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Doug Monn, Public Works Director; Jim Throop, Administrative Services
Director

Adoption of Proposed Water Rate Structure
January 20, 2009

For the City Council to conduct a public hearing, and if there is no majority protest,
consider introduction of an ordinance establishing a revised water rate structure.

1. The City hired the firm of Kennedy/Jenks Consultants to thoroughly review the
City's costs of providing water service to existing customers and to suggest
alternative rate structures to provide sufficient revenues to cover such costs.

N

On October 21, 2008, the City Council endorsed a pay-as-you-go rate
methodology and authorized staff to proceed with customer notification
consistent with requirements of the Proposition 218.

3. Notices were mailed to all property owners and water customers on October
27, 2008, explaining the reasons for the proposed water rates and describing the
manner in which protests could be filed.

4. Proposition 218 requires that a public hearing be held no less than 45 days after
the notices are mailed. In order to be valid, a protest must be signed by the
property owner or water customer and contain the service address or assessor's
parcel number; only one protest may be counted per parcel.

5. After further study and in recognition of current economic conditions, staff
recommends that there be no increase in the currently existing water user rates
until January 1, 2010, by deleting the proposed July 1, 2009 increase indicated
on the mailed notices.

6. Government Code Section 53756 was added to the Proposition 218 Omnibus
Implementation Act and became effective January 1, 2009. Sub-section (a) of
the code amendment effectively limits adoption of scheduled water rate
increases to a petriod of five (5) years. As a result the proposed rates reflected in
the staff report and accompanying ordinance reflect proposed rate changes, as
shown in the mailed notices, through 2014.

A thorough analysis of the revenue needs associated with operations of the
City’s water system for its existing customers has been prepared and is
documented in the report entitled “Water Rate and Revenue Analysis - Pay-As-
You-Go Approach — Revised Final Report” by Kennedy/Jenks Consultants
dated September 29, 2008.

Details about the proposed water rate structure are included in the attached

report. In summary, the recommended water rate structure would have both a
fixed monthly rate and a variable component, based on water usage.
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The fixed rate component would be $18.00 per month for all meter sizes.

Under the proposed structure, the variable component would depend on the
amount of water actually used. Water usage is measured in increments of
"hundred cubic feet,” or HCF, which equals 748 gallons. For a single-family
residence, there would be a reduced rate for basic health and sanitation needs
for 0 HCF to 5 HCF and the higher standard rate over 5 HCF of usage.
Currently, a single-family residence pays $1.32 per HCF, which is increased
annually per the CPI index.

By way of comparison, a single -family residence that uses 30 HCF per month
currently pays $57.60 per month ($18.00 fixed rate plus $39.60 for 30 HCF).
Under the proposed rate structure, this same household would pay $69.19 in
2010; $76.50 in 2011; and $83.81 in 2012.

The proposed rate structure for all types of usage is depicted in the table below:

Size Existing 1/1/2010 1/1/2011  1/1/2012 1/1/2013 1/1/2014

Pay-As-You-Go - Monthly Fixed Rates
All Sizes $18.00 | $18.00 | $18.00 | $18.00 | $18.00 | $18.00

Pay-As-You-Go - Consumption Charge ($/HCF)

Usage
Rate -all
users
except
as set
forth
below
$1.32 $1.75 $2.00 $2.25 $2.50 $2.75

Single
Family
0-5 Units $1.32 $1.49 $1.70 $1.91 $2.13 $2.34

Note: HCEF = 100 cubic feet, or 748 gallons. One HCF is One Unit.

Many factors were taken into account in proposing Paso Robles’ water rates and
charges. Some noteworthy considerations are:

e  Currently, the fixed rate component of the water rate structure is the same
for all users. The proposed fixed rate component remains the same.

® In the past, the City has allowed customers to apply for a “life line” water
rate, thus allowing lower income customers to benefit from lower water
rates. The proposed rate structure would extend the “life line” lower rate to
all residential customers such that the first tier of water use (up to 5 HCF
per month) would be delivered at a reduced unit cost. This tiering has the
added benefit of rewarding low water use customers for their water
conservation success.
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e Existing City practice has been to provide a credit back to City park/facility
and school irrigation in proportion to public usage. Any school that
opened its recreational fields for public recreation was eligible for this
credit, as was any municipal park or facility. The proposed rate structure
would cease this practice and treat City park/facility billings as payable from
the General Fund. Sports and event fees will require adjustment to provide
a revenue stream for that water billing

PoLICY
REFERENCE: General Plan, Economic Strategy; Urban Water Management Plan; Integrated
Water Resource Plan; Nacimiento Water Project Entitlement Contract.

FISCAL IMPACT:  The City is contractually obligated to pay its share of the debt service payments
for the bonds that have been issued to pay for the construction of the
Nacimiento Pipeline project. Additionally, one of the facts noted in the
Kennedy/Jenks report is that the City has had to draw on reserves to pay for
current operations for the last two years because operating expenses have
exceeded revenues.

If new water rates are not adopted to pay for the costs of water service
the General Fund will, ultimately, have to make up any revenue shortfall.

The General Fund pays for operations such as library services, children's and
senior programs, parks, as well as police and fire. Serious budget cuts and
significant reductions in services could result.

OPTIONS: a. Close the public hearing and

1. Establish whether sufficient valid protests have been received per
Proposition 218 procedures to prohibit adoption of the selected water rate
structure.

2. If there is no majority protest, proceed with introduction of Ordinance No.
09-xx.

3. If, there is a majority protest, direct staff to develop alternatives.

b. Amend, modify, or reject the above option.

Attachments
1) “Water Rate and Revenue Analysis — Revised Final Report” dated September 29
2008, prepared by Kennedy Jenks Consultants
2) Ordinance No. 09-xx
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ORDINANCE NO. 09 - XXX N.S.

AN ORDINANCE OF THE CITY OF EL PASO DE ROBLES
AMENDING SECTION 14.04.020 OF THE CITY OF EL PASO DE ROBLES
MUNICIPAL CODE TO ADJUST WATER USER FEES

WHEREAS, the City Council has adopted the Integrated Water Resources Plan and
approved participation in the Nacimiento Water Project to help assure a high quality and
continuous supply of water to its citizens; and

WHEREAS, current water rates and water capacity charges generate revenues to provide
drinking water to residents and businesses from ground water with an allowance for a
portion of initial Nacimiento Water Project expenditures; and

WHEREAS, the existing water rates were set before the costs of the Nacimiento Water
Project were fully known; and

WHEREAS, the water to be provided by the Nacimiento Water Project and the associated
improvements to the City water system are necessary to improve quality and supplement the
limited ground water supply especially during peak summertime demand periods, and also to
provide adequate distribution, treatment, and water storage capacity; and

WHEREAS, the Nacimiento Water Project infrastructure is designed to have the capacity to
serve both existing City water customers as well as those resulting from new development;
and

WHEREAS, the City hired the firm of Kennedy/Jenks Consultants to undertake a

comprehensive review of the City's water rate revenues and costs of water operations which

was presented to the City Council in July 2008; and

WHEREAS, upon further consideration and study and public input, the City Council
determined in September 2008 that the initially proposed water user rates would be unduly
burdensome upon water customers and directed staff to consider an alternative approach;
and

WHEREAS, Kennedy/Jenks presented a revised study, dated September 29, 2008, (the
"Revised Water Rate Study") analyzing an alternative pay-as-you-go approach that would
phase in water system improvement costs over a 17-year period rather than a 10-year period,
and use other available revenues to avoid incurring the additional costs incurred with issuing

bonds; and

WHEREAS, the alternative approach would help ensure that users pay for operations and
improvements that serve the existing community, while new development would pay for
those improvements that offset their impacts; and

WHEREAS, the Revised Water Rate Study recommends that the costs of capital
improvements and water utility operating expenses be paid for with a combination of (i)
water rates that are charged to existing customers and (i) water connection fees/capacity
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charges that are charged for new development; and

WHEREAS, the City Council believes a combination of a fixed and variable rate structure
for water users is the most equitable method of helping pay for a reliable, well-maintained;
infrastructure system and reliable water source; and

WHEREAS, the City Council, on October 21, 2008, authorized staff to mail the notices
required by Proposition 218 to all property owners and water customers and set January 20,
2009 as the date for a public hearing on the proposed adoption of new water user rates; and

WHEREAS, Section 53756 of the Government Code, which took effect January 1, 2009,
authorizes an agency providing water service to adopt a schedule of adjustments to fees,
which schedule may be for up to a period of five (5) years; and

WHEREAS, notices were mailed to all property owners and water customers on October
27, 2008; and

WHEREAS, at the public hearing on January 20, 2009, the Deputy City Clerk attested that
written protests by the owners of a majority of the affected properties had not been
presented; and

WHEREAS, the staff report and the Water Rate Study, and other public and written
testimony presented at the public hearing are incorporated herein by reference;

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
for all water consumption including 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 and adopted in accordance with the procedures required by law.

Commencing July 1, 2009, the rate for water users shall be a combination of (i) a fixed rate,
plus (i) a variable rate based on consumption. The variable rate component shall be further
adjusted every January 1% thereafter as set forth in the following table:

Monthly 7/1/2009 1/1/2010 1/1/2011 1/1/2012 1/1/2013 1/1/2014
Fixed
Rate

All Meters | $18.00 $18.00 $18.00 $18.00 $18.00 $18.00

Variable Consumption Charges ($/HCF¥*)
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Usage $1.36 $1.75 $2.00 $2.25 $2.50 $2.75
Rate (all
users
except as
set forth
below)

Single $1.36 $1.49 $1.70 $1.91 $2.13 $2.34
Family
0-5 Units*

*One Unit is equivalent to 748 gallons, or one Hundred Cubic Feet ("HCE")

The water usage fees shall further be reviewed no less than biennially in conjunction with the
update of the City's budget to ensure that the water user charges then in existence do not
exceed the costs of providing water 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.

SECTION 4. Publication

The City Clerk will certify to the passage of this Ordinance by the City Council of the City of
El Paso de Robles, California, and cause the same to be published once in a newspaper of
general circulation, published and circulated in the City of El Paso de Robles.

SECTION 5. Effective Date.
This Ordinance will take effect thirty (30) days after its final passage.

Introduced at a regular meeting of the City Council held on January 20, 2009 for first reading
by the City Council of the City of El Paso de Robles, and adopted on the 3rd day of
February, 2009 by the following vote:

AYES:
NOES:
ABSTAIN:
ABSENT:

Duane Picanco, Mayor
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ATTEST:

Cathy M. David, Deputy City Clerk
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Kennedy/Jenks Consultants

Engineers & Scientists
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

7?/4-7/‘4% /‘fﬂ"'.:;.;::'::-a-'_.:. LA .’{;J _f-'&_ z_.:,-'.

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

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

e 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.

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

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

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

e Aneed 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:

e 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.

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

e Prepare a report of findings that presents the analysis information, conclusions, and
recommendations of the water revenue and rate analysis study.

Agenda Item #1 Page 13 of 42
Water Rate and Revenue Analysis, City of Paso Robles 2




Ag

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.

2
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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. Ata
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.

2
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TABLE 2
CURRENT ACCOUNTS AND WATER CONSUMPTION

Customer Type Total Usage
Metered Accounts (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.
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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 in additional equivalent
meter units (EMUs) and accounts for the next five years are highlighted below.

e FY 2008-09 No New EMUs/Accounts
e FY 2009-10 60 EMUs/47 Accounts

e FY2010-11 100 EMUs/78 Accounts
e FY2011-12 150 EMUs/117 Accounts
e FY2012-13 225 EMUs/175 Accounts
e FY2013-14 325 EMUs/253 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.

2
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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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e 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.

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

e 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.

o 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.

o 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 has been 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 over the next five years
is shown in Table 5.
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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.

Agenda Item #1 Page 26 of 42
Water Rate and Revenue Analysis, City of Paso Robles 10




TABLE 6

CURRENT WATER RATES
Meter Monthly Service
Size (Inches) Charges ($)

Monthly Charges (Fixed Nacimiento Charges)

All Meter Sizes $18.00

Usage Charges ($/Hundred Cubic Feet - HCF)

$1.32 per Hcf for all water usage

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

51 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.

5.21 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.

2
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To meet the financial obligations of the ultility, 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. Ultilizing 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.

2
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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.

2
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APPENDIX A - WATER FUND EXPENSE BUDGET DETAILS

PUBLIC WORKS
Department No. 310
Funding Source:

Water Production & Distribution
Division No. 165
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
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Appendix A - Proposed Water Connection Fees

Proposed Charge as of:

Current
Charge as of:
Meter Size July 1, 2008 Jan 1, 2010 Jan 1, 2011 Jan 1, 2012 Jan 1, 2013 Jan 1, 2014
5/8" and 3/4" $9,119 $12,000 $14,870 $17,750 $20,620 $23,500
1" $15,226 $20,040 $24,830 $29,640 $34,440 $39,250
11/2" $30,364 $39,960 $49,520 $59,110 $68,660 $78,260
2" $48,601 $63,960 $79,260 $94,610 $109,900 $125,260
3" $97,292 $120,000 $148,700 $177,500 $206,200 $235,000
4" $152,002 $200,040 $247,880 $295,890 $343,740 $391,750
6" $303,914 $399,960 $495,620 $591,610 $687,260 $783,260
8" $486,280 $639,960 $793,020 $946,610 $1,099,660 $1,253,260
10" $699,100 $920,040 $1,140,080 $1,360,890 $1,580,940 $1,801,750

Notes: Fees are estimated values as of January 1, 2009.
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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 repait/replacement ($2,427,664.71 over 17 yeats)
-$16,000,000 Operating Reserves (50% of annual plus one year project reserves)

Unencumbered
Balance FY
25/26 $0
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