TO: James L. App, City Manager
FROM: Doug Monn, Public Works Director
SUBJECT: Adoption of Proposed Water Rate Structure

DATE: September 2, 2008

NEEDS: 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.

FACTS: 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.

2. OnJuly 1, 2008, the City Council considered three alternative water rate structures
and selected a combined fixed and variable rate structure as the one to be proposed
for adoption. Council also instructed staff to provide the notices required by
Proposition 218 regarding the proposed water rates.

3. Notices were mailed to all property owners and water customers on July 2, 2008,
explaining the reasons for the proposed water rates and describing the manner in
which protests could be filed.

4. On August 19, 2008, City Council continued the public hearing and extended the
Proposition 218 protest period to September 2, 2008.

5. 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 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.

ANALYSIS &

CONCLUSION: 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 Revised Final Report” by
Kennedy/Jenks Consultants dated August 27, 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, and would provide a tiered structure. The
fixed rate component would be based on meter size. Single-family residences use
either a 5/8" or 3/4" meter; other uses require larger meters. As shown on the table
below, the fixed-rate component for a single-family home would not increase from
the current rate of $18 until 2010, when it would rise to $19.98, and gradually
increase annually to 2013.

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 one rate for up to 5 HCF and a higher rate over 5 HCF. Currently, a
single-family residence pays $1.28 per HCF.
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By way of comparison, a single -family residence that uses 30 HCF per month
currently pays $56.40 per month ($18.00 fixed rate plus $38.40 for 30 HCF). Under
the proposed rate structure, this same household would pay $92.90 in 2009; $143.43
in 2010; and $164.63 in 2011.

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

Water Rate Structure

Proposed Monthly Fixed Rates

Meter Size 2009 2010 2011 20121 2013
(inches)
5/8” & 3/4” $18.00 $19.98 $22.48 $24.95 $24.95
1” $25.20 $27.97 $31.47 $34.93 $34.93
1-1/2” $32.40 $35.96 $40.46 $44.91 $44.91
2”7 $52.20 $57.94 $65.18 $72.36 $72.36
3” $198.00 $219.78 $247.25 $274.45 $274.45
4” $252.00 $279.72 $314.69 $349.30 $349.30
6” $378.00 $419.58 $472.03 $523.95 $523.95
8” $522.00 $579.42 $651.85 $723.55 $723.55

Proposed Consumption Charge ($/HCF)

All Customers Except Single Family
All usage $2.56 $4.22 $4.86 $5.00 $5.15

Single Family Customers
0-5 HCF $2.18 $3.59 $4.13 $4.25 $4.39
>5HCF $2.56 $4.22 $4.86 $5.00 $5.15

Note: HCF = 100 cubic feet, or 748 gallons.

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
regardless of whether a customer has a 5/8-inch meter (as is typical for a single
family residence) or a 2-inch meter needed for a business with greater water
needs. Much of the water system component sizing and costs relate to delivery
capacity, so it stands that customers with higher potential water demand (i.e.
larger meters) pay a corresponding higher portion of the share in monthly costs.
In keeping with the principle that consumers should pay their fair share of
costs, the recommended fixed rate component is higher for larger meters.

! Both the fixed and variable rates would be subject to adjustment on January 1, 2012 and each January 1
thereafter, by the increase in the Consumer Price Index for All Urban Consumers (CPI-U) for the San
Francisco-Oakland-San Jose region as reported by the Bureau of Labor Statistics for the 12 months ending
October 31 of the prior year.
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