COUNCIL AGENDA ITEM L-5
COUNCIL MEETING OF 1/19/16
REQUEST FOR COUNCIL ACTION
SUBJECT:

PROPOSED WATER AND SEWER RATE INCREASES

MOTION:
I move that the City Council accept the staff recommendation for water and sewer rates
listed in the Recommended Rate Adjustments section, and direct staff to prepare
ordinances and issue the required Proposition 218 notice for a public hearing.
STAFF RECOMMENDATION:
Staff recommends that the City Council accept the staff recommendation for water and
sewer rates listed in the Recommended Rate Adjustments section, and direct staff to
prepare ordinances and issue the required Proposition 218 notice for a public hearing.
COMMISSION RECOMMENDATION:
On February 5, 2015, the Utilities Advisory Committee recommended a 2.5 percent sewer
rate increase in 2015 and 2016, and to leave nonpotable water rates unchanged.
On December 17, 2015, the Utilities Advisory Committee recommended to implement
water rate adjustments of 15, 15, and 10 percent in mid-2016, January 2017, and January
2018, respectively. This recommendation included keeping the existing tiered billing
method until a budget based rate can be implemented if approved in January 2017.
DISCUSSION:
A. Introduction
As part of the Redlands Municipal Code (RMC) staff is required to evaluate the water and
sewer rates. As part of the evaluation process the Council assembles a citizen/customer
committee, the Utilities Advisory Committee (UAC). The UAC is charged with evaluating
the utility budgets and rates; and works with staff and a financial consultant. Serving in
an advisory capacity to the City Council, the UAC makes rate recommendations that are
intended to ensure revenues received are sufficient to properly operate and maintain the
utilities. Additionally, rates recommended should be easily understood, equitable to all
users, tied to the cost of providing service, and comply with state and federal regulations.
This process involves first evaluating each utility’s budget and making the appropriate
adjustments to properly operate and maintain the utility; determining the revenue
adjustments necessary to meet all the financial obligations of the utility, including
operations costs, staffing, capital improvements, and debt service; and finally, designing
a rate that will generate the needed revenues from each customer in an equitable fashion.
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B. UAC Recommendation
In late 2014, UAC met with City staff and Raftelis Financial Consultants, Inc. (RFC) to
review water, sewer, and nonpotable water rates. By February 2015 and after several
meetings, the UAC made a recommendation for Council to increase water rates to
achieve a revenue increase of 7 percent for 2015 and 7 percent for 2016; to increase
sewer revenues 2.5 percent in the same years; and voted to leave the nonpotable water
rates unchanged. The water rate proposed was to be implemented using the current
three tier system as has been used for the past several years.
Following this recommendation, which was never presented to Council, the City Manager
requested staff and RFC revisit the water rate model to find a way to reduce the water
rate adjustment to no more than five percent and increase the amount budgeted for
pipeline replacements while upholding the UAC’s objectives. With the Governor’s drought
mandates issued on April 1, 2015, requiring California water utilities to increase their
water conservation efforts to allow the state to achieve a statewide water reduction of 25
percent, the financial conditions of the City’s water utility and its need for an enhanced
pipeline replacement program was reevaluated.
After several meetings, on December 17, 2015, the UAC recommended to implement
three rate adjustments of 15, 15, and 10 percent in mid-2016, January 2017, and January
2018, respectively. Additionally, this recommendation included keeping the existing
tiered billing method until a budget based rate could be implemented, if approved, in
January 2017. Both the traditional tiered and budget based rates are described in detail
below.
C. Traditional Tiered Rate
The traditional tiered structure has two components, a service charge, which is based on
meter size, and a commodity charge. The commodity charge is based on the amount of
water delivered and increases as the amount of water delivered increases. This is due
to the City utilizing its least expensive sources first before using more costly sources.
Also, the amount of water available within each of the three tiers has changed, which is
based on a 10 year average of water utilized from each source. Regardless of the
customer type, each customer receives the same amount of water from each tier
throughout the year. An example of a water bill with a tiered rate is shown on the following
table.
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Example Bill (3/4 Inch Meter, 50 CCF Used)
Water Supply Total Water
Water Supply Charges
CCF per Tier Water Use
Rate
Supply
Tier 1
0‐16
16
$1.18
$18.88
Tier 2
17‐27
11
$1.45
$15.95
Tier 3
28+
23
$2.20
$50.60
Total Commodity Charges
50
$85.43
Service Charge

$35.35

Total Bill

$120.78

D. Budget Based Rates
Partly in response to the Governor’s drought mandates, on July 7, 2015, City Council
approved an agreement for staff to work with RFC to complete a budget based water rate
design study. At that meeting, staff was also directed to participate in the Santa Ana
Watershed Project Authority (SAWPA) Emergency Drought Grant Program to develop a
budget based water rate which would move the City away from the current tiered rate
model. Since the July Council meeting, staff secured approval of the SAWPA grant to
design the budget based rate. With the grant and agreement with RFC to complete the
study secured, staff and RFC worked with the UAC to develop the budget based rate
design.
The budget based rate developed is based on economic factors for each type of customer
and their usage patterns. This is important as the California Constitution requires property
related rates and fees, including water rates, be based on the cost of the service being
provided to each parcel. The budget based rate structure described herein is not unlike
the traditional rate structure whereas there are two rate components: service charge and
tiered commodity charge. However, with the budget based rate, Peaking Charges are no
longer embedded in the commodity charge. By extracting the Peaking Charges and
determining the usage patterns of each customer and customer classes, a more tailored
rate is charged to individual customers.
The budget based rate has three basic categories where charges are applied:
1. Service Charge, which is based on the size of the meter;
2. Water Supply Charges, which is based on water availability from the City’s water
sources and is broken into three tiers based on a 10 year average of water
utilized from each source (these tiers are the same for all customers and do not
change); and
3. Peaking Charges, which include the four components listed below (Peaking
Charges are tiered and the water available in each of the tiers differs for each
customer/customer class based on the following factors):
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A. Conservation cost;
B. Delivery charges;
C. Weather; and
D. Peak delivery costs.
Given the Constitutional requirement, economics, operations of the utility, water available
to each customer in each Peaking Charges tier may differ based on lot size, number of
occupants, and customer type, which are all based on the demands placed upon the
utility. Although the unit cost for Peaking Charges are the same for all customers, they
differ in the amount of water delivered within each tier based on the customer class and
usage patterns. This is different from the water supply charge as regardless of the
customer class the units delivered and the cost per unit are fixed. The following is an
example customer bill.
Example Bill (3/4 Inch Meter, 50 CCF Used)
Water Supply Total Water
Water Supply Charges
CCF per Tier Water Use
Rate
Supply
Tier 1
0‐16
16
$0.84
$13.44
Tier 2
17‐27
11
$0.91
$10.01
Tier 3
28+
23
$1.08
$24.84
Subtotal
50
$48.29

Peaking Charges
Tier 1/Indoor Budget
Tier 2/Outdoor Budget
Tier 3/> Budget
Subtotal

Peaking
CCF per Tier Water Use Charges Rate Total Peaking
0‐18
18
$0.34
$6.12
19‐60
32
$0.87
$27.84
61+
0
$0.89
$0.00
50
$33.96

Total Commodity Charges

$82.25

Service Charge

$35.36

Total Bill

$117.61

E. Needed Revenue Increase
There are three basic categories to the need for the rate increases in water and one for
sewer, which will each be explained in detail. For water, they are reduced revenues due
to conservation, pipeline replacements, and inflation. For sewer, the reason is the impact
due to inflation.
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Water
For decades the City has failed to keep pace with the replacement of its water
infrastructure. Because of this in the past eight years staff has been working hard to
repair and rehabilitate the necessary infrastructure and at the same time improve the
reliability of the system. Additionally, as utility customers respond to the City’s efforts to
reduce their water consumption, resulting from the Governor’s executive orders, revenues
utilized for operations and replacement projects has declined. These impacts are
explained in greater detail below.
1. Reduced revenues. Following the Governor’s call for conservation, over the last
five months of this fiscal year, the water utility has observed a reduction in sales of
21.4 percent and a revenue loss of ~$2 million as compared to last year due to
reduced consumption by the utility’s customers, and based on projections, this
shortfall will continue and could amount to a net revenue of ~$3.3 million. Because
approximately 85 percent of the utility’s expenses are fixed this causes a significant
impact to the fiscal health of the utility.
2. Pipelines. There are many examples of the decades of deferred maintenance that
can be highlighted, which are being or have been addressed in the past eight
years, however pipeline replacement is one that is still needing more funding to
fully address. This is evident as one looks at the amount of water leaks City staff
repairs and the cost associated with managing these efforts each year. In
December 2014 and February 2015, the Water Infrastructure Rehabilitation
Deployment (WIReD) program was presented to and well-received by the
Municipal Utilities/Public Works Commission and UAC, respectively. WIReD
outlines pipeline deficiencies, issues related to old pipeline, water distribution
expenses, and water leaks in the City’s water system and shows roughly 25 miles
of pipeline with an average age of 81 years old (60 years above the average life
expectancy).
In 2012, the City embarked on the Pavement Accelerated Rehabilitation
Implementation Strategy (PARIS) program. This program entails rehabilitating 2/3
of all City streets in five years. In order to facilitate this effort, coordination with all
utilities is paramount as removing newly placed asphalt to make utility repairs or
replacements is not acceptable and should be avoided wherever possible. As
many of the City’s own pipelines are in need of replacement, it is important that
these pipelines be replaced prior to resurfacing any street. This program further
enhances the need to keep pace with, and accelerate, the City’s pipeline
replacement program.
Water and Sewer
To mitigate the impacts inflation has on the spending power of both the water and sewer
utilities, rate adjustments are proposed. Rate adjustments are necessary for the utility to
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continue to operate given an expected spending power of the revenues being received,
rates must be adjusted upwards at the same and expected rate. The inflation rates used
differ based on the category of the items being purchased and are listed below.
1. Inflation (Water). The inflation factors used in the water utility are as follows:
General, 3 percent; Existing Personnel, 3 percent; Benefits, 5 percent; Supplies &
Materials, 3 percent; Energy/Utilities, 3 percent; Capital, 3 percent.
2. Inflation (Sewer). The inflation factors used in the water utility are as follows:
General, 3 percent; Existing Personnel, 3 percent; Benefits, 5 percent; Supplies &
Materials, 2 percent; Energy/Utilities, 3 percent; Capital, 3 percent.
F. Past Improvements and Use of Utility Funds
Since 2007, there have been other rate adjustments necessary to complete deferred
projects and to keep pace with the rate of inflation. Many of these differed projects were
needed years prior, however the necessary attention and funding was not available.
These deferred and necessary projects included replacing nearly 55 miles of water and
sewer pipeline, rehabilitating 9 reservoirs and 14 water production wells, completing the
Hinckley surface water treatment plant regulatory upgrades and 15 booster upgrades,
replacing wastewater treatment plant centrifuge and wastewater peak pond liner
replacement project, and installing the backbone supervisory control and data acquisition
system.
These improvements demonstrate the Council’s and staff’s proactive
management of these two vital utilities, having a combined replacement value greater
than $300 million. In all, the improvements over the past eight and one half years total
over $80 million.
G. Debt
Identified in the rate model are numerous projects and operational expenses. None of
these expenses are to be funded through the issuance of new debt primarily because
nearly all of the expenses are ongoing and need to be completed annually. Identified
above was an increase in the pipeline budget, much of this increase is to be expended
annually and therefore issuing debt to fund the expenses would lead to the utility
becoming insolvent.
There is also the question of debt owed to the utility by other funds. At this time there is
only one interest-bearing loan outstanding, from the Cemetery fund, and that amount is
over $1.2 million. Annually the Cemetery fund makes payments to repay this debt.
H. Recommended Rate Adjustments
Based upon the extensive evaluation of both a traditional rate and budget based rate staff
is recommending the following water rate. Further, staff is recommending sewer rate
adjustments for three years, which are shown below.
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1. Water Rate Adjustment. Issue a public hearing/Proposition 218 notice for the
following water revenue adjustments: 19 percent in July 2016, 11 percent in
January 2017, and 10 percent in January 2018. The exact water rates are as
identified on Attachment “B” titled Proposed Tiered/Budget Based Water Rate.
The above proposed water rate adjustment is a traditional tiered rate in July
2016, and a budget based rate for 2017 and 2018.
2. Alternative Water Rate Adjustment. If the Council decides to maintain the
existing tiered water rate structure Council will need to note this in its motion to
issue the required public hearing/Proposition 218 notice. These rates are
identified in Attachment “C” Proposed Tiered Water Rates.
3. Sewer Rate Adjustment. Issue a public hearing/Proposition 218 notice for the
following sewer revenue adjustments: 2.5 percent in mid-2016, 2.5 percent in
January 2017, and 2.5 percent in January 2018. The exact sewer rates are as
identified on Attachment “D” titled Proposed Sewer Rate.
As the UAC made its recommendation to increase sewer rates for two years,
and because the rates for water were evaluated further, which delayed rate
adjustments, staff is recommending a third year adjustment be made which is
exactly consistent with the rate model results presented to the UAC and for
which the UAC approved sewer rate adjustment was made. This third year
adjustment will allow the City to defer the rate process for one year, which is a
cost saving proposal.
4. Nonpotable Water Rate Adjustment. Neither the UAC, staff, nor RFC
recommend a rate adjustment at this time.
Finally, staff would like to thank the members of the UAC for their efforts to understand
and evaluate the complex subject of utility budgets and rate making. Their efforts allowed
staff and RFC to design a rate that will satisfy the utilities needs for at least the next three
years.
FISCAL IMPACT:
As mentioned above there is an immediate need to recover the necessary revenues
associated with operating and maintaining the City’s utilities. The adoption of adequate
rates, pending the Proposition 218 notice period and public hearing, will have a positive
impact allowing the City to continue to meet this obligation and properly maintain and
operate the City’s water and sewer utilities.
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STRATEGIC PLAN:
Numerous sections within the Strategic Plan (Priority Focus Area – C: Infrastructure)
identify the need to replace and rehabilitate the City’s aging water infrastructure. This
rate adjustment solidifies the funding to complete these items. In July 2015, the Council
also added a Strategic Plan Objective to conduct a review of the utility rate structure under
Priority Focus Area – A: Fiscal Accountability.
ALTERNATIVES:
Council may elect to not approve the recommended rate adjustment or Council may
approve a different rate adjustment.
ATTACHMENTS:
A.
B.
C.
D.

Raftelis Financial Consultants – Executive Rate Study Report
Proposed Tiered/Budget Based Water Rate
Proposed Tiered Water Rate
Proposed Sewer Rate
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Prepared by:

_________________________________
CHRIS DIGGS
Municipal Utilities and Engineering
Director

Reviewed by:

_________________________________
TINA T. KUNDIG
Finance Director

Recommended by:

_________________________________
N. ENRIQUE MARTINEZ
City Manager

Reviewed by:

_________________________________
DANIEL J. McHUGH
City Attorney

