go capital improvement program to minimize ratepayer impact.  The 
results of the study are intended to serve as a plan for future revenue and rate adjustments 
based on the projected costs and utility water demands.   

As demonstrated herein, the alternative approach phases capital improvement projects in 
over 17 years rather than 10, uses operating income, development revenue, and fund 
balance more aggressively to cover debt obligations, and utilizes a cash based pay-as-
you-go approach rather than financing large capital projects.  This approach results in a 
less costly rate and charge structure and is the basis for the capital, operational, and rate-
related findings presented herein.  It appears that within the next five to seven years 
planning period, the City’s water system cost obligations and associated rate adjustments 
will have stabilized, positioning the City’s water system for long-term financial stability.   

It has been a pleasure working with you and the other members of the Rate Study Team 
on this interesting project and look forward to working with you in the future.  Please 
contact us if you have any questions or need additional information. 

Very truly yours, 

KENNEDY/JENKS CONSULTANTS 
 

 
Roger Null, V.P. Ken Shuey, P.E. 
Project Manager Senior Technical Financial Consultant 

10/07/2008 Agenda Item No. 13, Page 10 of 46



Water Rate and Revenue Analysis, City of Paso Robles  i 
 
 

Table of Contents  

List of Tables................................................................................................................................. ii 

List of Appendices......................................................................................................................... ii 

Section 1: Introduction .................................................................................. 1 
1.1 Background and Objectives ...................................................................1 
1.2 Project Scope and Authorization............................................................2 

Section 2: Historical and Current Conditions ............................................... 3 

2.1 Evaluation of Historical & Current Financial Condition...........................3 
2.2 Current Accounts and Water Demands..................................................4 

Section 3: Future Revenue Requirements..................................................... 5 
3.1 Projected Customer Growth and Water Sales .......................................5 
3.2 Budgeted/Projected Operating Expenses ..............................................6 
3.3 Projected Capital Improvement & Debt Service Financing 

Program .................................................................................................7 
3.4 Summary of Projected Revenue Requirements ......................................7 
3.5 Projected Revenue Requirements Using Proposed Rates ....................8 

Section 4: Current Water Rates................................................................... 10 

Section 5: Proposed Water Rates................................................................ 11 
5.1 Fixed and Variable Rate Assessment ..................................................11 
5.2 Development of Proposed Rates .........................................................12 

5.2.1 Development of Proposed Fixed Monthly Service Charge .......12 
5.2.2 Development of Proposed Usage Charge ................................12 

5.3 Comparison of Monthly Bills.................................................................13 
5.4 Comparison of Monthly Bills with Other Communities .........................14 
5.5 Future Rate Review and Restructuring Considerations .......................14 

10/07/2008 Agenda Item No. 13, Page 11 of 46



Table of Contents (cont'd) 

Water Rate and Revenue Analysis, City of Paso Robles ii 
 
 

List of Tables 

1 Historical Operating Revenues and Expenses 

2 Current Accounts and Water Consumption  

3 Budgeted and Projected Operation and Maintenance Expenses  

4 Proposed Capital Improvement and Debt Financing Program 

5 Projected Revenue Plan Using Proposed Rates  Pay-As-You-Go Approach  

6 Current Water Rates 

7 Fixed and Variable Cost/Revenue Assessment 

8 Proposed Water Rates 

9 Proposed Water Rates and Typical Bills 

10 Comparison of Monthly Water Bills – Single Family Residential 

List of Appendices 

Appendix A - Miscellaneous Supporting Information  

 

10/07/2008 Agenda Item No. 13, Page 12 of 46



Water Rate and Revenue Analysis, City of Paso Robles 1 
 
 

Section 1: Introduction 

1.1 Background and Objectives 
The City of Paso Robles (City) is a central coast community located in San Luis Obispo County.  
The City provides commonly sought services, including water and sewer services, to 
approximately 29,500 residents through 10,000 service connections.  To provide a reliable and 
quality water supply to its customers, the City is now in the implementation phase of a 
comprehensive long range water system improvement program.  Implementation of this program 
as well as other factors may affect the financial condition of the City’s water utility.  These factors 
are:    

• The need to assess the future water utility revenue requirements.  

• The need to fully implement the financial and operational requirements of the new 
Nacimiento water supply.  These financial obligations include generation of an appropriate 
level of revenues to pay the annual debt service on the new regional supply pipeline, 
financing the construction of a proposed water treatment plant to treat the new supply, and 
funding the increased operating expenses associated with the Nacimiento water supply. 

• The need to evaluate the future operating and non-operating revenues and expenses and 
their effect on the utility’s operation. 

• The need to fund other capital improvements associated with the City’s recent Potable 
Water Distribution Master Plan and other water system planning projects.  

• The need to develop updated rates to fund the projected enterprise financial requirements. 

• A need to review and develop an appropriate rate structure to support the water fund’s 
obligations and meet various rate equity and cost recovery requirements.   

It is important to note that this Revised Final Report integrates several important considerations 
that have affected the short and long-term financial obligations of the water fund.  Specifically, 
since the original plan for treating water deliveries from the Nacimiento Water Project resulted in 
substantial increases in potential water rates and capacity charges, an alternative approach was 
developed to pay for Nacimiento-related and other water system improvements.  The alternative 
approach phases the water treatment facility, the capital improvement projects in over 17 years 
rather than 10, uses operating income, development revenue, and fund balance more 
aggressively to cover debt obligations, and utilizes a cash based pay-as-you-go approach rather 
than financing large capital projects.  This approach results in a less costly rate and charge 
structure and is the basis for the capital, operational, and rate-related findings presented herein.   

Through the development of the phased pay-as-you-go plan, additional analysis was also 
performed to scrutinize long-term growth and water supply requirements in accordance with the 
City’s adopted General Plan.  While build out may not occur in precise accordance with this 
plan, a long-term financial plan has been prepared to support the level of planned growth as 
outlined, so that a framework for ongoing and future sources and uses of funds is established.  
Accordingly, projected growth, water system costs, and cash flow proforma have been prepared 
to coincide with a vision of build out in the year 2025 and corresponding 17-year capital 
improvement program (CIP) and are provided in this Revised Final Report.   
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1.2 Project Scope and Authorization 
The City identified the need for a financial evaluation to support the implementation of its long 
range water system improvement program.  As such, the City entered into an agreement with 
Kennedy/Jenks Consultants on January 15, 2008, to conduct this study to assess the impact of its 
diversified water supply costs, changing operating expenses, forthcoming debt obligations, and 
the proposed capital improvement program expenditures.  The scope of work for the water rate 
and revenue study is summarized as follows:  

• Perform a financial projection of the City’s water enterprise revenue and funding 
requirements, including the financial impact of future water supply costs.  

• Review and develop recommendations regarding appropriate fixed and variable water 
rates to recover the identified costs.  

• Develop a schedule of updated water rates required to meet the financial obligations of the 
City's water utility.  

• Prepare a report of findings that presents the analysis information, conclusions, and 
recommendations of the water revenue and rate analysis study. 
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Section 2: Historical and Current Conditions  

2.1 Evaluation of Historical & Current Financial Condition   

The financial condition of the City’s water utility was reviewed and a summary of financial 
performance is presented in Table 1.  The information presented in this table was derived from 
the City’s Comprehensive Annual Financial Reports (CAFRs).  The CAFR for Fiscal Year (FY) 
06-07 represents the most recent audited financial document of the water utility’s financial 
performance. 

The financial condition of a water utility is assessed by contrasting several financial parameters 
with the financial performance as reported in the City’s CAFRs.  Foremost among these 
parameters are criteria for net operating revenues and an assessment of the utility’s fund balance.  
The findings related to each of these elements are provided as follows.   

Net operating revenues are an important financial parameter of a utility’s performance. This 
financial parameter is generally desired to be at least 20% of total operating revenues to generate 
adequate capital improvement funding for new and replacement (depreciation-based) assets.  As 
shown in Table 1, the water utility has historically fallen short of this parameter, in the last three 
years and there has been a steady decline in operating financial performance.  During the three 
year period, this parameter has ranged from a positive 7% in FY 04-05 to a negative 7% in FY 06-
07.  In this last fiscal year, the utility fell short of the 20% benchmark parameter by approximately 
27%.  As such, the utility currently is not generating sufficient funds to provide for future capital 
expenditures and increased water utility operating expenses.  

In addition to this operational performance, the impact of various non-operating revenues and 
capital expenditures is included so that an assessment of the annual ending cash fund balance 
can be derived.  As indicated at the bottom of Table 1, the water fund has experienced a 
drawdown in cash reserves in the last two years.  In FY 06-07, this drawdown was 
approximately $2.3 million, or 15% of the available water fund balance.   

In consideration of these factors, additional revenues from water rates appear to be needed to 
improve the financial position of the water fund.  The following sections of this study provide the 
supporting information for the level and timing of proposed rate adjustments to meet the water 
funds current and future financial requirements.   
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Water Rate and Revenue Analysis, City of Paso Robles 4 
 
 

2.2 Current Accounts and Water Demands 
As noted in the City’s annual report to the Department of Water Resources (DWR), the City 
provides water service for approximately 10,000 accounts.  The City’s Calendar Year (CY) 2007 
customer information related to general customer types, number of accounts, and water demands 
are detailed in Table 2.  As shown, the majority of these water accounts are represented by base-
level residential customers with 5/8” and 3/4” meters.   

Also shown in Table 2 is the utility’s water consumption data.  In CY 2007, the total annual 
water consumption was approximately 3,305,868 Hundred cubic foot (HCF) and the average 
consumption per account was approximately 315 HCF per year, or 26 HCF per month (640 
gallons per day).   

The City’s water fund has two primary sources of revenue.  These are the sale of water to its 
customers and the Nacimiento water charge that is assessed monthly to each account.  At a 
current water rate of $1.32 per HCF, the sale of water is estimated to generate approximately 
$4.36 million per year based on CY 2007 usage.  Similarly, applying the $18 monthly fixed 
charge per account to the City’s 10,422 accounts generates approximately $2.25 million per 
year.  Combined, these sources generate approximately $6.6 million per year.   

It should be noted that the data in Table 2 has been updated from an earlier draft version of this 
Water Rate Study.  The prior data was derived from an account-level user defined report that 
apparently did not include all of the City’s accounts and some of the associated water 
consumption.  Upon review, the customer characteristics derived in the DWR report appeared to 
accurately depict the CY 2007 data and has therefore been utilized as the source document for 
this information in the Final Report.  System statistics, as well as the account consumption 
averages and revenues, have also been updated to reflect these data.  A copy of the City’s 
annual report to the DWR for CY 2007 is provided in Appendix A as supporting documentation.   
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Customer Type Metered Accounts
Total Usage 

(HCF)

Single Family Residential 8,788 1,996,359
Multi-Family Residential 399 307,114
Commercial/Institutional 759 456,430
Industrial 68 73,088
Landscape Irrigation 357 398,077
Other 51 74,800
Water System Totals 10,422 3,305,868

Source: City of Paso Robles; CY 2007 Department of Water Resources Report
Notes: Metered accounts are the average number of active meters; total usage
          is the amount of metered water consumption by customer type.

TABLE 2
CURRENT ACCOUNTS AND WATER CONSUMPTION

10/07/2008 Agenda Item No. 13, Page 18 of 46



 

Water Rate and Revenue Analysis, City of Paso Robles 5 
 
 

Section 3: Future Revenue Requirements  

An evaluation of future revenue requirements can be focused in the projection of four specific 
areas.  These areas are customer growth, water supply costs, capital-related expenditures, and 
operating costs.  The following sections discuss the impact of these factors on the City’s water 
utility revenue requirements over the next five years.   

3.1 Projected Customer Growth and Water Sales 

Customer growth affects the revenue requirements of the City's water utility in two ways.  First, it 
increases the customer base that is paying for more water usage through the water usage rate, is 
subject to the monthly service charge, and pays a connection fee to buy into to system capacity.  
Second, it increases the level of those costs that vary with the quantity of water used such as 
water supply, treatment, and pumping expenses.  In financial planning, applying low to moderate 
growth factors provides a conservative assessment of future utility revenue requirements.   

Based on discussions with City staff, current economic factors suggest a minimal level of 
additional growth in the next several years.  Current growth estimates for the next five years are 
highlighted below, with long-term annualized growth estimates in accordance with the City’s 
General Plan provided in the projected revenue section of this report.   

• FY 2008-09  No New Accounts 

• FY 2009-10  60 Accounts 

• FY 2010-11  100 Accounts 

• FY 2011-12  150 Accounts 

• FY 2012-13  225 Accounts 

In addition to the projection of new account growth, it is also important to project changes in water 
sales that may affect the utility’s financial performance.  For the City, foremost among the factors 
that needs to be considered is the impact of reduced water usage associated with increased water 
costs and rates.  Since the current pay-as-you-go approach results in less costly rate increases, 
projected reductions in water usage have been tempered from a projected reduction of 25% in 
year one, to a 20% reduction in water usage over the next three years.  This projected level of 
conservation is consistent with national data related to pricing-induced water conservation 
experienced by other communities.  It is further projected that the City’s water usage will gradually 
return to current levels through the addition of new water system customers.   
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Water Rate and Revenue Analysis, City of Paso Robles 6 
 
 

It should be noted that predicting annual growth and water usage can not be derived as precise 
values.  As such, the future growth and water demand values used herein are to be considered as 
estimates only and are intended to provide a realistic yet conservative forecast of new customers 
so that connection fee revenues are not overestimated.  Similarly, while it can be assumed that 
water usage should decline with the forthcoming increase in water costs and rates, behavioral 
changes can not be quantified.  Accordingly, the magnitude of future water conservation included 
in the Water Rate Study is only an estimate used for the purpose of projecting future water sales.  
All of these factors will be evaluated and integrated in the City’s ongoing rate and budget review 
process to evaluate the financial performance of the City’s water fund.   

3.2 Budgeted/Projected Operating Expenses  

Costs associated with the management, administration, and operations of the City’s water utility 
are contained primarily in two Departments/Divisions.  Utility Billing and Cashiering is responsible 
for the billing, accounting, and administration of the water fund, while Water Production and 
Distribution is responsible for the operation, maintenance, and management of the water system.  
The budgeted and projected water utility costs for these Departments are shown in Table 3.  
These projections are primarily inflation driven, with the integration of some additional costs 
associated with anticipated future personnel and cost allocation adjustments.  The line item detail 
of these programs as reflected in the City’s budget is provided in Appendix A.   

In addition to these base-level costs, an additional operational cost assessment is derived to 
forecast new water fund operation and maintenance expenses associated with the new 
Nacimiento water supply and with other planned system improvements.  As shown in Table 3, 
water fund operating costs are projected to increase significantly over time to integrate the new 
water supply.  This cost increase is expected, as the City has proactively determined the need to 
diversify its water portfolio, and begin to switch from its local groundwater supply to a new high 
quality/reliable surface water supply over the next seventeen years.   

It is important to note that one element of the City’s operation and maintenance expenses not 
reflected in Table 3 is depreciation.  While depreciation is a non-cash expense, it does represent 
the estimated costs associated with the annual wear and tear of the City’s assets.  Although the 
City currently does not specifically fund depreciation, it does fund an ongoing local capital 
improvement program (CIP) that includes specific repair and replacement capital project costs.  As 
such, a portion of this cost is implicitly recovered in the City’s CIP.   

To proactively plan for this activity like any private business, the City should consider integrating 
the full recovery of depreciation on an annual basis through its rates and charges to ensure 
adequate funds are available for future capital reinvestment in significant water fund assets.  This 
activity could be accounted for through a new capital repair and replacement program reserve 
fund.  The estimated annual depreciation associated with the City’s existing and future water 
system assets is provided in the following capital improvement program section.  Fund reserves 
are also further discussed in a subsequent section of this study. 
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3.3 Projected Capital Improvement & Debt Service Financing 
Program  

Utility systems are by nature capital intensive operations.  To evaluate system capacity and long 
range water supply reliability, the City has completed several water system studies in the last 
few years.  These documents provided much of the basis for the development of the City’s 
capital improvement program (CIP) for water, wastewater, and other City services.   

The City’s water system CIP is separated into five basic categories.  These are: Nacimiento 
Water Project Improvements, Water yard, Well Improvements, Tank/Booster Station/Metering 
Project Improvements, and Pipeline Improvements.  As previously discussed, a comprehensive 
phased alternative capital improvement program has been prepared that phases projects in 
over 17 years, rather than 10.  A comprehensive listing of the specific projects included in the 
City’s revised 17-year water system CIP is provided in Appendix A.  A summary of the 
seventeen year plan for these primary project categories is provided in Table 4.   

In addition to the CIP, Table 4 also reflects the projected water system debt financing program.  
Although debt funding of capital expenditures is common among utilities, the City has historically 
funded most of its water fund obligations from cash.  However, in 2007 the City, as well as other 
regional water purveyors, entered into a contractual obligation with the San Luis Obispo County 
Flood Control & Water Conservation District to fund a regional water system pipeline project that 
will convey water from Lake Nacimiento to the City and nearby agencies.  The City’s proportional 
share of the debt obligation for this issuance is approximately $4.2 million per year.  This debt is 
schedule to begin in FY 11-12, with a smaller payment due the preceding year.  Under the new 
phased pay-as-you-go approach, no additional debt is projected.   

Lastly, at the bottom of Table 4 is an estimate of the additional annual depreciation associated with 
the implementation of the capital improvement program.  As shown, by the end of the planning 
period, the City’s assets will accrue an additional $3 million per year of annual depreciation 
expense, for a total annual depreciation expense of approximately $3.9 million per year.  As 
previously discussed, to account for depreciation funding and expenditures, this funding level 
should be programmed into an ongoing capital repair and replacement reserve fund.  

3.4 Summary of Projected Revenue Requirements 
As expected, the City’s water fund is projected to experience significant increases in costs to 
fully implement the new water supply and capital improvement programs.  To evaluate the 
impact of these changes, a projected revenue plan is developed to compare the water utility’s 
revenues and revenue requirements for the seventeen-year study period.  The financial 
projection is based on the City’s projected customer account characteristics, the projected O&M 
expenses, and the inclusion of the City’s comprehensive capital improvement program.  
Additionally, several ratemaking criteria were also integrated in the revenue plan.  These key 
criteria include: 
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• Growth is conservatively estimated to be flat for the next couple of years, with a modest 
increase during the balance of the five year planning period.  (Refer to Section 3.1.) 
Long-term growth has been integrated to coincide with the criteria derived in the General 
Plan’s 2025 projections.   

• Water sales are projected to reduce by approximately 20% over the next three years; 
demands from future new accounts are projected at current levels.   

• The improvements needed to fully implement the Nacimiento water project have been 
phased to coincide with available fund reserves generated from water rates and growth-
related capital facility charges.  The alternative phased plan is based on a pay-as-you-go 
approach so that no new additional debt is projected.   

• Water Connection Fees (Capacity Charges) are based on a 2008 study by HF&H and 
are designed to recover the costs associated with growth’s impact on the City’s water 
system.  The proposed fees derived in the Water Capacity Charge study are provided in 
Appendix A and utilized herein.   

• Target water fund reserves have been established based on the sum of the following 
financial criteria: Operating Reserve – 30% of operating expenses, Economic 
Uncertainty/ Rate Stabilization Reserve – 20% of Operating Expenses, and Capital 
Emergency Reserve – one year’s average cash-based CIP ($2 million).  Additionally, two 
new funds are recommended to manage and account for ongoing water supply and 
capital rehabilitation program activity.  These funds are: a Water Supply Fund – to be 
used to account for the acquisition of new water supply rights and a Capital 
Repair/Replacement Fund – to be used to account for depreciation that is funded and 
ongoing/projected system renewal expenditures.  

To demonstrate the potential short and long-term implications of the phased alternative 
approach, a seventeen year revenue plan of the City’s water utility is developed by integrating 
the ratemaking criteria with the projected water system costs and capital expenditures.   

3.5 Projected Revenue Requirements Using Proposed Rates 
As expected, the results of the revenue plan indicate that additional revenues are needed to 
meet the current and future obligations of the water fund.  Accordingly, a projected revenue plan 
using proposed rates is prepared to balance the water utility financial obligations and revenues 
and position the utility for a sustainable positive financial performance.  Several cash flow 
evaluations and alternatives were prepared with City staff to balance financial performance with 
ratepayer impact.  These alternatives varied the debt financing strategies, alternative capital 
improvement program phasing, projected growth scenarios, water consumption levels, rate 
increase levels/phases, and rate structure elements such as fixed meter and water usage charges 
so that short term cash flow obligations were met and debt service coverage ratios were 
sustained above the level required by bond covenants.  The resulting revenue plan using 
proposed rates needed to fund the phased capital improvement program is shown in Table 5.   
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Water Rate and Revenue Analysis, City of Paso Robles 9 
 
 

In contrast to the previous debt financing plan that resulted in double digit rate-based revenue 
increases for several years, Table 5 indicates that only modest incremental increases in water 
rates are needed to meet the capital and operational requirements of the alterative pay-as-you-
go phased capital improvement program.  As shown, following an increase in the usage rate to 
$1.75 per HCF in FY 09-10, annual increases of only $.25 per HCF are proposed over the next 
five to seven years.  The resulting rates are substantially less than the rates associated with 
debt financing of the full water treatment plant and funding the additional capital improvement 
program requirements in a ten year planning period.   

It is recommended that projected rate increases be adopted for implementation in January of 
each year.  While the magnitude of these increases may vary based on unforeseen change in 
costs, demand conditions, or reserve requirements, these values are projected to provide a 
reasonable estimate of the projected revenue requirements of the City’s water fund for the next 
several years.  As discussed with staff, additional review of the cost components and revenue 
requirements should be made during the annual budget development and review process.  
Accordingly the level of the required annual rate increases may differ from the rate and revenue 
projections derived herein based on those annual findings.   

Since the proposed financial plan is based on a more aggressive use of fund reserves, an 
increased focus on annual cash flow will be integral to future planning and budgeting of water 
fund program requirements.  To aid in this process, a time phased reconciliation schedule has 
been prepared to demonstrate the potential use of fund balance over the seventeen year 
buildout period.  This schedule is provided in Appendix A.   

A discussion of the City’s current and proposed rates and rate structure is provided in the 
following sections. 
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Section 4: Current Water Rates 

Historically, the City’s water rates have been among the lowest in the State, as it benefited from a 
low cost water supply and purposefully minimized non-essential capital and operational 
expenditures.  As previously discussed, upon completing various comprehensive studies of the 
City’s water supplies and overall water system, the City has embarked on a proactive program to 
assure the long-term reliability and sustained quality of the City’s water system.   

Given this need, the City began to increase its water rates to fund the City’s capital improvement 
program including the new Nacimiento water supply program.  Additional increases are needed to 
meet the City’s current and projected debt obligations.   

The City's present water rates and rate structure went into effect on February 1, 2008.  It consists 
of a fixed monthly service charge that is charged per account regardless of meter size, and a 
water volume charge that is charged uniformly for all water used by the City’s customers.  The 
characteristics of the present rate structure are provided in Table 6 and include: 

Current Fixed Monthly Account Service Charge.   Pursuant to a 2004 ordinance, the City 
adopted a fixed charge per account to begin to recover additional revenues for the new 
Nacimiento water supply.  The current fixed monthly charge per account is $18.00, regardless of 
the customer class.   

Current Usage Based Rates.  The City's current usage based rates (or variable rates) are applied 
uniformly to all water usage.  Uniform rates are commonly used to recover those costs in a water 
system that vary with volume of water produced.  As such, this rate component correlates a 
customer’s costs of service with the quantity of water consumed and therefore a customer’s water 
bill will fluctuate in direct proportion to the variance in water usage.  This usage based rate 
element supports a fundamental pay for use ratemaking philosophy.  The City’s current water 
quantity rate is $1.32 per one hundred cubic feet (HCF), as shown in Table 6.   

Low and Fixed Income Lifeline Program.  The City currently has a low and fixed income lifeline 
program in place to provide financial assistance for qualifying single family residential accounts.  
The current lifeline rate provides a 15% discount on the current volume-based commodity or water 
usage charge.  Eligibility in the program is based on a single-family dwelling unit’s participation in 
Pacific Gas & Electric’s (PG&E) or Southern California Edison’s (SoCalGas) lifeline programs.   
Currently, there are approximately 250 lifeline accounts served by the City’s water utility.   
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Meter Monthly Service
Size (Inches) Charges ($)

All Meter Sizes $18.00

Source: City of Paso Robles
Effective: July 1, 2008

$1.32 per Hcf for all water usage

TABLE 6
CURRENT WATER RATES

Usage Charges ($/Hundred Cubic Feet - HCF)

Monthly Charges (Fixed Nacimiento Charges)
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Section 5: Proposed Water Rates 

Proposed rates are developed to meet the revenue and rate restructuring requirements of the 
City’s water utility.  The proposed rate increases are developed as staged adjustments to both 
the fixed and variable water rates.  To minimize ratepayer impact, annual increases are 
suggested to be implemented in January of each year, as this is a seasonal period when water 
usage is at its lowest.  A discussion of the City’s fixed and variable rates, development of the 
proposed service and usage charges, development of monthly bills, and a comparison of 
charges with other communities is provided in the following.   

5.1 Fixed and Variable Rate Assessment  
An important element of the City’s rate structure evaluation is a financial assessment of its 
vulnerability to short-term revenue shortfalls.  Depending on the utility’s rate structure and water 
supply situation, short-term revenue shortfalls can occur during periods of drought, economic 
downturn, or wet or atypical weather conditions that reduce water sales.   

Similar to most water utilities, the City’s current rate structure includes a fixed and variable rate 
component.  These rates are designed to provide a fixed revenue source based on the City’s 
active accounts and a variable revenue source based on the amount of water used or 
consumed by the City’s customers.   

Fixed costs are defined as any costs that generally do not vary within a year if there is a 
variation in the level of water demand required.  For example, City personnel costs should not 
vary during a one-year period, although it may vary over longer periods to reflect the level of 
personnel required to support changes in operating conditions.  In contrast, variable costs are 
those costs that vary with the quantity of water used.  Because water systems are capital and 
labor intensive, total system costs for most water systems are generally recognized as 
approximately 60 to 75% fixed.  It is for this reason that most water agencies throughout the 
United States utilize a fixed and variable component in its water rate structure. 

One method to evaluate the financial health or stability of a particular rate structure is to contrast 
the nature of the utility’s costs with the source of its revenues.  This assessment, while not 
intended to be precise, is developed to provide a framework for utility management decisions 
related to the balance of fixed versus variable revenues and rate stabilization related reserves.  
These elements are important because if the fixed and variable revenues are improperly 
balanced, the utility is financially vulnerable and revenue shortfalls may occur.  A summary of 
the fixed and variable rate assessment for FY 11-12 is provided in Table 7.  For this cost 
assessment, FY 11-12 is used as this fiscal year represents the first year of full debt service 
water system burden.  Current revenues are used to demonstrate the current rate structure’s 
effectiveness at recovering fixed costs and generating usage-based revenues.   
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Based on the allocation derived in Table 7, approximately 70% of the City’s projected water 
utility costs are shown to be fixed and 30% are derived as variable costs.  In contrast, 
approximately 35% of the current revenues are derived from the fixed Nacimiento account 
charge and 65% is collected from water usage consumption charges.   

The implications of this assessment are twofold.  First, the imbalance in the fixed/variable 
percentages of costs and revenues suggests a strong need to continue assessing a fixed 
charge as established in 2004.  Second, this assessment demonstrates the need for a 
methodical rate stabilization/economic uncertainty fund reserve policy.  This fund reserve is an 
integral element in managing the City’s risk associated with financial shortfalls resulting from a 
short term reduction in water sales and inadequate fixed revenues.  Accordingly, the City should 
perform a periodic review of the fund reserve and cost recovery effectiveness as an ongoing 
financial risk management activity of the water fund.  

5.2 Development of Proposed Rates  
Proposed water rates have been developed to support the financial health of the City’s water 
system over the five year planning period.  The charges proposed are based upon an analysis 
of future system costs and financial obligations.  A discussion of the development of proposed 
monthly service charges and water usage rates is provided in this section of the study.   

5.2.1 Development of Proposed Fixed Monthly Service Charge 
As discussed extensively in the fixed and variable rate assessment section, fixed rates are an 
important component of a utility’s water rates and are commonly used throughout the United 
States.  Since the City’s current $18 per account charge is its only substantial source of fixed 
revenue, it is recommended this charge be maintained in the City’s schedule of rates and 
charges.   

During the conduct of this study, consideration was given to converting the existing fixed 
monthly service charge from an account basis to a meter size basis.  Based on discussions with 
City staff and public input, it is recommended the fixed monthly charge continued to be charged 
on a per account basis and maintained at the current $18 per month level.  However, the City 
may desire to reassess the appropriateness of this recommendation in future water rate 
evaluations.   

5.2.2 Development of Proposed Usage Charge 
Consistent with the revenue requirements derived in Table 5, usage charges are developed to 
bill customers for their metered water usage.  The City currently charges $1.32 per HCF for all 
water used regardless of the type of customer or the amount of water used in any particular 
billing cycle.  Charging for water on this consistent basis is referred to as a uniform block rate 
structure.  Approximately 40 percent of all agencies in California utilize this billing method 
because it provides basic support for water conservation as a pay for what you use structure, is 
simple to understand, generally fosters public acceptance, and provides relatively predictable 
revenues.  Continuation of a uniform rate structure to bill for a customer’s water usage is the 
basic method proposed for the City at this time.   
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To meet the financial obligations of the utility, a series of several rate increases are needed.  
The proposed rates for the five year planning period are shown in Table 8.  Implementation of 
these rates as reflected in the financial plan (Table 5) should fund the construction of the 
critically important water treatment plant, meet the anticipated debt covenants for the water fund 
debt, provide the necessary funds for ongoing system management and operation and return 
the water fund to a desired level of financial performance.   

As previously noted, the City currently offers a low and fixed income lifeline program to 
qualifying single family customers in the City.  While this program is consistent with the goals 
and objectives of many communities and public agencies, recent California legislation has made 
these types of community programs difficult to continue.  Accordingly, it is recommended the 
City discontinue its current lifeline program and consider an alternative approach to providing 
financial support to its single family ratepayers.   

An alternative to a focused lifeline program which requires no administrative effort is to implement 
a new inclining block rate structure that will provide water for the entire single family customer 
class at a reduced rate to meet basic health and sanitation needs.  Base level sanitation needs 
are defined as the minimum amount of water required to provide for basic health requirements 
and typically ranges from 40 to 50 gallons per day (gpd) per person.   

Given the City’s population, household, and water usage information, these values translate to 
approximately 4 to 5 HCF per dwelling unit per month.  Based on this finding and discussions with 
City staff, it is recommended a base level usage block be implemented.  Since this block is 
designed to reflect minimum/base level usage, the revenue derived from this block will be very 
consistent and for all practical purposes, can be considered as additional fixed revenues.  
Increasing the fixed revenues in this manner is consistent with other City pay-for-use goals and 
provides additional financial security for the water fund.   

The proposed rate structure is based on providing the first 5 HCF per month at a unit rate equal to 
85% of the price of the uniform rate.  Utilizing this approach appears to enable the City to continue 
and broaden its community support goals and establish a mechanism to account for a portion of 
the City’s water sales as a fixed revenue source.  The proposed single family block rate structure 
is also shown in Table 8.   

5.3 Comparison of Monthly Bills  
Typical customer bills are often developed to evaluate the impact of a water rate schedule on a 
utility’s customers.  Current typical bills are derived by correlating the current schedule of charges 
shown in Table 6 with the average or typical consumption values for various customer types.  
Similarly, projected typical bills are calculated by applying the proposed increase to both the 
monthly service charge and the usage charge components of the water rate schedule.  Table 9 
reflects the resulting impacts of the proposed rate increases over the five year planning period.   

As shown, the calculated typical bills reflect a steady climb in ratepayer impact as the proposed 
rate increases are implemented to recover the City’s water system costs of service.  Since the 
percentage increase in the monthly service charge and usage charge are not proposed to be the 
same, some fluctuation in account level impact will continue among the City’s large and small 
water users over the next several years.   
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Given the projected level of short-term ratepayer impact, the City should expect additional water 
usage awareness, experience a reduction in overall water demand, and incur an increase in 
customer requests for a water audit and/or capacity review in an effort to reduce water usage or 
downsize to a smaller water meter.  The City has budgeted for additional customer service 
programs and support to assist customers in their water conservation efforts over the next several 
years.  These program costs and reduced water usage estimates have been integrated in the 
City’s Water Rate Study.   

5.4 Comparison of Monthly Bills with Other Communities  
In addition to the development of typical bills for City customers, Table 10 provides a 
comparison of the City’s current and proposed monthly single-family bill with other local 
communities in San Luis Obispo County.  The comparison is based on a monthly water usage 
of 30 HCF.  

As shown, there is a wide range of charges among the surveyed communities, with the City’s 
current bill in the lower range of costs and the estimated bill under the proposed rates at the 
mid-range of the agency comparison.  It is interesting to note that even with the increase 
proposed for FY 08-09, a Single Family Resident customer using 30 HCF per month in the City 
will still pay $65 to $120 per month less than the upper range water purveyors in the County, 
and less than the overall County average cost of water.   

In addition to this finding, it should be noted that rate surveys often do not provide the full picture 
of the utility’s position.  For example, some of the agencies may have additional increases that 
are in process or being proposed, may have varying water supply program cost, quality, and 
reliability issues or objectives, and certainly there is often a wide range of variance in local level 
of service, capital reinvestment, and preventive maintenance considerations.  Given the current 
condition and direction of the City’s water utility and water resource requirements in the County, 
it appears the City’s water rates are in line with other local communities.   

5.5 Future Rate Review and Restructuring Considerations  
In addition to the rate-related adjustments provided herein, the City should plan for the 
methodical review of system costs, water demands, and utility rates.  Much of this work can be 
incorporated as an element of the annual budget process as additional information is being 
developed and evaluated.  

One area that the City may want to consider as part of a focused rate and rate structure review 
is the development of a more comprehensive inclining block rate structure for all City customer 
classes.  As previously mentioned, due to the magnitude of the rate increases necessary to 
meet the near-term water fund financial obligations, a conservation focused block rate structure 
for the City’s customers is not recommended at this time.  However, a new block rate structure 
may be appropriate as the new water supply program becomes integrated into the City’s daily 
operation.  A broader inclining block rate structure would enhance the City’s support for 
resource management and sustainability through additional water conservation participation by 
all City water customers.    
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Water Rate and Revenue Analysis, City of Paso Robles 15 
 
 

Proceeding in this direction, rates could be restructured through the development of pricing 
strategies that will increase usage awareness and influence customer behavior.  This expanded 
conservation-based rate structure could support the City’s water conservation goals while 
conforming to the City’s water system revenue requirements and better align the City’s rates and 
rate structure with California’s Best Management Practices for Water Conservation.  

Should the City pursue this rate restructuring direction, a partial listing of cornerstone elements 
that should be in place prior to undertaking this program include: predictable water supply 
costs/water sales, dedicated City water conservation support staff, documented water 
conservation, landscape, and drought contingency guidelines, and applicable municipal code 
provisions.  The City may also want to consider an interruptible water rate for dedicated exterior 
water uses and potential customer class modification/consolidation as other elements of the rate 
restructuring and cost of service evaluation.   
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PUBLIC WORKS Water Production & Distribution
Department No. 310 Division No. 165
Funding Source: Fund 600 - Water Operations Fund

Current Adopted Adopted
Budget Budget Budget

FY 2006-07 FY 2007-08 FY 2008-09
EMPLOYEE SERVICES
Total Employee Services 807,900          929,800          1,311,600       

MAINTENANCE & OPERATIONS
5212 Materials & Services 234,600            234,600            234,600           
5216 Utilities 940,000            940,000            940,000           
5221 Facility Maintenance 71,500              165,500            105,500           
5222 Equipment Maintenance 4,000                4,000                4,000               
5223 Vehicle Maintenance 40,400              42,600              44,700             
5224 Professional Services 65,400              115,000            55,000             
5225 Legal Services 38,000              43,700              43,700             
5226 Education, Travel & Meetings 8,700                8,700                8,700               
5229 Depreciation 833,600            845,000            848,000           
5236 Franchise Fees -                        -                        -                       
5235 Special Projects 15,000              109,600            117,100           
5238 Charges from Other Departments 297,200            184,800            249,500           

Other M&O Expenses 477,600            723,700            613,300           
Total Maintenance & Operations 2,548,400       2,693,500       2,650,800       

CAPITAL OUTLAY
5451 Buildings 100,000            
5454/5 Equipment 19,000              104,500            61,900             

Total Capital Outlay 19,000            204,500          61,900            

DIVISION SUBTOTAL 3,375,300       3,827,800       4,024,300       

PUBLIC WORKS Utility Billing/Cashiering
Department No. 140 Division NO. 127
Funding Source: Fund 600 - Water Operations

EMPLOYEE SERVICES
Total Employee Services 288,000          283,400          309,300          

MAINTENANCE & OPERATIONS
5212 Materials & Services 51,700              105,700            103,600           
5216 Utilities 1,300                1,300                1,300               
5221 Facility Maintenance
5222 Equipment Maintenance 300                   300                   300                  
5223 Vehicle Maintenance
5224 Professional Services 136,300            114,800            108,300           
5225 Legal Services
5226 Education, Travel & Meetings 12,700              7,500                7,500               
5229 Equipment Replacement 9,600                1,700                1,700               
5230 Insurance Prop./Liability
5235 Special Projects 30,000              
5238 Charges from Other Departments 32,800              23,400              23,100             

Other M&O Expenses 210,600            260,000            221,400           
Total Maintenance & Operations 244,700          284,700          245,800          

CAPITAL OUTLAY
5454/5 Equipment 14,000              22,800              -                       

Total Capital Outlay 14,000            22,800            -                      

DIVISION SUBTOTAL 546,700          590,900          555,100          

5239 Charges to Other Departments (174,400)           (329,200)           (310,200)          
DIVISION TOTAL 3,747,600       4,089,500       4,269,200       

Source: City of Paso Robles Finance Department

APPENDIX A - WATER FUND EXPENSE BUDGET DETAILS
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APPENDIX A - PROPOSED WATER CONNECTION FEES 
     
  Proposed Charge as of: 

Meter 
Size 

Current 
Charge as of 
July 1, 2008 

January 1, 
2009a 

January 1, 
2010b 

January 1, 
2011c 

     
5/8" & 3/4" $9,119 $16,700 $20,210 $23,800 

1" $15,226 $27,900 $33,800 $39,700 
1 1/2" $30,364 $55,600 $67,300 $79,300 

2" $48,601 $89,000 $107,700 $126,900 
3" $97,292 $167,000 $202,100 $238,000 
4" $152,002 $278,400 $336,900 $396,700 
6" $303,914 $556,600 $673,600 $793,300 
8" $486,280 $890,600 $1,077,800 $1,269,300 

10" $699,100 $1,280,400 $1,549,500 $1,824,700 
     
     

Source: HF&H, September 11, 2008   
 
a Proposed water capacity charges in year 1 would omit the water treatment plant and additional future water supply 

components. 
b In year 2, the water treatment plant component would be included. 
c In year 3, the full proposed capacity charges would be in effect; annual increases for non-debt service components 

thereafter would be escalated according to published construction cost indices. 
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Water Fund Balance 2009 Through Build General Plan Build Out 2025

Fund Balance 
FY 25/26 $92,390,500

Funded 
Depreciation 

FY 25/26 $34,479,800

Projected 
Revenue FY 

25/26 $126,870,300

Fund 
Encumbrance 

FY 25/26 -$39,600,000 Nacimiento Debt - 50% of New Development's Share
-$30,000,000 Cost of additional 2000 AF for Development
-$41,270,300 Asset repair/replacement ($2,427,664.71 over 17 years)
-$16,000,000 Operating Reserves (50% of annual plus one year project reserves)

Unencumbered 
Balance FY 

25/26 $0
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Description FY 2008-09 FY 2009-10 FY 2010-11 FY 2011-12 FY 2025-26

Revenues
Fixed Monthly Service Charges $18/Account $2,251,200 $2,261,300 $2,278,200 $2,303,400 $3,666,200
Consumption Charges (As Modeled) $4,094,100 $4,402,400 $5,431,800 $5,696,600 $16,736,500
Total Operating Revenues $6,345,300 $6,663,700 $7,710,000 $8,000,000 $20,402,700

Operating Expenses
Existing Water Utility O&M/Administration/Xfers $3,291,200 $3,422,800 $3,559,800 $3,702,200 $5,877,000
Water Treatment Plant O&M $160,000 $346,100 $360,000 $4,599,100
Water Utility Staffing to Supplement Current Levels $417,000 $610,300 $731,200 $1,530,400
Regional Naciminto O&M Cost Share $350,000 $1,100,000 $1,300,000 $3,376,900
Depreciation $3,893,600
Total Operating Expenses $3,291,200 $4,349,800 $5,616,200 $6,093,400 $19,277,000

Net Operating Revenue $3,054,100 $2,313,900 $2,093,800 $1,906,600 $1,125,700

Non-Operating Revenue (Expense)
Interest Revenue $840,000 $835,600 $258,100 $373,100 $3,202,400
Water Connection Fee Revenues $0 $1,212,600 $2,380,000 $3,570,000 $17,448,000
Existing Pipeline Debt Service ($1,600,000) ($4,230,000) ($4,230,000)
Total Non-Op Revenues/Expenses $840,000 $2,048,200 $1,038,100 ($286,900) $16,420,400

Net Income Before Capital Activity $3,894,100 $4,362,100 $3,131,900 $1,619,700 $17,546,100

Capital Expenditures $3,225,000 $18,798,000 $258,000 $5,847,000 $5,216,000

Net Change in Funds Avail. After Capital Activity $669,100 ($14,435,900) $2,873,900 ($4,227,300) $12,330,100

Beginning Cash Balance $20,220,000 $20,889,100 $6,453,200 $9,327,100 $80,060,400
Ending Cash Balance $20,889,100 $6,453,200 $9,327,100 $5,099,800 $92,390,500

Description
Proposed Fixed Rate Increase 0.0% 0.0% 0.0% 0.0% 0.0%
Proposed Usage Rate Increase 3.1% 32.6% 14.3% 12.5% 0.0%

Proposed Fixed Rate ($/Account/Month) (9-16-08) $18.00 $18.00 $18.00 $18.00 $18.00
Proposed Average Usage Unit Rate ($/HCF) (9-16-08) $1.32 $1.75 $2.00 $2.25 $3.33
Estimated Connection Fee (9-11-08) $16,700 $20,210 $23,800 $23,800 $23,800

Growth Based Changes in Accounts
Number of Water Meters 10,422 10,469 10,547 10,664 16,973
Number of Equivalent Water Meters (Capacity Basis) 11,823 11,877 11,965 12,098 19,255
Net Water Sales/Consumption (AF) 7,589              6,887              6,954              6,458             11,842            
Net Water Sales/Consumption (HCF) 3,305,868 3,000,171 3,029,132 2,812,933 5,158,164
Water Conservation Factor 100% 90% 100% 91% 100%
Increase in Number of Equivalent Meters/Year (Capacity Bas 0 60 100 150 733
Increase in Number of Accounts /Year 0 47 78 117 571

Notes: 

Consumption charge revenues include an adjustement for reduced charge for Single Family block 1 water usage; Fixed revenue is based on per 
account, regardless of meter size.
Existing debt service coverage requirement is based on Annual Net Income Before Capital Activity must be positive, per SLO County Financing 
Authority.
Target reserves based on 50% of annual operating expenses (30% ops reserve & 20% economic uncertainty), plus 1-Year's average cash CIP 
(estimated at $2 M current, $5 M at 2025))

---  QUICK GUIDE TO TABLE 5  ---
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Pay-as-you-go approach based on expanding water treatment facilities to 4,000 AF in FY 18-19 and to 6,000 AF in FY 21-22; costs and 
revenues have been rounded.

Proposed Rates and Projected Changes in Accounts and Water Usage

TABLE  5

Budgeted Projected

PROJECTED REVENUE PLAN USING PROPOSED RATES - PAY-AS-YOU-GO APPROACH

Revenues from the sale of 
water

Cost of staffing and 
O&M of both the 
regional Nacimiento 
Project and the 
phased treatment 
facility

Funds to repair and replace 
aging components of the 
system

Revenues minus Op 
Expenses

Revenue from new 
connection fees

Debt service on the 
City's current 4,000 
AFY Nacimiento 
entitlement

Capital improvement 
program incl. phased 
treatment facility over 
17 years

Projected funds available to repair and replace 
aging system components, secure additional 
supply, for recommended financial reserves, and 
for early debt retirement of Nacimiento bonds
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