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AGENDA

» Legal Environment and Cost of Service

» Review of Current Rate Structure

» Rates 101 and Pricing Objectives

» Guiding Principles and Recommended
Evaluation of Rates

» Other Considerations

» Schedule



LEGAL ENVIRONMENT AND
COST OF SERVICE




STEPS IN CONDUCTING RATE

STUDY

Cost of Service

. Final Rate
& Rate Design
J Adoption
« Cost allocations
« Report

 Rate design
e Rate calculations

e Customer impact
analyses

« Prop 218 Notice

. Financial Plan
+ Public Hearing

« Evaluation of CIP and
financing options

« Cash flow analysis
for financial
sufficiency

@® Rate Setting
Framework

» Financial goals and
policies
« Pricing objectives



LEGAL ENVIRONMENT WITH

RATE MAKING

» Cost of Service Requirements

I Proposition 218 and Proposition 26 (Article XIIIC and XIIID of California
Constitution)

I California Government Code 54999

» Pass-through Provision
I AB 3030 — Section 53756 to the Government Code

» Water Conservation
I Article X of California Constitution

I CA Water Code Chapter 3.4 — Allocation-based Conservation Water Pricing
(AB 2882)

SB X7-7 — 20% reduction by 2020

Executive Order B-29-15 (25% reduction State-Wide)

Executive Order B-36-15 (restrictions extended until 10-31-16)
Executive Order B-37-16 (permanent, long-term water conservation)



CASE STUDY:

City of San Juan Capistrano

» Recent Litigation: CTA vs. City of SJC

I Rate payers (Capistrano Taxpayer Association, CTA) sued the City of San
Juan Capistrano over its water budget rate structure

» The Orange County Superior court ruled that the rates
did not meet the nexus requirement in August 2013

» Key Factors:

I Lack of administrative record

I City used multipliers to justify the tiered rates
without any administrative record of an underlying

rationale




WHAT IS COST OF SERVICE?

Cost of
Revenue Service by
Requirements Customer

Class

» The attempt to recover costs from users in proportion to their use of
the system, recognizing the impact of each class on system facilities
and operations

I A cost-based process of converting revenue requirements into unit costs

1 Allocation of cost of service to customer classes is based on customer
usage characteristics

» Cost of service is the fundamental benchmark used to establish utility
rates in the United States



WATER SYSTEM COSTS

AND PEAKING DEMAND

Acre Feet Usage Characteristics
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Both water systems have annual demand of approximately 10,500 AF / year.

Which water system requires larger facilities/infrastructure?



WATER COST OF SERVICE -

ALLOCATION TO COST COMPONENTS

E REVE REVENUE
REQUIREMEN REQUIREMEN REQUIRER REQUIREMENTS

SUPPLY TREATMENT BASE/DELIVERY EXTRA METER CUSTOMER SERVICE
COST CAPACITY  MAINTENANCE
(Peaking Cos}s



ALLOCATION OF COST COMPONENTS

TO CUSTOMER CLASSES

: Wholesale Retail Wholesale

« Supply « Supply « Supply « Supply
« Treatment « Treatment « Base - Base
- Base - Base « Peaking « Peaking
- Peaking - Peaking « Meter
. Meter Maintenance
Maintenance « Customer
« Customer Service
Service « Conservation
« Conservation
s Fire
Protection
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NEXUS REQUIREMENTS ON RATES

= Prop 218 Requirements

« Nexus between tier prices & cost
of service

- Examples

» Cost of water supply

- Conservation program costs

- Potential new sources of supply
- Peaking cost of capital
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REVIEW OF CURRENT
RATE STRUCTURE




EXISTING TREATED WATER RATES

Quantity and Service Charges 2017 Rates

Monthly Service and Demand Charge and $18.78
Public Fire Protection Surcharge (5/8” meter) '
Tier 1 $3.9074
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