
TO: City Council 

FROM: Doug Monn, Director of Public Works 

SUBJECT: Proposed Water Rates 

DATE: January 19, 2010 

NEEDS: For the City Council to select a water rate methodology and authorize customer notification 
and protest ballot process. 

FACTS: 1.   Water demand exceeds supply.

2. $13 Million per year is required to meet water system debt obligations and operating 
costs.  Current revenue is just $6.3 Million per year. 

3. A water rate adjustment is necessary to cover the full cost to provide existing customers 
drinking water. 

4. Even with rate increases, water will cost less than 1 cent per gallon. 

ANALYSIS &
CONCLUSIONS: 

INTRODUCTION

Paso Robles has historically relied on wells for water supply, but supplemental water is needed 
to meet existing demand and improve quality.  In response, the City committed to bring 
Nacimiento water to town in 1992.   

Through the 1990’s, project feasibility, pipeline route, and environmental studies were 
completed.  Between 2000 and 2004 Paso Robles worked with sister agencies to develop the 
project.  In July 2004, a contract was executed and water user fees approved to help pay for it.  
Initially, the rate plan called for a fixed rate of $6/month increasing by $6/month every year 
until we reached $36/month. 

In early 2007, project cost estimates were updated based on more complete design and current 
construction costs.  The update indicated a need to increase the maximum monthly charge from 
the planned $36 to $60.  Pursuant to a July 2006 California Supreme Court ruling, this rate 
modification was introduced through the Proposition 218 protest ballot process.  Only 109 
protests were received out of 10,000+ owners.  However, a referendum petition containing 1,445 
signatures, representing just 10% of voters, was received.  The City honored the petitioners' 
request to consider a different rate structure – one that was based entirely on consumption (i.e., 
no fixed monthly amount). 

A consumption-based rate was presented October 2007. Only 1,270 protest ballots were filed.  
However, opponents questioned the integrity of the rate calculations and urged the City to 
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commission a third-party professional rate study.  So, Kennedy Jenks Consultants was engaged 
in January 2008 to prepare the rate study.  Once the rate study was completed, rate adjustments 
were again proposed – this time a combined fixed/consumption based formula - in July 2008.  

Again, responding to citizen concerns, the City suspended consideration just a few months later 
to develop a skeletal approach.  The “pay-as-you-go” plan – an 8-year phased rate built around 
half-measure and staged improvements with cash only (no loans) – was introduced in 
September 2008.  Another protest ballot yielded less than 1,800 protests.  Due to a change in the 
law limiting rate plans to 5 years, a five-year plan was adopted in January 2009 and another 
referendum petition (of just 11% of registered voters) was filed.   

After presenting 4 different rate proposals in two years, the City, noting that the question is not 
whether to pay but how, and facing the prospect of developing yet another plan only to be 
opposed again by a small minority, decided it was time to call an election even though voters 
would be considering only the first 5 years of an 8-year rate plan. 

The election drew fewer than 6,000 of 14,563 registered voters.   The rate plan lost by  
approximately 500 votes.   

The matter before City Council tonight is an alternative rate methodology to generate the  $13 
Million per year required to provide the existing community with a safe, higher quality, and 
adequate water supply . 

NEED FOR RATE INCREASE

To summarize, water demand exceeds supply, and water quality is deteriorating, so both the 
Nacimiento supply and the water treatment plant are needed to meet existing customer 
demands.  (Refer to the Kennedy Jenks Consultants 2010 Water Rate and Revenue Analysis 
[EExhibit A] for supporting information.)   

Water rates now in effect generate $6.3 Million each year.  $13 Million is needed.  The water 
rate increase is proposed to cover that shortfall. 

PUBLIC INPUT

Water rates have been discussed publicly many times, most recently at the January 6, 2010, 
public workshop.  Refer to EExhibit B for topics that arose during that workshop.   

A variety of opinions and ideas have been voiced over time, common among which have been: 

The rate increase is needed 
Adhere to a “pay for what you use” approach 
Provide a break for customers on low income 
Promote water conservation 
Drop or reduce the fixed fee 
Charge a higher fixed fee for larger meters 
Keep it simple 
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OPTIONS CONSIDERED

Meeting the projected fund shortfall (i.e. $13 Million vs. $6.3 Million) could be done in a variety 
of ways.   

First, growth is taking care of itself.  Half the water is for new development; new 
development is paying its half1.  In March 2009, the Council adopted increased water 
connection fees from $9,119 to $23,500/residence.  

Second, because water is a commodity, revenues needed to operate the water system 
come from the sale of water.

Third, the usage charge could be uniform, or tiered so that one pays more per unit for 
higher usage.  Tiered pricing promotes water conservation but is more complex.

Fourth, providing a discount to low income households has been encouraged.  
However, Proposition 218 prohibits discounts for select classes of users.  Nevertheless, 
the City will establish a special voluntary donation fund to assist low-income water 
customers.  And, it will urge legislation to allow the community to include a low 
income discount rate if voters so choose.

COMMUNITY EXPECTATIONS AND LEGAL REQUIREMENTS

Members of the community have been engaged in water rate discussions as evidenced by the 
high attendance at the January 6, 2010, workshop.  While opinions and suggestions cover a wide 
spectrum, it is apparent that the community acknowledges that demand exceeds supply, growth 
is taking care of itself, and rates do need to be raised.   

Tonight's item represents the fifth rate proposal brought forth for consideration.  Refer to 
Exhibit C for costs incurred to date due to rate adoption delays. 

Proposition 218 spells out procedures for "property-related fees” which include sending out 
mailers with information about the proposed rates, majority protest procedure and ballot, and 
the holding of a public hearing at least 45 days after the mailing.  Refer to EExhibit B for more 
background on the 218 process.  The options listed below include the required 218 steps. 

PROPOSED RATE STRUCTURE

Details regarding the proposed rate structure are contained in the Kennedy Jenks Consultant’s 
2010 Water Rate Study, EExhibit A.

Specifically, the proposed rate structure has both a fixed monthly service charge and a usage 
charge.  The fixed charge varies according to customer type and meter size.  The usage charge is 
tiered to promote water conservation as shown in TTable 1.

1 See March 17, 2009, staff report and “Water Capacity Charge Study” by HF&H Consultants dated January 
23, 2009, for allocation of costs to growth. 

Agenda Item No. 9 - Page 3 of 50



January 19, 2010 
Page 4 

Revised 1/11/10 

Table 1 
Proposed Water Usage Rates 

Year 1 Year 2 Year 3 Year 4 Year 5
Effective Date1 ==> 1/1/2011 1/1/2012 1/1/2013 1/1/2014 1/1/2015

SINGLE FAMILY RESIDENTIAL CUSTOMERS
Fixed Meter Charge2 $10-$110 same same same same
0-5 hcf $1.50 $1.90 $2.35 $2.85 $3.15
5-30 hcf $1.90 $2.40 $3.00 $3.60 $4.00
30+ hcf $2.40 $3.00 $3.75 $4.50 $5.00

ALL OTHER CUSTOMERS
Fixed Meter Charge2 $20-$220 same same same same
0-30 hcf $1.90 $2.40 $3.00 $3.60 $4.00
30+ hcf $2.40 $3.00 $3.75 $4.50 $5.00

1   Effective date based on Council adoption during 2010
2   Monthly fixed meter charge to vary according to meter size.  See Table 2.
    hcf = hundred cubic feet; 1 hcf = 748 gallons

Table 2 
Proposed Monthly Fixed Charges 

Meter Size
(inches)

Single Family 
Svc. Charge

Non Residential 
Svc. Charge

5/8 and 3/4 $10 $20
1 $15 $30

1-1/2 $20 $40
2 $30 $60
3 $110 $220
4 $110 $220
6 $110 $220
8 $110 $220

Note:  Multi-family accounts are included as 
             non-residential.
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Perhaps the best illustration of the effect of the proposed rate structure is to put this in 
terms of actual customer bills. 

Table 3 
Sample Water Bills 

CURRENT
Year 1 Year 5

SINGLE FAMILY RESIDENTIAL (3/4 inch meter)

      9-Units 29.88$      25.10$            41.75$            

    13-Units 35.16$      32.70$            57.75$            

    20 Units 44.40$      46.00$            85.75$            

COMMERCIAL

     20-Unit (3/4-inch meter) 44.40$      58.00$            100.00$          

      60-Units (1-inch meter) 97.20$      159.00$          300.00$          

Proposed Rate Structure

Several exhibits are attached for review.  EExhibit D compares the proposed Paso Robles water 
rates to surrounding communities.  EExhibit E depicts a uniform pricing option and EExhibit F
describes an alternative special tax approach. 

POLICY
REFERENCE: General Plan, Economic Strategy, Urban Water Management Plan, Integrated Water 

Resource Plan, Water Master Plan,, and City Council goals. 

The California Supreme Court, in Bighorn-Desert View Water Agency v. Verjil (2006) 
39 Cal.4th 205, held that fees for providing water service are "property-related fees" and 
subject to the procedural requirements of Proposition 218, whether the charge is 
calculated on the basis of consumption or is imposed as a fixed monthly fee.  
Proposition 218 spells out specific procedures for adopting "property-related fees," 
which are the procedures the City has followed.  These include sending out mailers 
with information about the proposed rates, majority protest procedure, and ballot, and 
the holding of a public hearing at least 45 days after the mailing.   

A recent Court of Appeal decision, Paland v. Brooktrails Township Community 
Services District, (Dec. 3, 2009, Case No. A122630) confirms that water service fees are 
property-related fees, and that the Proposition 218 majority protest proceedings are the 
applicable proceedings. Equally significant, the case also confirms that revenues from 
water rates can pay both for fixed operating and maintenance costs as well as capital 
costs, which in that case, included costs for increasing the District's storage capacity to 
continue to serve already-connected customers.  This is directly analogous to Paso 
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Robles case, where a portion of the water rate revenues will be used to pay for a share 
of the Nacimiento costs. 

FISCAL 
IMPACT: The City is contractually obligated to pay its share of the debt service for the bonds that 

have been issued to pay for the Nacimiento Water Project.  Additionally, the City has 
had to draw upon water repair and replacement funds to pay for current operations for 
the past three years because operating expenses have exceeded revenues. 

Current rates generate $6.3 Million per year; $13 Million is required.  A rate structure is 
needed to bridge the $6.7 Million per year gap. 

If new water rates are not adopted to pay for the costs of water service, the Water 
Operations Fund will exhaust all of its repair & replacement fund by 2014 and begin 
deficit spending.  The deficit spending would have to be covered by the General Fund. 

The General Fund pays for operations such as library services, children’s and senior 
programs, parks, as well as police and fire.  The General Fund is already operating with 
a significant recurring deficit requiring use of its reserves to cover operating costs.  An 
additional $6,700,000 per year expense for water costs will decimate public services.  

OPTIONS: a. Adopt attached Resolutions No. 10-xx thereby selecting a water rate structure; 
authorize initiation of the Proposition 218 procedures, and; instruct staff to send 
out public notices regarding the proposed water rate structure.  Or, 

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

_____________________ 

Exhibits: 

A. Kennedy Jenks Consultants 2010 Water Rate and Revenue Analysis dated January 11, 2010 
B. January 6, 2010, Public Workshop Topics 
C. Cost of Opposition and Delays 
D. Comparison to Other Communities 
E. Uniform Pricing Option 
F. Tax Revenue Option 

Prepared by: Christine Halley, P.E. 
Water & Utility Consultant, 

TJ Cross Engineers, Inc. 
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Exhibit A 
2010 Water Rate and Revenue Analysis 

The Kennedy Jenks Consultants water rate study accompanies this staff report as a separate 
document.
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Exhibit B 
January 6, 2010 

Public Workshop Topics 

A public workshop was held on January 6, 2010, to discuss pricing strategy for the proposed water 
rate.  The following is a list of questions/topics that came up during public comment along with a 
brief reply to each. 

Shouldn’t the $18 fixed rate be revoked because Measure A09 failed? 

The $18/month plus $1.32 per unit rate structure pre-existed Measure A-09 thus remains in effect. 

Could property taxes be raised to pay for capital projects? 

Yes, a special property tax could be considered for capital costs but would requires a 2/3rds 
supermajority vote.  The tax would be calculated based on the assessed value of your property, not the 
amount of water used.  It would be a fixed payment even if no water is consumed.  A consumption rate 
increase would also be required to fund operating costs.   EExhibit F presents the costs.  

Use general tax revenues to pay. 

General tax revenues may be used to pay for water.  However, those revenues pay for police, fire, 
recreation, parks, roads, and many other general services.  And, in the current economy, revenues are 
down resulting in the loss of over 20% of the general service workforce with a $2-$3 Million/year 
shortfall remaining.  Additional cuts to services have to be implemented just to offset economic 
revenue shortfalls.  Should what is left of general revenues be directed to pay for water, general service 
impacts would be extraordinary – upwards of a 50% reduction. 

Do water and sewer charges have to be on the same bill?  Perhaps itemize utility bill similar to PG&E. 

Consolidated billing is provided for customer convenience, lower billing costs (which are paid by 
customers through rates), and effective collection management of delinquent accounts (if sewer bills 
remain unpaid, water service may be interrupted until payment is received).  

Itemizing utility charges can be provided with various details.  However, detail must be balanced 
against simplicity.  

Financial forecasts appear to defer funding of depreciation. 

It is good practice to accumulate money for repair and replacement of aging utility system components.  
This is referred to as depreciation funding.  Current financial forecasts defer depreciation funding until 
FY 2013/14,  in order to lessen the rate increase.  

Financial forecast should show credit to City for future Nacimiento buy-in. 

First, the City’s contract for Nacimiento water is such that when new non-City regional participants 
buy into the project, Paso Robles and every other participant are credited back their proportional 
share.  There is no way to project when future buy-ins may occur, so to rely on such revenue would be 
speculative and fiscally irresponsible. 

Second, half of the current 4,000 acre-feet per year entitlement costs are being borne by new 
development within the City.  The connection fee increases adopted by Council in 2009 include those 
costs and financial forecasts account for the “credit” from development. 
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The capital project list seems to include projects that are not absolutely essential

Exhibit A, the 2010 Water Rate Report, includes a revised capital project plan that excludes a future 
water tank site (as it will be contributed by new development when it is required), remote read meter 
system, and new water operations & maintenance yard. 

Make an arrangement with Atascadero Mutual Water Company until revenue is sufficient to build our own 
treatment plant. 

AMWC Planned Approach to Nacimiento Water: AMWC is planning a two phase approach for using 
its Nacimiento water entitlement.  The first phase will consist of a recharge and recover facility and the 
second phase will be to abandon the recharge and recovery system and construct a water treatment 
plant similar to what the City of Paso Robles is currently planning.  The planned treatment plant will 
provide significantly higher quality water for AMWC customers and will prevent “lost” water due to 
the evaporation and migration  associated with recharge and recovery. 

The Phase I Facility: AMWC’s 2,000 AFY raw water entitlement will be delivered to a 1.6 acre-foot 
recharge basin over a 4-6 month period during peak water demand season.  The discharge to the 
recharge basin will percolate (less an amount lost to evaporation) to the underlying groundwater 
aquifer.  Existing downstream wells will extract water from the underlying aquifer (less water lost to 
migration) and pump it directly into the water distribution system.  Additional groundwater wells may 
need to be installed to fully recover what has been percolated.   

Paso Robles Recharge and Recovery: AMWC percolation beds and extraction wells are located in a 
hydrologically distinct sub-basin that consists of deep alluvial deposits (needed for percolation and 
extraction of Salinas River underflow) and restrictive aquifer boundary layers that limit the lateral 
movement (migration) of underflow.  The unique geology will provide for recovery of percolated water 
(less water lost to evaporation and migration) and is well suited for a recharge and recovery system.    

The City of Paso Robes overlies a portion of the Groundwater Bain that contains significantly 
shallower alluvial deposits, and lacks the geology to effectively and efficiently percolate or recover 
Nacimiento water.    

Using Atascadero turnout for Recharge and Recovery: The City considered the option of exploiting the 
unique geology of the Atascadero Subbasin for a recharge and recovery system. This option included 
using the AMWC raw-water turnout to take delivery of the City’s entitlement.  The raw water would 
then be percolated in a pond adjacent to the AMWC pond, extracted trough several downstream wells, 
and then pumped through new pipelines back to the City.  To realize this concept significant financial 
recourses would have to be expended in land purchases and new infrastructure.  Infrastructure costs 
for a pipeline, wells pumps etc. alone could exceed $13M.  The full costs of this alternative can not be 
estimated until agency agreements are formulated and property costs are estimated.  However, 
considering the known costs in conjunction with the anticipated reduction in water quality, recovery 
rates, control and reliability that this concept entails excludes it from further consideration.  

Will sewer fees also go up? 

Rehabilitation of the 55-year old wastewater treatment plant is needed to meet discharge 
requirements, and replace obsolete worn-out treatment equipment, representing a capital investment 
and increased operations costs.  Current sewer rates and fees are not sufficient to cover those costs, so 
yes they will need to be adjusted.  Once the plant rehabilitation design is complete, a firm estimate of 
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construction and operations costs can be prepared to determine what amount of rate adjustment will be 
needed.   

Low income households should get a break on their water bill. 

The City is very interested in providing assistance to low-income households.  However, Proposition 
218 prohibits the City from offering a rate plan that subsidizes one class of users at the expense of 
another (with one exception  - the California Legislature adopted legislation that allows for 
conservation price tiering).  

The City will establish a voluntary donation program so that customers may contribute to a low- 
income relief fund.  In addition, the City will urge the Legislature to grant authority for rate plans to 
include low-income discounts.   

Don’t subsidize anyone. 

Others commented that no one should be subsidized. 

Statements regarding the number of residents below the poverty line were inaccurate. 

The 2007 U.S. Census Bureau’s American Community Survey for the City of el Paso de Robles 
approximates that 11.4% of families and 13.5% of the population as a whole were below the poverty 
line.  Published updates are expected. 

Consider including some number of units in the fixed rate. 

Yes, the rate plan could be modified in many ways.  If units are included in the fixed monthly amount, 
then Unit Pricing would increase to compensate for the difference. 

Consider a rate structure based on occupants per service connection. 

Yes, this could be part of the rate plan.  However, it would require both customer cooperation and staff 
enforcement to administer such a program.  The costs of such an ongoing effort would increase unit 
pricing. This approach is rarely used. 

Use tiered rates to promote conservation. 

This has been a repeated community theme, one that aligns with both the City’s adopted Urban Water 
Management Plan recommended management measures and with State water conservation 
expectations. 

Perhaps rates should not be tiered for commercial customers. 

Rate plans can be constructed in many different ways.  The tiered rate proposal included in this report 
generally treats all customer classes (except very low volume residential users) similarly on the theory 
that water is a shared resource and its conservation is a shared responsibility.  

Regardless of whether there are price tiers or how many, the total amount of revenue required remains 
the same.  So, somebody has to pay. 

Consider a uniform rate. 

Others remarked that the rate should not be tiered at all. 

Make sure any proposed rate meets the Proposition 218 5-point criteria. 

Proposition 218 provides that property-related fees meet 5 substantive requirements, all of which are 
met by the proposed water rate structure. 

1. Fee revenues may only be used for the purpose for which the fee is imposed. 
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All revenues from the water rates have been and will continue to be allocated solely for the 
purpose of providing water service, which include the fixed costs of operating and maintaining the 
water system, as well as water system capital costs, as permitted by law.    

2. Revenues from the water fees shall not exceed the funds required to provide the water service. 

The costs of providing the water service, and the amounts required to pay for those costs, are set 
forth in the Kennedy Jenks report, EExhibit A.  The revenues will not exceed the funds required. 

3. The amount of the fees can not exceed the proportional cost of the service attributable to the 
parcel.

The proposed fee includes a fixed charge which increases for larger meter sizes; and the usage 
component is based on the amount of water used. First, the monthly fixed rate component is based 
on both type of customer and size of meter.  In addition, the larger portion of the water rate 
revenues from the proposed water rates will come from the variable consumption rate.  The more 
water that is used, the more that will be charged. 

The California Legislature through the 2008 Assembly Bill 2882 allowed “allocation-based water 
pricing” to encourage efficient use of water.  The price tiering proposal included in this report is 
consistent with this legislation. 

4. No fee or charge can be imposed unless the service is actually used by or immediately available to, 
the property owner. 

The proposed fees will only be charged to those who are able to receive City water services 
immediately. 

5. No fee can be imposed for general governmental services including police, fire, ambulance or 
library service where the service is available to the public at large in substantially the same manner 
as it is to property owners. 

As noted above, all revenues received from the proposed water rates are allocated to the Water 
Fund, and used only to pay for the costs of providing water service. 

Is the City following the right process for public approval of proposed water rates? 

The California Supreme Court, in Bighorn-Desert View Water Agency v. Verjil (2006) 39 Cal.4th 205, 
held that fees for providing water service are "property-related fees" and subject to the procedural 
requirements of Proposition 218, whether the charge is calculated on the basis of consumption or is 
imposed as a fixed monthly fee.  Proposition 218 spells out specific procedures for "property-related 
fees," which are the procedures the City has followed.  These include sending out mailers with 
information about the proposed rates, majority protest procedure, and ballot, and the holding of a 
public hearing at least 45 days after the mailing.   

A recent Court of Appeal decision, Paland v. Brooktrails Township Community Services District , (Dec. 
3, 2009, Case No. A122630) confirms that water-service fees are property related fees, and that the 
Proposition 218 majority protest proceedings are the applicable proceedings. Equally significant, the 
case also confirms that revenues from water rates can pay both for fixed operating and maintenance 
costs as well as capital costs, which in that case, included costs for increasing the District's storage 
capacity to continue to serve already-connected customers.  This is directly analogous to Paso Robles 
case, where a portion of the water rate revenues will be used to pay for a share of the Nacimiento costs. 
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The $18 fixed rate is stealing. 

Utility rates comprised of both a fixed component and variable or usage rate are predominant across 
the nation.  They are consistent with the Bighorn  and Paland decisions cited above. 

Use a greater fixed rate. 

Another opinion expressed was that the $18 is too low and should be higher. 

Consider ecological sustainability in water and community planning. 

The City’s General Plan updates are subject to environmental review, including an assessment of 
growth impacts.  Individual projects also comply with the California Environmental Quality Act 
requirements and other regulations. 

The City’s water planning evidences sufficient resources for General Plan buildout. 

Since Nacimiento deliveries relieve stress on the Paso Robles Groundwater Basin and since Paso pumps 4% of 
the basin yield, then it stands to reason that 96% of Paso’s cost of Nacimiento water should be paid from folks 
who overly the basin.  Coachella Valley Water District followed a similar approach. 

Asking others outside the City to pay  for a City water supply  -- assuming they would even agree to do 
so -- begs questions such as “is it legal to charge non-City property owners to pay for City obligations”,
“Could the necessary legal nexus be established between the benefits and the cost?”; “Is there a 
structure to impose the charges?”; and “How long might this take?”.   

First, absent a change in the law, it would be illegal to assess land outside the City to pay for the City's 
Nacimiento obligations.

Second, if the law were changed to allow properties outside the City to pay for City obligations, 
demonstrating a nexus (that is, a logical connection) between the availability of Nacimiento water in 
the City, and groundwater benefits that justify charging landowners outside of the City to pay for 96% 
of Paso’s supplemental water is highly unlikely.   

The entities, such as the City, that have signed contracts for Nacimiento project water only represent 
9,630 of the total 15,750 acre-feet per year of the Nacimiento Project.  During the 2002-04 contract 
negotiations with SLO County Flood Control & Water Conservation District, which owns the water 
supply, and the contractors, the parties discussed establishing a revenue stream from overlying 
landowners to fund that unsubscribed portion of the project. Essentially the theory was the same: the 
project would result in benefits to groundwater users. However, the overlying owners then were 
unconvinced that there was any benefit to them, and so the Flood Control District was unwilling to 
even attempt to impose a charge on them. There is no reason to believe that either the overlying 
owners or the Flood Control District would be any more willing now to pay a part of the cost of a 
water supply that directly benefits the City. 

Third, aside from the  fact that such a proposal is illegal and disregards the significant issue of what the
overlying owners would be paying for and why, there currently is no structure in place to charge the 
property owners who overly the Paso Robles Groundwater Basin. The City has no authority to 
implement one. It cannot act outside its boundaries. However, a District-established assessment 
district, groundwater management plan, special legislation, or basin adjudication might be examples of 
ways to do this.   

Assessment District: Establishing an assessment district requires a vote of the people who will 
be assessed. Further, Proposition 218 voting procedures apply, and it is unfathomable that  
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overlying owners outside the City would ever approve paying for City obligations.  There is no 
way to force them to do so.  See the discussion above about the efforts along these lines during 
negotiation of the Nacimiento project contracts.   

Groundwater Management Plan: Paso Robles cannot establish and enforce a plan outside its 
own city limits. At best it must join together with the County to do this. The City and the SLO 
County Flood Control & Water Conservation District are in the exploratory phase of 
establishing a groundwater management plan. Whether it will include charges for 
groundwater replenishment is unknown at this early stage.   

Special legislation: Coachella Valley Water District, which serves the desert area around Palm 
Springs, has unique groundwater conditions and so was able to obtain special legislation under 
which it levies a groundwater replenishment assessment. The law is a part of the states' 
County Water District law, and is only applicable to Coachella. Whether the City could get 
such a special act of the Legislature, only much more expansive allowing it to levy a charge 
outside its boundaries, is extremely unlikely, probably impossible. The Coachella example is 
simply irrelevant. 

Basin Adjudication: No basin adjudication proceedings are underway. Even if one were, they 
are costly, controversial, and time-consuming. There is no assurance, either, that the City 
could convince a judge to include a County property groundwater replenishment charge 
associated with the City’s Nacimiento costs in the court ruling.  

Even though there is no way to assess land outside the City, for a City obligation, someone might be 
able to convince the County or the Flood Control District to propose a charge or assessment on the 
overlying owners for groundwater benefits (aalthough it could not be used  to offset the City's 
obligations). The City cannot initiate those proceedings. Moreover, to do this, the County or District 
would have to follow both assessment district law and Proposition 218's complex steps. This would 
require an engineer to calculate that there is a special benefit to each individual parcel proposed to be 
assessed, and the per-parcel dollar value of the benefit. Then there are requirements for public notice, 
hearing and election of the people who will pay.  

In summary, charging properties outside the City for obligations of the City is not legal, and if 
legislation were ever to be adopted that allowed such an arrangement, none of the options is quick, 
some may take many, many years, and requires support from the properties to be assessed.  In the 
meantime, the City’s Nacimiento Water Project contractual obligations for debt repayment and 
operational costs remain in effect and are coming due.. 

Are grants or bond financing available? 

While no grants have been identified, bond financing is already in place for the community’s share in 
Nacimiento water and is foreseen for a portion of upcoming capital projects.  Bond financing requires 
revenues to provide/guarantee repayment, thus the need for a rate increase. 

Should the community reconsider a buildout population of 44,000? 

The next General Plan Update will consider this aspect of community planning.  Until then, the 
adopted General Plan serves as the foundation for utility planning. 

*   *   * 
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Exhibit C 
Cost of Rate Adoption Delays 

Extra costs incurred through December 2009 due to rate adoption delays: 

Repeated System Planning/Rate Development $427,743 
Special Election $55,000 
Printing/Mailing Costs $31,450 
Staff Hours $391,000 
Legal $125,000 
Depletion of repair/replacement fund to pay Naci bill $800,000 
Original Plant Design sunk costs (now defunct) $852,000
Total to-Date $2,682,193 

Consulting, printing/mailing, staff hours and legal fees continue to be incurred due to rate adoption 
delays.  Paso Robles will be unable to use Nacimiento water, even though it has to pay for it, if no 
water rate is in place to fund construction and operation of the water treatment plant. 

Agenda Item No. 9 - Page 14 of 50



January 19, 2010 
Staff Report Exhibits 9 

Exhibit D 
Comparison to Other Communities 

Another point of comparison is what customers in neighboring communities pay for water service.  
Attached are some examples of residential and commercial water bills. 

First is a graph that shows what a residence using 20 hcf of water in one month would pay (15,000 
gallons per month, or 500 gallons each day).   

Next are a series of tables that show illustrative water bills for various users.  For the single family 
residential comparison, 9, 13, and 20 hcf usage rates are illustrated.  25% of Paso Robles single family 
residences use 9 hcf or less water each month; 13 hcf is the median household usage and; 75% of 
residences use 20 hcf or less each month. 

For the commercial examples, a commercial customer on the same size meter as most households 
using 20 hcf of water (this represents the 25th percentile of non-residential users) is shown.  Also 
shown is a larger customer on a 1-inch meter using 60 hcf of water (this represents the 75th percentile 
of non-residential users). 

Apartments are sometimes served through a larger “master meter” such that individual units do not 
directly receive a water bill.  In those cases, the master meter would be billed as a “non-residential” 
water meter with one exception --  the discounted residential water usage  pricing would apply. 

A rate calculator has been posted on the City’s web site to allow customers to forecast their water 
bills based on the proposed rates. 
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Community
Monthly Meter 

Fixed Rate
Water Usage/ 
Quantity Rate

Water Usage 
(HCF)

Calculated
Monthly Bill

Templeton CSD (d) $12.19 $1.17 to $2.62 9 $19.21
City of Arroyo Grande (a) (e) $5.45 $1.78 to $2.71 9 $22.07
Atascadero Mutual Water Co. (b) (f) $15.00 $1.60 to $6.00 9 $22.60
City of Grover Beach $6.75 $2.28 to $2.76 9 $27.27
Nipomo CSD (a) $15.42 $1.64 to $2.80 9 $30.18
Oceano CSD (a) (c ) $11.97 $3.39 to $4.09 9 $32.31
City of Pismo Beach (a) (e) $15.95 $2.30 to $2.99 9 $38.72
City of San Luis Obispo (g) $0.00 $4.92 to $6.16 9 $46.93
Cambria CSD (a) (c ) $11.91 $6.05  to $7.86 9 $48.41
City of Morro Bay (d) $16.43 $5.56 to $13.68 9 $50.33

Agency Average $33.80

Residential Only

City of Paso Robles - Current $18.00 $1.32 9 $29.88

City of Paso Robles - Proposed Year 1 Rates 
as of Jan 19, 2010 $10.00 Tiers 9 $25.10

Source Documentation: 
Basis: 5/8 &/or 3/4-inch meter
(a)  Bi-monthly bills.  Fixed meter charge shown is a charge per month.
(b)  Monthly fixed charge includes 2,000 gallons (2.67 HCF); Quantity rates shown are per HCF.
(c )  Fixed charge includes 6 HCF per billing period.
(d)  Fixed charge includes 3 HCF per billing period.
(e)  Rates for 2011 are available and shown here.
(f)  Drought rates shown (effective 6/15/2009).
(g) Rates and calculated monthly bill include a 5% utilitty user tax. 

COMPARISON OF MONTHLY WATER BILLS
SINGLE FAMILY RESIDENTIAL EXAMPLE, 5/8-3/4 Meter Size
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Community
Monthly Meter 

Fixed Rate
Water Usage/ 
Quantity Rate

Water Usage 
(HCF)

Calculated
Monthly Bill

Templeton CSD (d) $12.19 $1.17 to $2.62 13 $23.89
Atascadero Mutual Water Co. (b) (f) $15.00 $1.60 to $6.00 13 $27.40
City of Arroyo Grande (a) (e) $5.45 $1.78 to $2.71 13 $29.99
City of Grover Beach $6.75 $2.28 to $2.76 13 $36.52
Nipomo CSD (a) $15.42 $1.64 to $2.80 13 $36.74
Oceano CSD (a) (c ) $11.97 $3.39 to $4.09 13 $46.22
City of Pismo Beach (a) (e) $15.95 $2.30 to $2.99 13 $50.68
City of San Luis Obispo (g) $0.00 $4.92 to $6.16 13 $70.41
Cambria CSD (a) (c ) $11.91 $6.05  to $7.86 13 $73.49
City of Morro Bay (d) $16.43 $5.56 to $13.68 13 $73.71

Agency Average $46.90

Residential Only

City of Paso Robles - Current $18.00 $1.32 13 $35.16

City of Paso Robles - Proposed Year 1 Rates 
as of Jan 19, 2010 $10.00 Tiers 13 $32.70

Source Documentation: 
Basis: 5/8 &/or 3/4-inch meter
(a)  Bi-monthly bills.  Fixed meter charge shown is a charge per month.
(b)  Monthly fixed charge includes 2,000 gallons (2.67 HCF); Quantity rates shown are per HCF.
(c )  Fixed charge includes 6 HCF per billing period.
(d)  Fixed charge includes 3 HCF per billing period.
(e)  Rates for 2011 are available and shown here.
(f)  Drought rates shown (effective 6/15/2009).
(g) Rates and calculated monthly bill include a 5% utilitty user tax. 

COMPARISON OF MONTHLY WATER BILLS
SINGLE FAMILY RESIDENTIAL EXAMPLE, 5/8-3/4 Meter Size
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Community
Monthly Meter 

Fixed Rate
Water Usage/ 
Quantity Rate

Water Usage 
(HCF)

Calculated
Monthly Bill

Templeton CSD (d) $12.19 $1.17 to $2.62 20 $32.08
Atascadero Mutual Water Co. (b) (f) $15.00 $1.60 to $6.00 20 $38.32
City of Arroyo Grande (a) (e) $5.45 $1.78 to $2.71 20 $44.89
Nipomo CSD (a) $15.42 $1.64 to $2.80 20 $48.22
City of Grover Beach $6.75 $2.28 to $2.76 20 $53.39
City of Pismo Beach (a) (e) $15.95 $2.30 to $2.99 20 $71.61
Oceano CSD (a) (c ) $11.97 $3.39 to $4.09 20 $74.85
City of San Luis Obispo (g) $0.00 $4.92 to $6.16 20 $111.50
City of Morro Bay (d) $16.43 $5.56 to $13.68 20 $115.08
Cambria CSD (a) (c ) $11.91 $6.05  to $7.86 20 $118.29

Agency Average $70.82

Residential Only

City of Paso Robles - Current $18.00 $1.32 20 $44.40

City of Paso Robles - Proposed Year 1 Rates 
as of Jan 19, 2010 $10.00 Tiers 20 $46.00

Source Documentation: 
Basis: 5/8 &/or 3/4-inch meter
(a)  Bi-monthly bills.  Fixed meter charge shown is a charge per month.
(b)  Monthly fixed charge includes 2,000 gallons (2.67 HCF); Quantity rates shown are per HCF.
(c )  Fixed charge includes 6 HCF per billing period.
(d)  Fixed charge includes 3 HCF per billing period.
(e)  Rates for 2011 are available and shown here.
(f)  Drought rates shown (effective 6/15/2009).
(g) Rates and calculated monthly bill include a 5% utilitty user tax. 

COMPARISON OF MONTHLY WATER BILLS
SINGLE FAMILY RESIDENTIAL EXAMPLE, 5/8-3/4 Meter Size
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Community
Monthly Meter 

Fixed Rate
Water Usage/ 
Quantity Rate

Water Usage 
(HCF)

Calculated
Monthly Bill

Templeton CSD (d) $12.19 $1.17 to $2.62 20 $32.08
City of Arroyo Grande (a) (e) $5.45 $1.98 20 $45.05
Atascadero Mutual Water Co. (b) (f) $15.00 $1.60 to $6.00 20 $46.13
City of Grover Beach $6.75 $2.41 20 $54.95
Nipomo CSD (a) $15.42 $2.06 20 $56.62
City of Pismo Beach (a) (e) $15.95 $2.55 20 $66.95
Oceano CSD (a) (c ) $18.28 $3.39 to $4.09 20 $81.16
City of Morro Bay (d) $16.43 $5.65 to $13.10 20 $115.08
City of San Luis Obispo (g) $0.00 $4.92 to $6.16 20 $117.08
Cambria CSD (a) (c ) $27.59 $6.69 to $9.02 20 $144.92

Agency Average $76.00

Commercial

City of Paso Robles - Current $18.00 $1.32 20 $44.40

City of Paso Robles - Proposed Year 1 Rates 
as of Jan 19, 2010 $20.00 Tiers 20 $58.00

Source Documentation: 

(a)  Bi-monthly bills.  Fixed meter charge shown is a charge per month.
(b)  Monthly fixed charge includes 2,000 gallons (2.67 HCF); Quantity rates shown are per HCF.
(c )  Fixed charge includes 6 HCF per billing period.
(d)  Fixed charge includes 3 HCF per billing period.
(e)  Rates for 2011 are available and shown here.
(f)  Drought rates shown (effective 6/15/2009).
(g) Rates and calculated monthly bill include a 5% utilitty user tax. 

COMPARISON OF MONTHLY WATER BILLS
COMMERCIAL EXAMPLE, 5/8 & 3/4 Inch Meter Size
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Community
Monthly Meter 

Fixed Rate
Water Usage/ 
Quantity Rate

Water Usage 
(HCF)

Calculated
Monthly Bill

Templeton CSD (d) $19.71 $1.17 to $2.62 60 $110.40
City of Arroyo Grande (a) (e) $6.50 $1.98 60 $125.30
Nipomo CSD (a) $15.42 $2.06 60 $139.02
City of Grover Beach $6.75 $2.41 60 $151.35
City of Pismo Beach (a) (e) $31.93 $2.55 60 $184.93
Atascadero Mutual Water Co. (b) (f) $19.00 $1.60 to $6.00 60 $189.36
Oceano CSD (a) (c ) $29.20 $3.39 to $4.09 60 $255.68
City of San Luis Obispo (g) $0.00 $4.92 to $6.16 60 $363.62
City of Morro Bay (d) $16.43 $5.65 to $13.10 60 $409.18
Cambria CSD (a) (c ) $27.59 $6.69 to $9.02 60 $483.77

Agency Average $241.26

Commercial

City of Paso Robles - Current $18.00 $1.32 60 $97.20

City of Paso Robles - Proposed Year 1 Rates 
as of Jan 19, 2010 $30.00 Tiers 60 $159.00

Source Documentation: 

(a)  Bi-monthly bills.  Fixed meter charge shown is a charge per month.
(b)  Monthly fixed charge includes 2,000 gallons (2.67 HCF); Quantity rates shown are per HCF.
(c )  Fixed charge includes 6 HCF per billing period.
(d)  Fixed charge includes 3 HCF per billing period.
(e)  Rates for 2011 are available and shown here.
(f)  Drought rates shown (effective 6/15/2009).
(g) Rates and calculated monthly bill include a 5% utilitty user tax. 

COMPARISON OF MONTHLY WATER BILLS
COMMERCIAL EXAMPLE, 1 Inch Meter Size
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Exhibit E 
Uniform Pricing Option 

In contrast to the proposed rate structure (fixed monthly service charged plus tiered usage charge), 
the option of implementing a uniform, “all commodity” rate structure was examined.  Under this 
approach, there would be no fixed monthly service charge.  Customers would be billed at a set price 
per unit of water used and that price would hold constant regardless of how much water was used.  
Residential and commercial customers would all pay the same rates. 

The uniform, all commodity rate required would be: 

Year 1 Year 2 Year 3 Year 4 Year 5
Effective Date1 ==> 1/1/2011 1/1/2012 1/1/2013 1/1/2014 1/1/2015

ALL CUSTOMERS
Fixed Meter Charge
Charge per hcf $2.50 $3.20 $3.70 $4.10 $4.40

1   Effective date based on Council adoption during 2010
    hcf = hundred cubic feet; 1 hcf = 748 gallons

Uniform, All Commodity Rate Option

-- no fixed charge with this option --

Here is how sample water bills would compare under this approach: 

CURRENT
Year 1 Year 5 Year 1 Year 5

SINGLE FAMILY RESIDENTIAL (3/4 inch meter)

      9-Units 29.88$      25.10$            41.75$            22.50$            39.60$            

    13-Units 35.16$      32.70$            57.75$            32.50$            57.20$            

    20 Units 44.40$      46.00$            85.75$            50.00$            88.00$            

COMMERCIAL

     20-Unit (3/4-inch meter) 44.40$      58.00$            100.00$          50.00$            88.00$            

      60-Units (1-inch meter) 97.20$      159.00$          300.00$          150.00$          264.00$          

Uniform, All Commodity OptionProposed Rate Structure
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Here is the financial forecast associated with a uniform rate approach: 
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Exhibit F 
Tax Revenue Option 

A special tax may be used for debt service payment and water infrastructure costs.  However, it 
requires compliance with the provisions of Proposition 218, which requires approval by two-thirds of 
the votes cast by the electorate.  The Council would have to adopt an ordinance or resolution, after a 
noticed public hearing, that describes the type of tax, its rate, the method of collection, the date upon 
which the election on the tax will be held, and the purpose for which the special tax will be used. 
The proposed tax rate could state a range of rates or amounts, and may provide for inflationary 
adjustments. 

Basis of Tax-Based Funding Program 

May cover only debt and capital costs ($6.5 Million per year) 
Taxes would be based on assessed valuation of property, not water usage 
Taxes would be assessed on property tax bills  
Unit Rate is estimated at 0.19% (or $.0019) per $100,000 of assessed value 

Estimated Property Owner Impact 

Annual Monthly
Assessed Value Assessment Equivalent

$200,000 $371.43 $30.95 
$300,000 $557.14 $46.43 
$400,000 $742.86 $61.90 

Summary of Findings  

Could serve as an alternative funding mechanism for capital costs only 
To cover underfunded operating costs, variable usage rates on water bill would need to 
increase from $1.60 to $2.50 in year 5  
Tax rate is set based on proerty value not water usuage  
Special tax revenues would be collected with semi-annual property taxes 
Special tax requires 2/3rds voter approval 

*    *    * 
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RESOLUTION NO. 10-XX 

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF PASO ROBLES 
PROPOSING WATER USER RATES AND AUTHORIZING INITIATION OF THE 

PROPOSITION 218 PROCEDURES 

WHEREAS, improvements to the City water system are needed, primarily to supplement the limited 
ground water supply, improve the quality, and increase the reliability, and also to provide adequate 
distribution, staffing, and water storage capacity; and 

WHEREAS, in August 2004, the Council entered into a delivery entitlement contract, securing 4,000 
acre-feet per year of Nacimiento water; and 

WHEREAS, on January 15, 2008, Council directed that a study of water rates and water connection fees 
be prepared in light of both the Nacimiento project and other planned water system improvements; and 

WHEREAS, on January 20, 2009, Council adopted water rates and such adoption was subsequently 
subject to a challenge by referendum petition; and 

WHEREAS, a special election was held on November 3, 2009 known as “Measure A09” and voters 
rejected such measure, thereby leaving the current water rates in effect; and 

WHEREAS, the revenues generated by the existing water rates are inadequate to sustain safe, reliable and 
high quality water system operations and water production in compliance with State Department of 
Public Health, local fire code, and other requirements; and 

WHEREAS, the City wishes to ensure the ability to produce water to meet peak demands, extend water 
reliability and improve water quality; and 

WHEREAS, an alternative fixed-and-variable, tiered rate structure in which users pay a set monthly fee 
plus usage rates that incline with higher usage blocks will provide the necessary funding to provide a 
reliable, well-maintained, infrastructure system and reliable water resource to serve the needs of its 
existing and future customers.  

THEREFORE, BE IT RESOLVED AS FOLLOWS: 

SECTION 1. The City Council of the City of El Paso de Robles does hereby propose a fixed-and-
variable, tiered rate structure for the purpose of providing a reliable, well-maintained, infrastructure 
system and reliable water resource.  

SECTION 2.  That the City Council hereby authorizes City staff to initiate the necessary Proposition 218 
ballot process associated with the potential adoption of the proposed rate structure. 

PASSED AND ADOPTED by the City Council of the City of Paso Robles this 19th day of January 
2010 by the following votes: 

AYES:  
NOES:  
ABSTAIN:   
ABSENT:   
   
 Duane Picanco, Mayor 
ATTEST:
____________________________________ 
Lonnie Dolan, Deputy City Clerk 
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2355 Main Street, Suite 140 
Irvine, California 92614 

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

11 January 2010 

Mr. Doug Monn, Director of Public Works 
City of Paso Robles 
1000 Spring Street. 
Paso Robles, California  93446  

Subject:  Final Report – 2010 Water Rate and Revenue Analysis  
  K/J 0883005_10 

Dear Mr. Monn: 

Kennedy/Jenks Consultants is pleased to submit the Final Report of the 2010 Water Rate 
and Revenue Analysis 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 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 work products.  
Most notably, this report integrates the current approach for the construction of a 4 MGD 
water treatment plant and associated facilities and integrates the need for a new $6 Million 
debt issuance in FY 11-12 to supplement available funds. 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.   

Another important element of the 2010 Water Rate and Revenue Analysis is the 
development of conservation focused tiered rates.  The proposed water rates and rate 
structure are intended to encourage water conservation in support of the City’s current 
imbalance in water supply and demands and meet the projected financial shortfall in 
revenues in the next five years.   

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. 
Project Manager
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Water Rate and Revenue Analysis, City of Paso Robles, January 2010 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 has been working on an implementation strategy 
that will meet the short and long-term financial obligations of the City’s utility and provide for local 
program ratemaking objectives.   

This water rate and revenue analysis is an update to a previous study performed by 
Kennedy/Jenks Consultants in September 2008.  Many of the key issues, objectives, and 
conclusions identified in that study remain in place today, although the water utility’s financial 
condition has worsened from delays in the approval of increased water rates.   

Consistent with the 2008 study, the primary factors facing the City’s water utility are:    

 The need to increase the City’s ability to provide treated water to its existing customers; 
current demands exceed available water supply.   

 The need to fully implement the financial and operational requirements of the new 
Nacimiento water supply.  Based on current supply and demand conditions, a new 4 MGD 
water treatment plant is proposed to treat the City’s current Nacimiento water supply 
entitlement.  The City’s financial obligation associated with the new regional supply 
pipeline is scheduled to begin in FY 10-11.   

 The need to develop updated rates to fund the projected enterprise financial requirements 
and develop an appropriate rate structure to support various water conservation and cost 
recovery requirements.   
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Water Rate and Revenue Analysis, City of Paso Robles, January 2010 2 

Section 2: Historical and Current Conditions  

2.1 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) for the last two years.  The CAFR 
for Fiscal Year (FY) 08-09 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 two 
year period, this parameter has ranged from a negative 7% in FY 07-08 to a negative 38% in FY 
08-09.  This parameter reflects the fact that 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 also in important element of a financial assessment.  While the City’s 
water fund has generally experienced a drawdown over the last several years, the FY 08-09 
CAFR indicates the fund has approximately $22.5 million in cash and cash equivalents.  It is for 
this reason that the water fund has maintained its recent financial stability.   

In consideration of these factors, as well as the integration of looming debt costs of over $4.2 
million per year, additional revenues from water rates are warranted 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.   

2.2 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.  As to be expected with the current 
economy, there has been little change in account activity (i.e. growth) since the 2008 study.  
Accordingly, the water utility remains to be predominantly base-level residential customers with 
5/8” and 3/4” meters.   
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Water Rate and Revenue Analysis, City of Paso Robles, January 2010 3 

The primary difference in account and demand activity from previous years is the City’s need to 
implement mandatory water conservation in April 2009.  This conservation was essential to 
address the imbalance in the City’s peak summer time demands and available water supply to 
avoid potential water shortages.  Through these efforts, the City’s water usage from May 
through August 2009 was approximately 20% less than historical levels for these periods.   

Table 2 summarizes the City’s water demands by customer class for FY 08-09.  A copy of the 
City’s most recent annual report to the DWR for CY 2008 is provided in Appendix A for 
additional information.  Note that the DWR report’s monthly/annual usage values are in million 
gallons.

TABLE 2 
CURRENT ACCOUNTS AND WATER CONSUMPTION 

Customer Class Accounts 
FY 08-09

Usage (Hcf)
Single Family Residential 8,722 1,854,540 

Multi-Family Residential 400 292,518 

Commercial / Institutional 688 468,279 

Industrial 71 62,293 

Landscape Irrigation 347 396,191 

Other 59 115,558 

    TOTAL 10,287 3,189,378 

Source: City Water Department.  CY 2009 DWR Report.   
Hcf = hundred cubic feet = 748 gallons/hcf  
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Water Rate and Revenue Analysis, City of Paso Robles, January 2010 4 

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 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 
provided below.   

 FY 2010-11  25 Equivalent Meters1

 FY 2011-12  50 Equivalent Meters 

 FY 2012-13  75 Equivalent Meters  

 FY 2013-14  100 Equivalent Meters  

 FY 2014-15  150 Equivalent Meters  

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.  As indicated previously, the City has 
implemented water conservation programs to improve the City’s water supply/demand imbalance 
and to meet several new and upcoming water conservation related regulations.  Some of the 
primary changes include the adoption of a new water efficient landscape ordinance in December 
2009 to respond to the requirements of AB 1881 and the implementation of various demand 
management measures to reduce water usage 20% by 2020 in accordance with the City’s Urban 
Water Management Plan and AB 49.  Conservation based pricing through tiered water rates is 
one of the Paso Robles Urban Water Management Plan and the California Urban Water 
Conservation Council’s (CUWCC) Best Management Practices to be used to meet these new 
regulatory requirements for water conservation.   

                                                
1 An equivalent meter is used to account for the typical demands associated with larger meters.  A single 

family residence = 1 equivalent meter.  A commercial project would equate to more than one 
equivalent meter. 

Agenda Item No. 9 - Page 34 of 50



Water Rate and Revenue Analysis, City of Paso Robles, January 2010 5 

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/rates and other 
conservation programs, 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 
have historically been accounted for 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 Division is responsible for the operation, maintenance, and 
management of the water system.  To account for the labor and operational costs of the new 
water treatment plant, a new Water Treatment Operation Division has been established.  The 
current estimated actual and projected water utility costs for these Divisions are shown in Table 3.   

As shown, water fund operating costs are projected to increase considerably over the next five 
years to meet drinking water regulations, pay increasing power bills, and to integrate the new 
Nacimiento 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 to meet current and projected needs.   

It is important to note that in addition to the inclusion of new water supply costs, Table 3 also 
includes the funding of depreciation in the latter years of the five year period.  Based on the City’s 
chart of accounts, the City’s estimated annual depreciation of its water utility assets is 
approximately $1.7 Million.  This expense is included in the revenue requirements of the water 
fund beginning in FY 13-14.    

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 
several 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 current water system CIP is separated into four basic categories.  These are: 
Nacimiento Water Project Improvements, Well Improvements, Tank/Booster Station/Metering 
Project Improvements, and Pipeline Improvements. Consistent with the 2008 Rate Study, to 
minimize ratepayer impact as much as possible the water system capital improvement program 
is based on a 16 year plan, rather than 10 years.   
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Water Rate and Revenue Analysis, City of Paso Robles, January 2010 6 

A summary of the five year plan for these primary project categories is provided in Table 4.  A 
comprehensive listing of the specific projects included in the City’s 16-year water system CIP is 
provided in Appendix A.   

As previously discussed, a cornerstone element of the capital improvement program is the 
integration of needed water treatment facilities to utilize the new Nacimiento surface water 
supply.  Given the current water supply/demand conditions, one important distinction in the 
latest CIP is the decision to construct a new 4 MGD water treatment facility with the financial 
assistance of some debt financing rather than attempting to construct a smaller, modular plant 
under a pay-as-you-go approach.  This approach is recommended for the following reasons:  

The 2 MGD Program – Considered in 2008, this smaller, modular approach to treatment 
just didn’t provide enough supply.  It also placed little emphasis on taste and odor 
control/water quality consistency, provided little to no production reserves to mitigate 
peak season demands, supply disruptions, or declines in groundwater production,  

The 4 MGD Program – This approach meets demand and allows citizens to take full 
advantage of the 4,000 AFY Nacimiento entitlements.  It also is more reliable, provides 
more consistent water quality throughout the City, and better fulfills the goals outlined in 
the City’s Adaptive Integrated Water Resource Plan (AIWRP).

Financial Comparison – By borrowing $6 million, the annualized costs associated with 
the 4 MGD Program are comparable to the 2 MGD Program.  In other words, the City 
may construct the larger plant at about the same cost as the smaller, modular plant. 

In consideration of these factors, the 4 MGD Program has been recommended and integrated 
herein in the financial pro forma of the City’s water fund.   

3.4 Projected Revenue Requirements Using Proposed Rates 
To assess the financial implications of the water fund programs and costs, an annualized 
revenue plan has been prepared.  This plan is developed by integrating waters system 
operating and capital costs with projected growth and water criteria (Section 3.1). 

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 the 
proposed average rates needed to fund the water system costs is shown in Table 5.   
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Consistent with prior rate study alternatives, the revenue plan integrates the use of existing 
funds to meet short term financial obligations.  The plan also proposes to borrow an additional 
$6 million to supplement these funds to construct the proposed water treatment plant 
improvements.  Annual rate increases are proposed to raise rate-based revenues to the level to 
sustain the water utility’s financial performance and meet new debt coverage covenant 
requirements.  Fund balance is projected to drop to approximately $3 million in years three and 
four of the five year plan.  While these values are slightly below target reserve levels, they are 
believed to be adequate during this period of rate transition.   

It should be noted that in addition to the increase in rates needed to fund the existing customers’ 
share of system costs, the financial plan also integrates growth’s share of system costs; most 
notably 50% of the Nacimiento pipeline and new water treatment plant costs.  In recognition of 
growth’s cost obligations, in March 2009, the City adopted new water system capacity charges 
(often referred to as connection fees).  These fees more than doubled the costs for a new water 
system connection from approximately $9,100 for a base 5/8 inch meter to $23,500.  Similar to 
the proposed rage increases, these charges are also phased in over time and are shown in the 
bottom of Table 5.

A few cautionary notes are warranted regarding the use and development of the financial 
planning findings.  Since the magnitude of anticipated increases may vary based on unforeseen 
change in costs, demand conditions, or reserve requirements, additional review of 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.   

Finally, it should be noted that the fixed and usage based rates reflected on Table 5 are 
calculated values and are not intended to reflect the proposed rates.  In particular, since tiered 
rates are proposed, the conservation estimates based on account-level demands and price 
elasticity criteria are derived in a separate account level demand forecasting model.  As such, 
the average unit rates per unit of water shown in Table 5 are used to establish average usage 
based revenue, and does not include any reduction in water sales associated with pricing.  By 
design, these projected reductions are offset through the changes in block pricing of tiered 
rates.  Accordingly, the average usage rates provided in Table 5 should not be used as a value 
for a sufficient uniform rate, should the City decide to not adopt tiered rates.   

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 the public 
benefited from a low cost water supply and purposefully minimized capital and operational 
expenditures.  Upon completing various comprehensive water studies, the City embarked on a 
proactive program aimed at long-term reliability and sustained quality of the City’s water system.   

Given this aim, water rate increases went into effect to fund capital projects 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 went last adjusted on July 1, 2008 with 
an inflationary increase to the usage charge.  The current water rate consists of the following fixed 
and usage based rate elements.   

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, regardless of 
the customer category or meter size.   

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.  This usage-based rate element supports a basic 
pay-for-use ratemaking philosophy.  The City’s current water usage rate is $1.32 per one hundred 
(100) cubic feet (HCF)2.  The characteristics of the present rate structure are provided in Table 6.  

TABLE 6 
CURRENT WATER RATES 

Meter Size  Monthly Service 
(Inches) Charges ($) 

    
Monthly Charges (Fixed Nacimiento Charges) 

All Meter Sizes $18 

Usage Charges ($/Hundred Cubic Feet - HCF) 

$1.32 per HCF for all water usage 

Source: City of Paso Robles; Rates effective 7/1/08. 

                                                
2 One hundred cubic feet = 748 gallons    
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Section 5: Proposed Water Rates 

Proposed rates have been developed to meet the revenue and rate restructuring requirements 
of the City’s water utility.  As stated in Section 3, revenues now generated from water rates are 
approximately $6.3 Million per year; however $13 Million is needed annually to continue water 
system operations.  Development of the proposed service and usage charges, derivation of 
associated typical monthly bills, and a comparison of water charges in other communities follow.   

5.1 Development of Proposed Rates  
Water rates are proposed to support the financial health of the community’s water system over 
the coming five years.  Refer to Section 3 for future revenue requirements.   

There is a wide range of pricing strategies that could be followed to generate the funds needed 
to meet the City’s water fund obligations. Foremost among the rate and pricing strategies 
deemed important for the City’s proposed rate structure is: 

 Consideration of the amount of the fixed monthly service charge; and  

 Price tiering to promote water conservation (often referred to as “inclining block rates”). 

From a financial standpoint, a fixed service charge ensures a predictable revenue stream, while 
linking customer bills to tiered pricing more strongly promotes conservation and enables low-
use customers to keep water bills relatively low.  These financial implications were assessed 
during the development of the proposed rate structure. 

5.1.1 Development of Proposed Fixed Monthly Service Charge 
Similar to most water utilities, the City’s current rate structure includes fixed and variable rate 
components.  These rates are designed to provide a fixed revenue source based on the City’s 
approximately 10,000 active accounts and a variable revenue source based on the amount of 
water used by the community.  Because water systems are both capital and labor intensive, 
these fixed costs constitute approximately 60% to 75% of a water system's expenses.  
Accordingly, fixed rates are an important component of a utility’s water rates and are commonly 
used throughout the United States.  As previously discussed, the City’s current rates include an 
$18 per account monthly charge to provide a stable source of revenue.   

One principle in establishing the amount of the fixed charged is to set them at levels that will 
enable customers to better manage their water usage.  This is particularly important for low-
volume residential accounts, bearing in mind that approximately 85% of the City’s customers are 
residential.  Recovering a larger share of the required revenues from the water usage rate also 
further supports conservation and is consistent with the “pay for what you use” approach.   

These considerations have been integrated herein by: 1) establishing different fixed charges for 
residential and non-residential customers and 2) increasing the fixed charge for larger meters in 
accordance with American Water Works (AWWA) meter service ratio criteria.  In this way, the 
water fund can maintain a certain level of financial stability from these fixed charges.  The 
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proposed fixed charges are shown in Table 7.  These charges would remain constant over the 
five-year rate period.   

TABLE 7 
PROPOSED MONTHLY FIXED CHARGES 

Meter Size Single Family Non Residential 
(Inches) Svc. Charges Svc. Charges 

5/8 & 3/4 $10 $20
1 $15 $30

1.5 $20 $40
2 $30 $60
3 $110 $220
4 $110 $220
6 $110 $220
8 $110 $220

Note:  95% of the residential and 50% of the non residential accounts 
 are on 5/8 or 3/4-inch meters.  Non-residential includes multi-family. 

5.1.2 Development of Proposed Usage Charge 
Consistent with the revenue requirements shown in Table 5, usage charges were based on 
projected 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 and 
has been commonly used throughout California and the United States.  However, more 
communities either have adopted or are considering tiered-rate structures to promote water 
conservation.   

Based on community input, tiered water rates are being proposed for all water utility customers.  
This approach is consistent with State Best Management Practices and with Paso Robles’ 
adopted Urban Water Management Plan.  Tiered pricing would also position the community for 
compliance with the requirements of new water conservation regulations AB 1881 and AB 49.  
The proposed usage charge water rates for the five-year rate period are shown in Table 8.   
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TABLE 8 
PROPOSED WATER USAGE TIERED RATES  

User Class FY 10-11 FY 11-12 FY 12-13 FY 13-14 FY 14-15 

Residential Usage Charge $/HCF)
0-5 HCF $1.50 $1.90 $2.35 $2.85 $3.15 

5-30 HCF $1.90 $2.40 $3.00 $3.60 $4.00 
30+ HCF $2.40 $3.00 $3.75 $4.50 $5.00 

      

Non-Residential Usage Charge $/HCF)
0-30 HCF $1.90 $2.40 $3.00 $3.60 $4.00 
30+ HCF $2.40 $3.00 $3.75 $4.50 $5.00 

Note:  Multi family (MF) accounts are included as Residential.  The block volume and prices are allocated to each 
 meter based on the number of dwelling units.  MF landscaping/other metered uses are classified as non-res.  

While a number of rate alternatives were evaluated for revenue adequacy, projected 
conservation, and customer impact, the proposed tiered rate structure is believed to align well 
with community input on this topic.  Key features and benefits of the proposed structure are: 

 The proposed tiers incentivize customers to conserve water; especially large water 
users.  A differential of 25% between tiers is set to accomplish this.    

 The block one tier of 5 HCF (the first 3,740 gallons) for residential accounts is set at a 
discounted rate and allows for sufficient water to provide for basic health requirements.  
The rate also provides some financial relief for low-volume users.    

 The block two residential rate encompasses the average water usage for the vast majority 
of the City’s single-family customers.  Only 10% of residences use an average of more 
than 30 HCF (22,440 gallons) of water throughout the year.  However, 40% of the single-
family accounts use more than 30 HCF during the summer.  The block three tier rate is 
intended to encourage reduced water consumption during this peak usage period.   

 Tiering rates for nonresidential accounts fosters additional water conservation.  Since 
water is not needed by these customers for basic health and sanitation purposes, the rate 
for the first 5 HCF is not discounted.  The first tier usage rate applies up to 30 HCF, an 
amount sufficient to service the City’s small nonresidential customers.  For nonresidential 
customers on a base ¾ inch meter, 30 HCF/month is twice their average annual usage, 
and 20% greater than their average summer demands.  Since these accounts represent 
approximately 50% of the City’s nonresidential customers, the proposed rate structure will 
not significantly affect most of this customer class.   

The rates outlined herein are intended to fund the essential water treatment plant and other 
capital needs to serve existing water customers, meet the water fund's debt service 
requirements, provide the necessary funds for ongoing system management and operation and 
return the water fund to a desired level of financial stability.  The proposed rate structure also 
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supports the city's key goals of encouraging water conservation and is consistent with the "pay-
for-what-you-use" philosophy.  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.

5.2 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.   

TABLE 9 
TYPICAL WATER BILLS  

  Current  Typical Bill 
Description Bill (January each year) 

 Current Year 1 Year 5
Single Family (a)    

9 Units (3/4 inch meter) $29.88  $25.10  $41.75  
13 Units (3/4 inch meter) $35.16  $32.70  $57.75  
20 Units (3/4 inch meter) $44.40  $46.00  $85.75  

    
Commercial (b)    

20 Units (3/4 inch meter) $44.40  $58.00 $100.00  
60 Units (1 inch meter)  $97.20  $159.00  $300.00  
        

Notes:
(a) Where 9 units is the 1st quartile, 13 is the mean, and 20 the 75th percentile.  
(b) Where 20 units is the median/average and 60 is the 75th percentile.   

As shown, the calculated typical bills for the small to medium sized single family customer are not 
materially affected under the proposed rates.  In fact, in the low volume users is offered some rate 
relief in the first year.  Consistent with the purpose and pricing strategy of tiered rates, the City’s 
larger water users are expected to experience larger increases in their water bills as the proposed 
rate increases are implemented to recover the City’s water system costs of service.  Since the 
monthly service charge is not proposed to be increased along with the increasing tiered rates, 
some fluctuation in account level impact will continue among the City’s large and small water 
users over the next several years.   

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 
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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 this rate 
study.   

5.3 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 20 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 with Year 1’s estimated bill under the proposed rates only 
slightly greater and still in the low end of comparable agency charges.  It is interesting to note 
that even with the increase proposed five years from now, a Single Family Resident customer 
using 20 HCF per month in the City will still pay $25 to $30 per month less than the upper range 
water purveyors in the County current rates.  The proposed rates in that year are still less than a 
penny for a gallon 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.   

5.4 Summary of Proposed Rates  
The proposed rates are intended to fund the essential water treatment plant and other capital 
improvements needed to serve existing water customers, meet the water fund's debt service 
requirements, provide the necessary funds for ongoing system management and operation and 
return the water fund to a desired level of financial stability.  Since demand exceeds supply, the 
construction of the new water treatment facilities is an important element of the City’s water 
reliability program.  With current revenues of approximately $6 million and costs in year five 
projected to exceed $13 million, an increase in rates is essential.  The proposed rates are 
designed to meet this revenue shortfall.  The proposed rate structure is designed to encourage 
water conservation and is consistent with the "pay-for-what-you-use" philosophy.   

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.
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