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DATE:          May 11, 2010 

 

TO:               City Council 

 

FROM:         Dave Warren, Director of Finance 

 
SUBJECT:     WATER AND WASTEWATER USER RATE REDUCTIONS 
                                                                      
 
RECOMMENDATION 

That the City Council receive the latest analysis regarding reductions to the water and wastewater 
user rates and provide staff with further input and direction in adjusting the rates in the future. 
 
BACKGROUND 
 
At the workshop held on March 18, 2010, staff gave a presentation about potential ways of reducing 
the water and wastewater rates, and the City Council received public input regarding the new rates.   
At its regularly scheduled meeting held on March 23, 2010, the Council further discussed potential 
ways of reducing rates and directed staff to update its revenue forecasts because some revenue 
assumptions had changed since the rates were adopted back in October 2009.  Staff has completed 
its update of the revenue forecasts and will present preliminary rate reduction recommendations for 
the Council’s consideration tonight.  Staff requests further input from the council regarding the 
assumptions built into the preliminary rate reductions.    
 
ANALYSIS 
 
Water Users Rates 
At both the rate workshop held March 18th and the City Council meeting held March 23rd, staff 
presented potential ideas for not only forgoing the planned 13.5% rate increase in Fiscal Year 
2010/2011, but also reducing water rates up to 20% pending the results from updated revenue 
forecasts.  The ideas that would provide immediate rate relief are as follows: 
 
• Reverting back to “Warm body” personnel experience 
• Freezing all unfilled positions 
• Reducing the contingency from $190,000 to $80,000 
• Reducing capital replacement from $255,000 to $100,000 
• Deferring $36,000 for an enhanced water meter replacement program 

 

 

 

 

 M E M O R A N D U M  

 F i n a n c e  D e p a r t m e n t  
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• Reducing capital replacement from $255,500 to $100,000 
 
Staff has updated the Fiscal Year 2010/2011 Water Enterprise Fund operating budget assumptions 
and incorporated them with the rate reduction measures as shown below:  
 

Division
 Rate Study 

Assumptions 
 Proposed 

Assumptions 
 Increase/ 
(Decrease) 

Water Acquisition & Delivery
Personnel Services  $         205,000              88,081           (116,919)
Utilities, Maintenance, & Services              33,000              21,000             (12,000)
Water Purchases            430,000            430,000                     -   
Materials, Supplies, & Other              18,600              17,525               (1,075)
Overhead Allocation              93,200              88,000               (5,200)
    Subtotal            779,800            644,606           (135,194)

Water Line Maintenance & Operations
Personnel Services            364,900            210,125           (154,775)
Utilities, Maintenance, & Services              26,500              24,700               (1,800)
Materials, Supplies, & Other              98,400              76,150             (22,250)
Overhead Allocation              79,300              75,000               (4,300)
    Subtotal             569,100            385,975           (183,125)

Utility Billing
Personnel Services            152,400            124,964             (27,436)
Utilities, Maintenance, & Services              11,200              10,850                  (350)
Materials, Supplies, & Other              11,800              11,413                  (387)
Overhead Allocation              37,300              35,000               (2,300)
    Subtotal             212,700             182,227            (30,473)

Engineering 
Personnel Services              69,000              60,284               (8,716)
Materials, Supplies, & Other                1,000                1,000                     -   
Overhead Allocation              10,500              10,000                  (500)
    Subtotal              80,500              71,284               (9,216)

Information Technology
Personnel Services              69,500              59,738               (9,762)
Utilities, Maintenance, & Services              31,900              28,977               (2,923)
Materials, Supplies, & Other                5,000                4,756                  (244)
Overhead Allocation              20,200              19,000               (1,200)
    Subtotal             126,600             112,471             (14,129)

Non-Departmental
Transfers In                     -                       -                       -   
Transfers Out              84,000              84,011                     11 
Contingency for Unforeseen Operating Expenditures            190,000              80,000           (110,000)
    Subtotal            274,000             164,011           (109,989)
    Total Operating Revenue Requirement  $     2,042,700  $      1,560,574  $       (482,126)
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As you can see, the proposed operating budget assumptions total $1,560,574 or $482,126 less than 
what was assumed in the adopted Fiscal Year 2010/2011 water rates.  The chart below compares the 
proposed Water Enterprise Fund operating budget assumptions to the assumptions included in the 
adopted water rate study for Fiscal Years 2009/2010 and 2010/2011: 
 

 2009/2010 
Adopted 

 2010/2011 
Adopted 

 2010/2011 
Proposed 

 Increase/ 
(Decrease) 

Projected Rate Change 13.5% -15.0%
Median Bi-Monthly Bill (1,800 cf) $77.52 $87.99 $65.96 ($22.03)

Bi-Monthly Base Charge (Residential/Commercial) $26.56 $30.14 $22.58 ($7.56)
Bi-Monthly Base Charge (Lifeline) $19.92 $22.61 $16.93 ($5.68)
Tier 1 $2.83 $3.21 $2.41 ($0.80)
Tier 2 $3.39 $3.85 $2.88 ($0.97)
Tier 3 $3.68 $4.17 $3.13 ($1.04)
Number of Commercial/Residential Customers            2,607            2,607              2,379 (228)             
Number of Lifeline Customers               100               100                 309 209              

Operating Revenues
Water Rate Service Charges  $  2,121,498  $    1,985,968 (135,530)$    
Rate Adjustment         286,402         (297,895) (584,297)      
Other Revenues          15,000            10,000 (5,000)          
    Total Operating Revenues      2,422,900        1,698,073       (724,827)

Operating Expenses
Operating Requirements      2,042,700        1,560,574 (482,126)      
Add:  0.33 FTE Lab Director Position          39,600                    -   (39,600)        
Add:  Enhanced Meter Replacement Program          36,000                    -   (36,000)        
    Total Operating Expenses      2,118,300        1,560,574       (557,726)
    Net Operating Expenses         304,600           137,499       (167,101)

Debt Service          27,100            27,100 -              
    Net Operating Revenues After Debt Service         277,500           110,399       (167,101)

Water CICs          37,000            37,000 -              
Rate-Funded Capital Replacement       (255,500)         (100,000) 155,500       
    Total Net Revenue  $      59,000  $        47,399  $     (11,601)

 
The water rate service charge revenue under the column titled “2010/2011 Proposed” is based upon 
the City’s latest revenue forecasts including the current number of ratepayer accounts including the 
discounted lifeline accounts.  As you can see, forecasted Fiscal Year 2010/2011 water rate service 
charge revenue is $135,530 less than what was forecasted in the adopted rate study.    The $135,530 
in reduced revenue is due to 209 additional accounts receiving the 25% lifeline discount, water 
conservation being done by ratepayers, and the loss of nineteen active water accounts.   
 
By implementing the rate reduction measures mentioned above, the City could forgo the planned 
13.5% rate increase and reduce water rates by 15% in Fiscal Year 2010/2011.   
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The chart below compares the adopted water rates for Fiscal Years 2009/2010 and 2010/2011 to 
the proposed rates including a 15% reduction: 
 

Category/Water Use
 Adopted 

2009/2010 
 Adopted 
2010/2011 

 Proposed 
2010/2011 

Single-Family Residential
Base Charge $26.56 $30.14 $22.58
0 to 2,500 cubic feet $2.83 $3.21 $2.41
2,501 to 20,000 cubic feet $3.39 $3.85 $2.88
Over 20,000 cubic feet $3.68 $4.17 $3.13

Single-Family Residential (Lifeline)
Base Charge $19.92 $22.61 $16.93
0 to 2,500 cubic feet $2.13 $2.42 $1.81
2,501 to 20,000 cubic feet $2.55 $2.89 $2.17
Over 20,000 cubic feet $2.76 $3.13 $2.35

Commercial & Multi-Family
Base Charge $26.56 $30.14 $22.58
0 to 7,500 cubic feet $2.83 $3.21 $2.41
7,501 to 50,000 cubic feet $3.39 $3.85 $2.88
Over 50,000 cubic feet $3.68 $4.17 $3.13

  
Unfortunately, the 15% rate reduction would come with some inherent risks.  For example, by 
reverting back to “warm body” personnel experience, the City would take on greater financial risk in 
absorbing unforeseen personnel costs such as mid-year retirements requiring leave bank cash-outs 
and spikes in overtime due to emergency water line breaks.  The maintenance crew that is 
responsible for maintaining the City’s streets, storm drains, sewer collection lines, and water 
distribution lines, is currently understaffed and working in a reactive manner due to the freezing of 
positions as they became vacant as a result of budget constraints in recent years.  By not funding 
these vacant positions, the City will continue to operate in a reactive manner rather than a proactive 
one resulting in an already aged water distribution system not receiving the preventative 
maintenance it so desperately needs.  The end result would be a system that will continue to 
deteriorate and fail on a more frequent basis over time.  Similarly, by reducing the annual capital 
replacement amount from $255,000 to $100,000, the City will fall even further behind in replacing 
water lines that are far beyond their useful life and may not provide adequate water flow during fire 
emergencies.  By reducing the amount for capital replacement, the City also takes on a greater risk of 
a major water line failure.  The risk is compounded by reducing the contingency for unforeseen 
expenditures from $190,000 to $80,000 which is primarily for emergency water line repairs and 
inflationary spikes in goods and services.  A large number of the City’s water meters are past their 
useful life and are costing the City in the form of lost revenue.  By deferring the enhanced water 
meter replacement program, the City will continue to loss revenue due to deteriorating water meters. 
 
Staff respectfully requests further input from the Council in regards to the assumption built into the 
proposed 15% water rate reduction.    
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Wastewater User Rates 
At both the rate workshop held March 18th and the City Council meeting held March 23rd, staff 
presented its preliminary analysis to forgo the planned 4.4% rate increase in wastewater rates by 
reverting back to “warm body” personnel experience and freezing all vacant positions.  Staff 
continues to have ongoing discussions with the State regarding workout options available for the 
City’s 2006 SRF Loan that could potentially generate temporary rate relief.  Based on conversations 
with State staff this past week, City staff anticipates the State will determine whether or not a 
workout plan will be formally considered sometime this summer.  Staff has prepared a survey 
regarding the potential add on sales tax measure that will be circulated with the May 10th utility bills.  
Staff will provide the results of the survey to the Council consideration in June. 
 
As mentioned at the April 27th City Council meeting, staff from the IT Division and the Water 
Reclamation Facility are exploring the possibility of the City’s IT staff providing ongoing support to 
the SCADA system.  If this collaboration is successful, it could potentially save the City money in 
the future. 
 
The Next Step  
Staff will receive input from the Council tonight, and return to the Council on May 27th with 
additional analysis and a formal recommendation to reduce the water rates effective June 16, 2010. 
 
 
   
       
Dave Warren 
Director of Finance 
 
Reviewed and Approved: 
 
 
 
_________________________________  
John Driscoll 
City Manager / City Attorney 
 
 
 


