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Re: Water and Wastewater Rate Study

Bartle Wells Associates is pleased to submit to the Rio Alto Water District (District) the attached Final Water and
Wastewater Rate Study. The study presents BWA's analysis of the operating and non-operating expenses of the
District’s water and wastewater funds and provides five-year cash flow projections and rates. The primary
purpose of this study was to analyze the District's water & wastewater enterprise funds and make
recommendations that would achieve their financial sustainability.

BWA finds that the rates and charges proposed in our report reflect the cost-of-service for each customer, follow
generally accepted rate design criteria, and adhere to the substantive requirements of Proposition 218. BWA
believes the propaosed rates are fair and reasonable to the District’s customers,

We have enjoyed working with the District on this rate study and appreciate the assistance of District staff
memhers throughout the project. Please contact us with any future guestions about this study and the rate
recommendations.

Sincerely,
LA 728!

Wy WA cih Wy
Douglas Dove, PE, CIPMA Erik Helgeson, MBA
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1 EXECUTIVE SUMMARY

1.1 Introduction

The District retained Bartle Wells Associates to develop a long-term financial plan and 5-year rate
recommendations for the water and wastewater enterprises.

The revenues from the District’s water and wastewater enterprises are primarily derived from charges for services.
The District must establish rates and charges adeguate to fund the cost of providing services, which includes costs
for operations and maintenance, as well as capital improvements needed to keep the District’s utility
infrastructure in a safe and reliable operating condition.

The District has provided proactive financial stewardship by raising rates to keep revenues in line with the costs
of providing water service. Those rate increases have enabled the District to maintain its financial health. The prior
water rate increases strengthened the financial condition of the water enterprise. However, current rates are not
adequate to fund the needed improvements and meet regulatory water quality and supply requirements.

1.2 Rate Study Objectives

Key goals and objectives of this study include developing rates that:
e Recover the costs of providing service, including operating, capital, and debt funding needs,;
* Are proportionate, fair, and equitable to all customers;
s Are easy to understand and implement;

s Comply with the substantive requirements of the California Constitution, Article 13D, Section 6 {which
was adopted by the voters as Proposition 218 in 1996) and the general mandate of Article 10, Section 2
that prohibits the wasteful use of water;

¢ Support the long-term operational and financial stability of the District.
BWA worked closely with District staff to incorporate information and input, evaluate alternatives, and develop

recommendations. This report summarizes key findings and recommendations for water and wastewater rates
over the next five years.

1.3 Current and Proposed Water Rates

BWA recommends the District consider transitioning to a uniform water rate structure. The foliowing table shows
the current and proposed water rates.

BARTLE WELLS ASSOCIATES 1|Page
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Table 1 - Current and Proposed Water Rates

Current and Proposed Existing Proposed Proposed Proposed Proposed Proposed
Water Rates FY22-23 Janl, 2024 Jull,2024 Jull, 2025 Jull, 2026 Jull, 2027

Volumetric Rates ($/CCF)

Base Use {0-15 CCF) - $0.00
Volumetric (>15 CCF) 8130
Uniform Rate (All CCF) 51.21 $1.35 $1.50 $1.65 51.82

8i-Monthly Fixed Charge

Meter Size
3/4" $42.87 $37.03 $41.10 545,62 $50.18 555.20
1" $58.45 §50.46 $586.01 $562.17 $68.39 $75.23
2" '$144,15 $123.81 $137.43 515255  S5167.81 S184.59

1.4 Current and Proposed Wastewater Rates

The following table shows the current and proposed wastewater rates.

Table 2 — Current and Proposed Wastewater Rates

Existing and Proposed Existing Proposed Proposed Proposed Proposed Proposed

Sewer Rates FY22-23 Jan1, 2024 Jull, 2024 Juld, 2025 Jul 1, 2026 jull, 2027

Bi-Monthly Fixed Charges
Single Family Resid. $89.18 $102.68  S115.52 $127.07 $139.78  $153.76
1/2 single Fam Resid. 544,59 $51.34 - $57.76 $63.54 569.89 $76.88
TriPlex sewer $§267.56  $308.08  $346.59  $381.25 $419.38  $461.32
Duplex Sewer $§178.37  $205.38  $231.05  $254.16 $279.58  $307.54
Sewer Extention $105.26  $102.68  $115.52  $127.07 $139.78  $153.76
Low Pressure _ $105.26  $130.14  $146.41 $161.05 $177.16  $194.88
Low Pressure Duplex $210.52 5260.28 $292.82 $322‘10 $354.31 5389.74
Commercial $202.46  $233.06 $262.19 528841 $317.25 $348.98

Volumetric Charges

Commercial $0.55 $0.65 S0.73 50.80 S0.88 50.97
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2 BACKGROUND, OBJECTIVES, AND LEGAL REQUIREMENTS

The Rio Alto Water District {District) is located east of |-5 about 20 miles south of the City of Redding in a
community known as Lake California. The District provides water and wastewater services to over 1,400 customers
in an area that encompasses more than 9 square miles.

The revenues from the District’s water and wastewater utilities are primarily derived from charges for services.
The District must establish rates and charges adequate to fund the cost of providing water and wastewater
services, including costs for operations and capital improvements needed to keep District’s utility infrastructure
in safe and reliable operating condition.

The previous sewer rate study was performed in 2011 and the previous water rate study was last performed in
2016. Based on a survey of regional water and wastewater agencies, the District’s rates are close to the regional
average.

The District’s water and wastewater utilities are financially self-supporting enterprises. Revenues are derived
primarily from rates. As such, the District’s water and wastewater rates must be set at adequate levels to fund the
costs of providing service and:

¢ Fund ongoing operating and maintenance expenses

+ Address regulatory requirements

¢ Fund the capital improvement projects, related debt service and associated increased operating costs

» Provide funding for system maintenance and upgrades '

The prior water and wastewater rate increases strengthened the financial condition of the enterprises. However,
current rates are not adequate to fund the needed improvements and operating costs and meet debt coverage
requirements.

2.1 Rate Study Objectives

In 2023, the District retained BWA to develop a cost-of-service based rate study. The District has historically
adopted rate increases in order to keep revenues in line with the escalating costs of providing service. Key goals
and objectives of this study include developing rates that:

s Recover the costs of providing service, including operating, capital, and debt funding needs;
e Are proportionate, fair and equitable to all customers;
s Are easy to understand and implement;

s Comply with the substantive requirements of the California Constitution, Article 13D, Section 6 (which
was adopted by the voters as Proposition 218 in 1996) and the general mandate of Article 10, Section 2
that prohibits the wasteful use of water;

e Support the long-term operational and financial stability of the District.

BARTLE WELLS ASSOCIATES 3
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2.2 Rate Study Process

The general process used for this cost-of-service rate study is summarized in the following diagram.

Figure 1 - Cost-of-Service Rate Study Process

- Project . long-

~initiation - Demand ~ Range  Cost . Ra
c.and Data’ " Analysis - Financial - Allocation - - Des

 Collection

Key elements of the study include:

1) Project initiation and Data Collection — Review financial policies; collect financial and other relevant data;
and review rate structures;

2) Demand Analysis — Analyze past customer demands and customer characteristics to forecast future demands;

3) Long Range Financial Plans — Develop financial projections to evaluate annual revenue requirements from
rates and the overall level of rate increases needed to fund the costs of providing service and support long-
term financial stability;

4) Cost Allocation — Group the District’s costs in terms of the function they serve as a basis to proportionally
allocate the revenue requirement from rates;

5} Cost-of-Service Rate Design — Develop rates that proportionately recover costs; and

6) Prop 218 Process — Ensure compliance with the substantive and procedural requirements of Proposition 218.

2.3 Constitutional Requirements for Rates

The water rates proposed in this report are designed to comply with two key articles of the California Constitution:
Article 13D and Article 10, as explained below.

2.3.1 Article 13D, Section 6

Proposition 218 was adopted by California voters in 1996 and added Articles 13C and 13D to the California
Constitution. Article 13D, Section 6 governs property-related charges, which the California Supreme Court has
ruled, includes rates imposed for water delivered through pipes connected to property. Article 13D, Section 6
gstablishes both a} procedural requirements for imposing or increasing property-related charges, and b)
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substantive requirements for those charges. Article 13D requires voter approval for new or increased property-
related charges but exempts rates for water, wastewater, and garbage service from this voting requirement if
rates are adopted by the appropriate procedure and meet the substantive requirements. This report recommends
water rates designed to comply with the substantive requirements of Proposition 218.

The substantive requirements of Article 13D, section 6 requires property-related charges, such as the District's
water and wastewater rates, to meet the following conditions:

1) Revenues derived from the fee or charge shall not exceed the costs required to provide the property-
related service.

2) Revenues derived from the fee or charge shall not be used for any purpose other than that for which the
fee or charge was imposed.

3) The amount of a fee or charge imposed upon any parcel or person as an incident of property ownership
shall not exceed the proportional cost of the service attributable to the parcel.

4) No fee or charge may be imposed for a service unless that service is used by, or immediately available to
the property in questien.

5} No fee or charge may be imposed for general governmental services, such as police or fire services, where
the service is available to the public at large in substantially the same manner as it is to property owners.

2.3.2 Article 10, Section 2

Article 10, Section 2 of the California Constitution states that:

it is hereby declared that because of the conditions prevailing in this State the general welfare requires that
the water resources of the State be put to beneficial use to the fullest extent of which they are capable, and
that the waste or unreasonable use or unreasonable method of use of water be prevented, and that the
conservation of such waters is to be exercised with a view to the reasonable and beneficial use thereof in the
interest of the people and for the public welfare.

2.4 Statute of Limitations

Pursuant to California Government Code 53759, there is a 120-day statute of limitations for challenging any new,
increased, or extended fees. This statute of limitations applies to the water rates proposed in this rate study and
is included in the Proposition 218 Notice.
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3 PROJECTED WATER DEMAND AND CUSTOMER CHARACTERISTICS

3.1 Projected Water Demand

BWA uses a conservative approach when forecasting water use and growth projections in order to ensure the
District is not dependent on population growth and water demand recovering from the recent drought. Projected
FY 23/24 water demand is conservatively based on the lowest actual metered demand for the last five fully
recorded years.

Table 3 — Historic and Projected Metered Demand

Customer Data FY 17-18  FY 3819 FY19.20 FY20-21 FY21-22 FY22-23 FY23-24

Actual Actual Actual Actugl  Actual Projected Projected
Total Water Production (CCF} 254,283 248,214 268,254 271,507 246,452 227,070 226,614
Bilied, Metered Consumption {CCF} 231,695 225599 250,999 247,510 232,326 210,642 210,642
Water Loss (%) 8.9% 9.1% 6.4% 8.8% 5.7% 8% 8%
Total Accounts (#) 1,322 1,340 1,365 1,385 1,412 1,412 1,412
Growth (%) 1.36% 1.87% 1.76% 1.66% 0.00% 0.00%
Annual Metered Use (CCF) per Accoun 175 1568 184 178 165 165 165

3.2 Water Services and Equivalent Capacity

The size of a customer’s meter reflects the demand they require of the water system’s capacity. A significant
percentage of the costs of any water system is related to its requirement to deliver water to any customer
instantaneously at any time, up to the maximum safe flow capacity of a customer’'s meter. Simply put, as the size
of a customer’s water meter increases, the instantaneous demand it can place on the District’s water system
increases. A meter equivalent unit (MEU) is the ratio of any meter’s safe maximum flow to that of a 3/4” meter’s.
The safe maximum flow is based on the American Water Works Association’s meter service equivalent standards.
The proposed fixed rates by meter size are determined based on the number of MEU’s. The following Table shows
the current number of water accounts by meter size and the corresponding meter equivalent units,

Table 4 — Water Customers and Equivalent Demand Units
Meter Equivalent  Meter Equivalent

Meter Size Services Ratio** Units {MEUs)
3/4" 1,226 1.0 1,226.0
1" 180 1.7 300.6
2" G 53 32.0

Total . 1,412.0 1,558.6

* Customer data as of June 2023 provided by staff
** Capacity factors based on AWWA operating capacity standards by meter size

By BARTLE WELLS ASSOCIATES 6
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4 WATER FINANCIAL PLAN

4.1 Water Financial Overview

BWA conducted an independent evaluation of water enterprise finances and concluded the previous rate
increases have put the water enterprise in a sound financlal position. Continual, gradual increases are projected
to maintain its strong financial position.

The District relies almost solely on revenues from water rates to fund the costs of providing service. As such, water
rates must be set at levels adequate to fund the costs of operating and maintaining the water system, and fund
necessary capital improvements to keep the water system in good operating condition.

4.2 Key Drivers of Rate Increases

The District is facing several manageable financial challenges that will drive the need for rate increases in
upcoming years. Key drivers of future rate increases are summarized below.

Capitel improvement Funding Needs

The District’s water system requires a steady stream of repair and improvement projects. Accounting for
construction cost inflation, the District anticipates funding approximately $1.7 million of capital improvement
projects over the next 5 years.

Ongoing Operating Cost Inflution

The District faces annual cost inflation due to annual increases in a range of expenses including staffing, utilities,
insurance, supplies, etc. On top of rate increases needed for capital improvements, annual rate increases are
needed to keep revenues aligned with cost inflation and prevent rates from falling behind the cost of providing
service. Water cost inflation has historically been higher than the Consumer Price Index {CPI} for consumer goods
and services. Historically inflation has typically remained consistently around 3%, but recently inflation has
reached forty-year highs with the CPI and ENR CCl exceeding 7% in 2022. It is not expected that inflation will
remain at such high levels in the future, so for the purposes of this rate study, average annual inflation is projected
to be 4.5%.

Water Reserve Funds

Maintaining a prudent minimal level of fund reserves provides a financial cushion for dealing with unanticipated
expenses, revenue shortfalls, and emergency capital repairs. BWA developed a financial plan designed to maintain
prudent reserve levels that are in-line with water utility industry standards.

Debt Service Covergge

Most municipal debt requires that the issuer generate net operating revenues of 1.25 times the total annual deht
service payment or greater. This is referred to as “debt service coverage”. To support a strong credit rating and
good financial health, the current BWA recommends the District maintain a minimum debt coverage ratio of13
times the annual payment or greater. '
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4.3 Financial Plan Assumptions

The financial projections incorporate the latest information available and a number of reasonable and slightly
conservative assumptions for planning purposes. Key assumptions include:

Revenue Assumptions
e  Water rate revenues are based on estimated revenues for the current fiscal year.

¢ Rates proposed to be adopted in December 2023 will be effective on January 1, 2024, with rate adjustments
planned to become effective on July 1 of each of the subsequent four fiscal years beginning July 1, 2024,

s To be conservative and ensure revenues will be sufficient, BWA assumed growth to be two new single family
connections added per year.

e Interest earnings are projected based on the annual beginning fund balance multiplied by the projected
interest rate. The interest rate projections are conservatively based on recent and anticipated interest rates.

Expense Assumptions

e Operating and maintenance costs are primarily based on the 2023/24 budget.

e Operating costs are projected to escalate at 4.5% per year to account for cost inflation.

e Debt service projections are based on outstanding debt schedules and projected issuances of new debt.

e Capital improvement costs are based on the most recent engineering cost estimates. Capital costs include a
4.5% annual construction cost inflation factor for the next five years. '

4.4 Cash Flow Projections

Long-term cash-flow projections were developed based on assumptions and key drivers of future rate increases
described above. The projections were used to determine the water utility’s annual revenue requirements and
project required water rate revenue increases. The long-term cash-flow projections incorporate the latest
information available from the District’s budget, annual reports, capital spending projections, and metered water
demand data, as well as a number of reasonable assumptions developed with input from the District. The overall
rate revenue increases shown for each of the following scenarios are designed to fund the District’s cost of
providing service and maintain roughly balanced budgets, healthy debt service coverage, and prudent reserves.
The projectionsindicate the need for increases for water rate revenues for each of the next five fiscal years. Actual
impacts to customers’ water bills will vary based on meter size and water use, due to the outcome of the updated
cost-of-service analysis.

In future years, the District can re-evaluate its finances and revenue requirements and adjust rates as needed
based on updated projections. However, while the District always has the flexibility to imptement rate
adjustments that are lower than adopted pursuant to Proposition 218, future rates cannot exceed adopted
increases without going through the Proposition 218 process again. Rates adopted pursuant to Proposition 218
are essentially future rate caps.

BARTLE WELLS ASSOCIATES 8
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The following figure visually depicts the cash-flow projections with the proposed rate increases for the next five
years. Projected expenses are summarized into key categories. The figure also shows the projected fund reserves
at the end of each fiscal year.

Figure 2 — Projected Cashflow Graph

- | ~
~ Rio Alto Water District
Projected Water Revenues & Expenses ($ millions)
$1.4 - : ' :
$1.2 - ' S
S1.0
$0.8 -
$0.6 o - -
Rate Funded Capital
50.4 |- Debt Service
0&M
$0.2 - Revenue
- eserves
$0.0 - - - : | .
W FY 22-23 FY 23-24 FY 24-25 FY 25-26  FY 26-27 FY 27-28
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Detailed, long-term, cash-flow projections for this scenario are shown in the following table.

Tabie 5 ~ Detailed Cash Flow Projections

‘Water Fund

BY 22-23  FY23-34  FY24-2%  FY 2526 FY26-2%  FY 2728

RateRevenuelncresse . . A10% 110% . 110%  100% . 100%
Beginning Reserves 8891, 721 S1,048,042 $872,974 SE3IZG01  $796570 S$8635417
Revenues

Rate Revenue $538,47% S5284B7 3587442 5652973 §7I5B15 5789515

Rate increase Revenue € 58,184 64,510 71827 72,582 78,951

Fiming Adjustment* -29087

{ther Revenus 368,441 287,483 3133101 313,251 515,460 314,736
Total Revenue S8U6,912  $855,017  $865,161 51,038,051 $1,114,857 51,184,202
Expenses

Operating Expenses S609,837  $692408 5708151 5739254 $773,318  $B07283

Existing Debt Service 71,854 71,954 71,854 71,954 71,954 71,954

New Debt Service 0 0 O o g 24,000

Rate Funded Capits] $58,800 $265,722 $225429 §262,874 5187737 8272295
Total Expenses $740,591 51,030,084 $1,005,534 $1,074,082 51,043,010 $1,185,532

Ending Reserves $1,048,042 $B72,874 S$B32,601 $796,570 $B65A417 874,087

{ebt Coverage

299

2.26

3.57 4,15 4.70 385

*Reflects January rate implementation
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5 COST-OF-SERVICE RATE DERIVATION

Article XIll D, Section 6 of the California Constitution (which was adopted by the voters In 1996 as a part of
Proposition 218) requires that the District adopt only rates that meet a number of substantive requirements.

Specifically:

(1} Revenues derived from the water rates cannot exceed the funds required to provide water service.

(2} Revenues derived from the water rates cannot be used for any purpose other than providing water
service. _

(3) The amount of the water rates imposed upon any parcel or person as an incident of property ownership
cannot exceed the proportional cost of the service attributable to the parcel.

(4) Water rates may not be imposed unless the water service is used by, or immediately available to, the
owner of the property in question.

Each water customer in the District is charged both a bi-monthly fixed rate and a volumetric rate based on the
quantity of water delivered by the District to the customer. This reflects that (i) some system costs are based
entirely on the actual quantity of water consumed, (i} other system costs are fixed from the point of view of the
District, but are a result of design decisions that were made to accommodate all users, including high-demand
users, and (iii) some costs, particularly the cost of administering the water system, would be targely the same
regardless of the volume of water consumed.

Water utilities have employed a wide range of approaches or perspectives for allocating and recovering their costs
for providing service, often through a combination of fixed and variable charges. The percentage of revenues
derived from the fixed and variable charges should be proportional to each system’s expenditures and must not
exceed the cost of providing service.

Many of the District’s costs are fixed costs that do not vary by the level of service provided, such as operational
and staff costs, as well as costs for building and maintaining infrastructure. Some of these costs are related to the
number of customers, but most of the fixed costs are related to the total capacity of the water system. Fixed costs
related to system capacity can reasonably be apportioned by meter size or variable, usage-based rate recovery in
recognition that both units of measure reasonably reflect customer usage driving the District to incur capacity-
related costs. For example, a share of the fixed cost of salaries related to water production can reasonably be
recovered from usage-based charges as these costs are incurred to provide water supply to meet customer
demand or from a fixed charge based on a customer’s meter size which reflects the magnitude of water a customer
can pull from the water system. Likewise, debt service payments may be fixed annual costs, but it is reasonable
to recover some of these costs from usage-based rates as the costs are incurred to fund infrastructure that will
improve the water delivery system.

While there is no single correct approach, BWA believes that costs should be allocated within a reasonable range
that reflects both a) underlying cost causation, to the extent such causation can reasonably be determined or
estimated, and b) the policy preferences of the agency in cases where a range of reasonable approaches can be
justified.
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5.1 Rate Structure Scenarios

BWA developed and presented the following three rate structure scenarios to the Board:

e Scenario 1, 15 CCF Base — Continue to include base use of 15 CCF with the meter charge

+ Scenario 2, 10 CCF Base — Include base use of 10 CCF with the meter charge

e Scenario 3 Uniform Rate — Include no base use with the meter charge
BWA recommended the District consider transitioning to a uniform rate structure and the Board agreed and chose
to move forward with Scenario 3.

5.2 Functional Allocation

There must be a cost-based nexus between the revenue requirement from the cash flow and the proposed rates.
The nexus is created by allocating the expenses and offsetting non-rate revenues to functional components and
then dividing each functional component’s revenue requirements by the allocations units most reasonably related
to each function. A functional component reflects a grouping of the utility’s expenses whose magnitude is driven
by the quantity of a specific unit-of-measure. For example, costs allocated to the customer functional component
are driven by the number of customers served by the water enterprise.

The functional components used in this study are as follows:

e Customer - Fixed costs are recovered per customer. Fixed costs or costs related to serving each customer were
allocated to this category.

e Capacity - Fixed costs are recovered per Meter Equivalent Unit {MEU). Fixed costs or costs related to system
capacity were allocated to this category.

» All Volume - Costs reasonably recovered volumetrically were allocated to this category. Volumetric costs are
recovered per unit of volume {100 cubic feet (CCF}) based on all projected demand.

Related expenses and non-rate revenues were grouped into the following allocation categories before being

allocated to each functional category: '

e Transmission and Distribution - expenses include the operating costs related to the District’s potable water
distribution systems. These costs are recovered from the All Volume functional component because they are
sized to meet peak water demands.

" & Administration - Expenses and non-rate revenues were allocated to reflect that some administrative costs are
driven by the number of customers (Customer) and some are driven by the size of the system (Capacity}.

o Source of Supply - expenses include the operating costs related to the wells. These costs are recovered
partially from the Capacity and All Volume functional components because the wells must meet peak capacity
but also provide redundancy.

¢ Debt Service and Capital - expenses and non-rate revenues are allocated 60% to Capacity and 40% to All
Volume because these costs are fixed or one-time expenses but are related to the overall capacity of the
system which is driven by the projected volume of water sold.

The following tables show a breakdown of the water utility’s expenses and offsetting revenues and how they are
allocated by function. The proportional allocation is then applied to the rate revenue requirement so that the

| BARTLE WELLS ASSOCIATES 12
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rates are proportional to the cost of service provided. To recover the allocated revenue reguirements
proportionally to the service provided, a unit cost must be derived. Critical to this step Is using the unit which
relates to the function. The allocation amounts are based on an average of the expenses over the next five years,

Table 6 - Functional Allocation

Projected 5-Year Average

Offsetting  Alocation

Functional Allocation Amount Revenue Amount Customer  Capacity All Volume Total
Administration $531,066 583,597 $447,069 55% 25% 20% 100%
Source of Supply $107,749 1] $107,749 30% 70% 100%
Transmission & Distributio 5141,933 50 5141,933 100% 100%
Debt Sarvice £71,954 S0 $71,954 50% 50% 100%
Capital 5244,812 511,318 $233,493 ) 60% 40% 100%

Fusnictional Allocation $ $1,097,514 595,315 51,002,199 5245888  $320,165 $436,146  $1,002,199

Functional Allocation % 24.53% '31.95% 43.52% 100%

FY 23/24 Revenue Requirement $143,898 $187,425 $255,297 $586,621

5.3 Water Rate Derivation

Bi-Monthly Fixed Service Charges

This charge applies to all active services. It recovers the Capacity functional component revenue requirement on
a per MEU basis. The MEU varies by meter size. MEU ratios are based on the AWWA meter equivalent ratio for
each meter size.

Bi-Monthly Woter Use Charges
These charges apply to every unit of water sold. It recovers the All Volume functional component revenue
requirement on a unit (CCF) basis. Non-residential have a uniform volumetric rate while residential customers
have a two-tier rate structure.

The following table shows the water rate allocation units and total revenue requirement by functional component
and the derivation of rates. Volumetric rates for each class and tier are calculated based on the actual volumes of
average and peak use water billed in the previous year.

RARTLE WELLS ASSOCIATES 13
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Table 7 - Water Rate Derivation
Velumetric Charge Caleulation

Allgcation Units All Volume
Unit of Measure CCF
Total Water Use CCF 210842
fevenue Requirement 8259297
“nit Cost ($/Unit) $1.21

Bi-Monthly Fixed Charge Calculation

Allocation Units Customer Capacity
‘Unit of Measure Customers . MEUs
Allpcation Units 8472 28351
Revenue Requirement 14 8 3187425
Unit Cost {$/Unit) $18.99 520.04

Capacity gi-Monthly Capacity Bi-Monthly Capadity

Meter Factor®™ Component Component Bi-RMonthly Fixed Charge
a8 106 316,99 82004 837.03
1" 1.67 §16.9% 533.47 55046
2 5,83 516.9¢ $1i06.83 $123.84

5.4 Proposed Water Rates

The following table shows a 5-year schedule of proposed water rates.

Table 8 — Proposed Water Rates

Current and Proposed Ex'i's'ting Proposed Proposed Proposed Proposed Proposed
Water Rates FY 22-23 lJanl, 2024 Jul 1, 2024 Juld, 2025 Jull, 2026 Jull, 2027

Volumetric Rates ($/CCF)

Base Use (0-15 CCF) $0.00
Volumetric (>15 CCF) $1.30
Uniform Rate {All CCF) _ 51.21 $1.35 $1.50 $1.65 $1.82

Bi-Monthly Fixed Charge

Meter Size
3/4" $42.87 537.03 541.10 545,62 550.18 $55.20
1" $58.45 $50.46 $56.01 $62.17 568.39 $75.23
2" $144.15 $123.81  $137.43  $152.55 $167.81  S184.59
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5.5 Residential Bill Comparison (%” Meter)

The following chart compares the water bills for a typical single-family home to those of other regional agencies.
Rates can vary widely from agency to agency due te a wide range of factors. The survey shown is for comparative
purposes only.

Table 9 ~ Bill Impacts

Water Rate Scenarios Existing 2023  Proposed
Bi-Monthly Fixed

Charge (3/4" meter) $42 .87 $37.03
Volumetric Rate - 8130 $1.21
CCF Included in Base 15 0

Bi-Monthly Use (CCF)  Totai Bi-Monthly Bill

0 $42.87 $37.03
14 $42.87. $54.00
24 854,57 $66.12
80 | $127.37  $133.99
Change in Bi-Monthly Bilt {$)
0 $0.00 -$5.84
14 $0.00 $11.13
24 $0.00 $11.55
80 . $0.00 $6.62
Change in Bi-Monthly Bill (%)
0 0.00% -13.62%
14 0.00% 25.96%
24 0.00% ° 21.16%
80 0.00% 5.20%
f SARTLE WELLS ASSOCIATES 15
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Figure 3 — Bi-Monthly Bill Impacts
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5.6 Regional Residential Bill Comparison

The following chart compares the water bills for a typical single-family home to those of other regional agencies.

Rates can vary widely from agency to agency due to a wide range of factors. The survey shown is for camparative
purposes only, '

Figure 4 — Bi-Monthly Residential Bill Comparison (Average Use: 12 CCF, 3/4” Meter)

. S300 o Monthiy Residential Water Rate Survey
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$250 3 Fixed Charge 8 Variable Charge 5246.00
$ZQO _— o b e .
3150 :
$121. 28122, $126.70
- $100
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6 WASTEWATER FINANCIAL PLAN

6.1 Wastewater Financial Overview

BWA conducted an independent evaluation of wastewater enterprise finances and concluded the previous rate
increases have put the wastewater enterprise in a sound financial position,

The District relies almost solely on revenues from wastewater rates to fund the costs of providing service. As such,
wastewater rates must be set at levels adequate to fund the costs of operating and maintaining the wastewater
system, fund necessary capital improvements to keep the wastewater system in good operating condition.

6.2 Key Drivers of Rate Increases

The District is facing several manageable financial challenges that will drive the need for rate increases in
upcoming years. Key drivers of future rate increases are summarized below.

Capital Improvement Funding Needs

The District takes a proactive approach to maintaining its wastewater system, which requires ongoing repair and
improvement projects. Accounting for construction cost inflation, the District anticipates funding approximately
$1.2 million of capital improvement projects over the next 5 years.

Ongoing C‘)pefat;’ng Cost Inflation

The District faces annual cost inflation due to annual increases in a range of expenses including staffing, utilities,
insurance, supplies, etc. On top of rate increases needed for capital improvements, annual rate incraases are
needed to keep revenues aligned with cost inflation and prevent rates from falling behind the cost of providing
service. Wastewater cost inflation has historically been higher than the Consumer Price Index (CPI) for consumer
goods and services. Historically inflation has typically remained consistently around 3%, but recently inflation has
reached forty-year highs with the CPI and ENR CCl exceeding 7% in 2022. It is not expected that inflation wilt
remain at such high levelsin the future and for the purposes of this rate study average annual inflationis projected
to be 4.5%; in-line with the District’s budget inflationary projections.

Wastewoter Reserve Funds

Maintaining a prudent minimal level of fund reserves provides a financial cushion for dealing with unanticipated
expenses, revenue shortfalls, and non-catastrophic emergency capital repairs. BWA developed a financial plan
designed to maintain prudent reserve levels that are in-line with industry standards.

Delbt Service Coverage

Most municipal debt requires that the issuer generate net operating revenues of 1.25 times the total annual debt
service payment or greater. This is referred to as “debt service coverage”. To support a strong credit rating and
good financial health, the current BWA recommends the District maintain a minimum debt coverage ratio of 1.3
times the annual payment or greater.
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6.3 Financial Plan Assumptions

The financial projections incorporate the latest information available and a number of reasonable and slightly
conservative assumptions for planning purposes. Key assumptions include:

Revenue Assumptions
o Wastewater rate revenues are based on estimated revenues for the current fiscal year.

e Rates proposed to be adopted in December 2023 will be effective on January 1, 2024, with rate adjustments
planned to become effective on July 1 of each of the subsequent four fiscal years beginning July 1, 2024,

e To be conservative and ensure revenues will be sufficient, BWA assumed growth to be two new single family
connections added per year.

s Interest earnings are projected based on the annual beginning fund balance multiplied by the projected
interest rate. The interest rate projections are conservatively based on recent and anticipated Interest rates.

Expense Assumptions

e Operating and maintenance costs are primarily based on the 2023/24 budget.

¢ Operating costs are projected to escalate at 4.5% per year to account for cost inflation.

¢ Debt service projections are based on outstanding debt schedules and projected issuances of new debt.

e The District is projected to need to finance $1,000,000 of capital spending. BWA assumed the Distrid_will get
SRF financing but included a conservative interest rate of 5%. '

* Capital improvement costs are based on the most recent engineering cost estimates. Capital costs include a.
4,5% annual construction cost inflation factor for the next five years.

e Upon the completion of the Onsite Hypo Generation at WWTP project the District should not heed to coritinue
purchasing chlorine. This is reflected in the expenses projections. ' ‘

6.4 Cash Flow Projections

Long-term cash-flow projections were developed based on assumptions and key drivers of future rate increases
described above. The projections were used to determine the wastewater utility’s annual revenue requirements
and project required wastewater rate revenue increases. The long-term cash-flow projections incorporate the
latest information available from the District’s budget, annual reports, capital spending projections, and metered
water demand data, as well as a number of reasonable assumptions developed with input from the District. The
overall rate revenue increases shown for each of the following scenarios are designed to fund the District’s cost
of providing service, maintain roughly balanced budgets, maintain healthy debt service coverage, and maintain
prudent reserves. The projections indicate the need for increases for wastewater rate revenues for each of the
next five fiscal years. Actual impacts to customers’ wastewater bills will vary based on strength category and water
use, due to the cutcome of the updated cost-of-service analysis.

§ BARTLE WELLS ASSOCIATES 19
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In future years, the District can re-evaluate its finances and revenue reguirements and adjust rates as needed
based on updated projections. However, while the District always has the flexibility to Implement rate
adjustments that are lower than adopted pursuant to Proposition 218, future rates cannot exceed adopted
increases without going through the Proposition 218 process again. Rates adopted pursuant to Proposition 218
are essentially future rate caps.

The following figure visually depicts the cash-flow projections with the proposed rate increases for the next five
years, Projected expenses are summarized into key categories, The figure also shows the projected fund reserves
at the end of each fiscal year.

Figure 5 — Projected Cashflow Graph
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Detailed, long-term, cash-flow projections for this scenario are shown in the following table.

Table 10 - Detailed Cash Flow Projections

Sewer Fund FY 22-23

FY 23-24

FY 26-27

Rate Revenue Increase -

sox

FY 24-25 FY 25-26

$272,016 $314,918

Y 27-28

$327,019 $363,450

Beginning Reserves 5280,267 $295,964
Revenues :
Rate Revenue $504,391 $503,832 $579,406 $651,832 5717,015 $788,717
Rate Increase Revenue 0 75,575 72,426 . 65,183 71,702 78,872
Timing Adjustment* -37,787
Other Revenue 193,968 169,276 168,858 169,841 170,532 171,483
Total Revenue $698,359 $710,895 $820,690 5886,856 $959,249 $1,039,072
Expenses S ‘
Operating Expenses $651,041 $684,265 $730,737 $764,647 5798,4}51 5777,32%
Existing Debt Service 31,621 31,377 31,377 31,377 31,377 31,377
New Debt Service 0 0 0 31,000 62,000 62,000
Rate Funded Capital 750 519,200 $15,675 $47,730 $30,990 $65,589
Total Expenses $682,662 $734,842 $777,789 $874,754 $922,318 $936,287
NetRevenues . | $15,697 523947 ' $42801 . $12,102 . $36430 _ $102785
Ending Reserves $295,964 $272,016 - $314,918 $327,019 $363,450 $466,235
Debt Coverage 1.50 0.85 2.87 1.96 1.72 . 2.80

*Reflects January rate impiementation
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7 WASTEWATER COST OF SERVICE ANALYSIS AND RATE DERIVATION

BWA derived updated wastewater rates that account for both a) the overall rate increases identified in the
financial projections, and b) proposed rate structure modifications. The proposed rates are designed to equitably
appoftion and recover costs from the District’s customer base. The basic methodology used to develop new rates

includes the following steps: )
Figure 6 — WW Cost of Service Analysis and Rate Derivation Process

Estimate Wastewater Flow & Strength Loadings

The wastewater flow, BOD, and TSS concentrations for each
_class were multiplied by the billing units and balanced to fall
" within the range of recent WRF inflows and loadings.

Alocate Cost to Functional Component

Each cost was allocated to fuhction:
fixed capacity (EDU), flow, BOD, and TSS.

Derive Unit Rates for Wastewater Capacity, Flow & Sirength

Divide costs allocated for reéovery from fixed capacity, flow and
strength by total loadings for each functional compbnent to-
derive unit rates for wastewater EDU, flow, BOD, and TSS. The
unit rate per EDU is paid by all customers as a bi-monthly fixed
' service charge. '

Allocate Flow & Strength Costs to Customer Classes

Multiply unit rates by the wastewater flow and loadings
of each customer class to determine the revenue
requirement of each class.

Residential Rate Derivation Non-Residential Rate Derivation
Allocate the revenue requirement for cost Divide the revenue requirements for each
recovery based on EDU. Divide costs rate (fixed and volumetric) by the projected
allocated each category by their respective billable units {number of customers and
billing units, water use) for each rate.
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7.1  Flows and Loadings

The following table estimates the flows and loadings of each customer class based on analysis of recent winter
and annual water consumption data and wastewater strength assignments for each customer class.

» Residential flows per unit are based on analysis of historical winter water use data. Residential wastewater
strength concentrations are based on estimates previously published by the State Water Resources
Control Board {SWRCB). Residential wastewater strength concentrations have increased over the past
decade as the volume of wastewater flow has decreased due to transition to low-flow toilets, water-
efficient appliances, and other water conservation and efficiency measures.

¢ Commercial estimated wastewater flows are adjusted to account for a 20% RTS factor. The RTS factor was
based on an analysis of winter and summer water use.

The resulting flow and strength projections for each class are shown in the following table and provide the basis
for allocating costs and deriving equitable wastewater rates for each customer class.

Table 11 — Wastewater Flows and Loading

Wastewater Projected . .
Flowsand  #of Sewer #ofSewer | Est.MoFlow  Projected Flow Flow  Strength (mg/l) Loadings {Ibs)
Loadings  Customers  EDUs' | CCF Per EDU® Water Use CCF° Factor'  ceF gon’  1ss' | BoD TS
Residential 911 927 7.00 N/A 77,826 220 220 106,906 106,906
Commercial 2 9 35.00 3,782 20% 756 200 200 944 944
Total 78,582 107,850 107,850

" MEDU" stands for equivalent dwelling unit

% Flow estimate based on average winter use

3 ueeE stands for hundred cubic fest

* Flow factor based on estimated flow returning to sewer
® "MG" stands fbr 1,000 gallons

S nGPD" stands for gallons per day

7 "BOD" stands for biochemical oxygen demand

8 755" stands for total suspended solids

? State Water Resource Control Board (SWRCB} Guidelines for Wastewater Agencies

7.2  Functional Allocation

The next step in the cost-of-service analysis is to assign wastewater system costs in each allocation category for
revenue recovery via the functional cost components of flow, BOD (biochemical oxygen demand), and TSS {total
suspended solids). While there is no single correct approach for cost allocation, BWA believes that costs should
be allocated within a reasonable range that reflects both a) underlying cost causation, to the extent such causation
can reasonably be determined or estimated, and b) the policy preferences of the agency in cases where a range
of reasonable approaches can be justified. This process is intended to proportionately allocate costs to each
functional component to determine the revenue requirement for each component. The allocations to each
functional component were based on input from District staff.
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The functional cost components are described as follows:

s Flow reflacts costs associated with the volume of wastewater collected and treated.

» BOD reflects costs associated with treating BOD.

e TSS reflects costs associated with treating TSS.

The following table shows a breakdown of the wastewater utility’s expenses, how they are allocated and calculates
the unit rates per unit of flow, BOD and TSS. The wastewater rate revenue requirements from the prior table for
each functional component are divided by the units related to each function.

Table 12 — Functional Cost Allocation

roj -Year Ave,
Offsetting Allocation
Functional Allocation Amount Revenue Amount Flow BOD TSS Total
Administration 5468,541 $13,200 $455,341 0%
Collaction System §119,920 S0 5119,920 100% 100%
Treatment $191,330 $0 $191,330 20% 40% 40% 100%
Debt Service 562,377 SO $62,377 20% 40% 40% 100%
Capital 535,837 59,984 525,853 33% 33% 33% 100%
Funciional Allocation § $878,005 $23,184  $854,821 $179,279 $110,101 $110,101 $399,480
Functional Allocation % 44,.88% 27.56% 27.56% 100%
FY 22/23 Revenue Requirement $226,120 $138,856 $138,856 $503,832
LPSS Allocation -$2,880 _
Final Revenue Requirement $223240 $138,856 $138,856 $503,832
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7.3 Flow and Strength Revenue Requirement by Class

Revenue requirements for each customer class are calculated by multiplying the unit rates for flow, BOD and TSS
from the volume of wastewater flow and loadings associated with each class.

Table 13 — Flow and Strength Revenue Requirement by Class

Aliocation Units | Flow BOD 155

Lnit of Measure # Epud {CF

Allocation Units 78,582 107,850 107,850

Zevenue Requirement 8223240 £158 85¢ 5138 856

‘Unit Cost [§/Unit) $3.84 51.29 41.29

‘Revenue Requiremant Flow BOD T8S © Total

Units

Residential 77,826 108,906 106,906

Commaercial 756 644 944

Revenue Requirement

-Residential 8221,081 $137.640 8137640 $496,371

Commercial 82,149 51218 $1.216 §4,581
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7.4 Domestic Rate Derivation

Residential rates are derived by dividing the total amount of costs designated residential rate recovery by the total
number of residential fixed billing units.

Tahle 14 — Residential Rate Derivation

Sewer Low
‘Unit Cost Calculation System Pressure
Total EDUs 926.50 22,00
Revenue Requirement $196,370.98 $5,151.22
$ per EDU $535,75 $143.24
Bi-Monthly S per EDU $89.29 $23.87
Bi-Manthly Residential Rate Sewer Low  ALFY 22.28 AtFY 13-24
Derivation EDUs Systam Prassure Revenue Revenusg
Single Family Resid. 1.00 $89.29 $89.29 $102.68
1/2 single Fam Resid. 0.50 544,65 344.65 §51.34
TriPlex sewer 3.00 $267.89 4267.89 $308.08
Duplex Sewer 2.00 $178.59 $178.59 $205.38
Sewer Extention 1.00 $89.29 $89.29 $102.68
Low Pressure 1.00 584,28 473,87 311318 $130.14

Low Pressure Duplex 2.00 3178.58 847,75 822633 §260,28

7.5 Non-Residential Rate Derivation

The following table calculates rates for the commercial customer class by dividing the revenue requirements for
fixed and variable rates by the billable units applicable to each rate,
Table 15 — Non-Residential Rate Derivation

Commercial Rate Derivation Fixed Volumetric
FY 22/23 Revenue Requirement $2,431.98 $2,148.57
Units 2.00 3,781.58
S per Unit 51,215.99 $0.57
‘Bi-Monthly S per Customer $202.66
Bi-Monthly FY 23/24 Rates $233.06 50,65
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7.6 Proposed Wastewater Rates
The following table shows a 5-year schedule of proposed wastewater rates. The rates are designed to recover the
District’s costs of providing wastewater service while achieving roughly balanced budgets in upcoming years.
Table 16 — Proposed Wastewater Rates _
Existing and Proposed Existing Proposed Proposed Proposed Proposed Proposed

Sewer Rates FY 22-23 Jan 1, 2024 Jul i, 2024 Jul1, 2025 Jull, 2026 Jull, 2027
gi-tMonthly Fixed Charges
Single Family Resid. $89.18 $102.68 S$11552  $127.07  5139.78 515376
1/2 single Fam Resid. ' 544.59 $51.34 $57.76 563.54 $69.89 $76.88
TriPlex sewar $267.56 $308.08  $346.59 838125 541938 5461.32
Duplex Sewer 5178.37 420538  $231.05 825416 5279.58 $307.54
Sewer Extantion $105.26 $102.68  $11582  $127.07 513978  5183.76
Low Pressure $105.26 $130.14  $146.41 516105  $177.16  5194.88
Low Pressure Duplex $210.52 $260.28  $292.82  $322.10 535431 538974
Commaercial $202.46 §233.06 826219 $28R41  $317.25 534898
Volumetric Charges
Commarcial $0.55 S0.65 50.73 $0.80 50.88 50,97
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7.7 Regional Wastewater Rate Survey

The following charts compare the wastewater and wastewater bills for a typical single-family home to those of
other regional agencies. '

Figure 7 - Bi-Monthly Residential Wastewater Rate Survey (7 CCF winter consumption)
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Table 10

Rio Alto WD
‘Water Rate Study
Water Rate Schedule

Current and Proposed Existing Proposed  Proposed  Proposed Proposed Proposed
Woater Rates FY22-23 Marl, 2024 Jul 1, 2024 Jull, 2025 Juli, 2026 Jull, 2027
Volumetric Rates ($/CCF)
Base Use (0-15 CCF) - $0.00
Volumetric (>15 CCF) 8130
Uniform Rate (All CCF) . $1.21 $1.35 $1.50 $1.65 $1.82
Bi-Monthly Fixed Charge
Meter Size _
3/4" . $42.87 $37.03 541.10 $45.62 $50.18 $55.20
1" - $58.45 S50.46 $56.01 $62.17 568.39 $75.23
2" $144.15 §123.81 $137.43 §152.55 $184.59

5167.81




APPENDIX B

Wastewater Rate Study Tables



Rio Alto Water District
Draft Sewer Rate Study Tables

November 21, 2023

B BARTLE WELLS ASSOCIATES

Independent Public Finance Advisors




Table A

Ric Alto WD

Sewer Rate Study
Sewer Rate Schedule

Existing and Proposed Existing Proposed Proposed Proposed Proposed Proposed
Sewer Rates FY 22-23 Mar 1, 2024 Jul1,2024 Jull, 2025 Jull, 2026 Jull, 2027
Bi-Manthly Fixed Charges
Single Family Resid. $89.18 $102.68 $115.52 $127.07 $139.78 $153.76
1/2 single Fam Resid. $44.59 $51.34 $57.76 $63.54 $69.89 $76.88
TriPlex sewer $267.56 $308.08 $346.59 5381.25 $419.38 5461.32
Duplex Sewer $178.37 $205.38 §231.05 $254.16 $279.58 5307.54
Sewer Extention $105.26 $102.68 $115.52 $5127.07 5139.78 5153.76
Low Pressure $105.26 5130.14 $146.41 §161.05 5177.16 $194.88
Low Pressure Duplex .$210.52 $260.28 $292.82 §322.10 $354.31 $389.74
Commercial 820246  $233.06  $262.19  $28841 $317.25  $348.98
Volumetric Charges :
Commercial S0.55 S0.65 S0.73 $0.820 50.88 S0.87
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