Water and Sewer Rate Study October 1, 2019 - Final Rate Options

Recommendations to City

Council - Item 65A
October 1, 2019

Continued from September 17, 2019, Council Meeting

2019 Water Rate Study Drivers

» Schedule:
v The previous rate study was completed in 2014
v The last adopted rate adjustments were for FY 2019 (last year)

* Legal:
v Recent court decisions have “raised the bar” for transparency and cost-to-
service requirements for water rates (Prop 218).
* Rate Structure:
v' Revenue was significantly lower than forecasted during drought years

» System Investment Needs:
v' 20% of the water distribution infrastructure is past its useful life
v 70% of the existing infrastructure will reach its useful life by 2040

v' A Water Master Plan was developed to identify system deficiencies and
develop a capital program 2

Stantec Consulting & Hildebrand Consulting 1
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Survey — Residential Water Users
(typical monthly water use with 5/8” x 3/4” meter)
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Water Enterprise Revenue
FY2018 Actuals
Other Revenue _
Rate Revenue 1.5%
Fixed Rate Revenue $ 8,392,030
Variable Rate Revenue $ 45,154,453 Fixed Rate
Revenue
Total Revenue $ 53,546,483 15.4%
Other Revenue:
Other Operating Income $ 826,226
Interest Income $ 553,964 Variable Rate
Non-Operating Income $ 1,187,776 Revenue
83.0%
Total Other Revenue $ 2,567,966
TOTAL REVENUE $ 56,114,449 4
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Water Enterprise Expenses
FY2018 Actuals

Debt Service Capital
2% Expenditures
11%

Fixed Overhead Purchased Water
and Electricity
41%

Purchased Water and Electricity $23,694,899 .Elean Water

|
Salaries and Benefits $6,165,137 iy Fixed O & |

€ i
Maintenance Costs |

Other Variable O&M $421,375 1% ,

Fixed Operations & Maintenance Costs $9,616,819 . o oam j Solarteson
Clean Water Compliance $1,347,355 1% ) - 11%
Fixed Overhead $8,567,409

Debt Service $1,361,525

Capital Expenditures $6,274,059

Totals $57,448,577

Aging Infrastructure

Stantec Consulting & Hildebrand Consulting 3



Water and Sewer Rate Study October 1, 2019 - Final Rate Options

Water Enterprise
Master Plan Capital Spending Forecast
$20 10-year total: $143.6 million
$18 =
Projects include: $16 |
e Drilling new wells $14 !*
» Rehabilitating existing wells i - K 8 7‘ N
» Rehabilitating pump stations wn 512 k| 2 . | ‘
* Rehabilitating tanks ) ‘ | | H | ‘
« AMI project funded with debt ;510 Historical B : | I | ‘ | H [ ]
= ¢g - , 8 8 B 8
- Will create 8 full time jobs (@ $185K / FTE) . spending l 111111
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Water_ Enterprlse 8 Rate Revenue from Increases m O&M Expenses & Transfers
Financial Forecast m Debt Service m Cash-Funded CIP
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——Minimum Reserves ——Ending Fund Balance ----Target Reserves

MILLIONS

FY 2018 FY 2019 FY 2020 FY2021 FY2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029 FY 2030
Implementation Schedule Janl  Jull Jul.l Jul.l NSO Jull  Jull  Jull  Jull  Jull  Jull
Rate Increases PRI LRGSO A Rl 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Proposed Estimated

Debt Issuances - - $8.7M - $11.7M
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Proposed Water Rate Design Approach

1. Enhance connection between water rates and the cost to provide water

service
»  Water usage rates are directly tied to the cost of purchased and pumped water...
. ... this will result in increased fixed revenue and decreased variable revenue

2. Update Pass-Through Provision

*  Automatic updates to rates to reflect changes in wholesale water costs

3. Minor modifications to meter equivalency schedule
«  Bringing the meter equivalency schedule in line with industry standards
» Reflects the hydraulic capacity of the respective meter sizes.

9
Commodity Costs Utility Costs
Driven by the volume of water sold Driven by the size of the utility infrastructure

« Water purchases » Salaries & benefits
« Pumping electricity * Operations & maintenance
» Associated general & * Capital

administrative « Associated general &

administrative
Water Usage Charge Water Utility Charge Current fixed revenue:
(variable) (fixed) 16.2%
10 66% Revenue 34% revenue
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Proposed Tiered Water Usage Rates

Volume (AF)

Unit Cost OCWD & Pumped Water Costs
of Water (75% of Water Supply — w/In-Lieu)
($/AF)

Tier 1 Tier 2 Recycled Water

1

Tier 1 Allocations*

Increase Tier 1 allocation with meter size

Current . Recommended

A\ AN
. B3

Tier 1 Allocation: é O ‘

* Allocation sizes are designed to result in all Tier 1 sales to equal OCWD purchases

Account Size: ﬁ
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Year 1

Recommended Water Rate Schedule

Monthly Water Utility Charge (fixed)
Monthly Rate

Meter Size Current Proposed
5/8" X 3/4" $6.95 «— $20.51
3/4" $15.10 $30.76
1" $28.65 $51.27
11/2" $44.93 $102.53
2" $82.90 $164.04
3" $137.15 $358.84
4" $272.78 $645.91
6" $435.53 $1,332.83

per dwelling unit.

Multi-Family Residential is currently charged $4.75

Water Usage Charges
Current Rate Proposed Rate

(per CCF) (per CCF)
Tier 1 $3.02 <—> $2.03
Tier 2 $3.59 $4.79
Recycled Water $2.42 $2.15

Tier 1 Water Usage Allocation (CCF per Month)
Current Proposed

Single Family* 22 10.5
Multi-Family** 22 8.5
Non-Residential* 22 31.0

* Proposed Tier 1 allocation allocated per equivalent meter

** Proposed Tier 1 allocation per dwelling unit

13

Example Monthly Water Bills
Single Family Homes with 5/8” x 3/4” meter

Low Water User Typical Water User

(5 HCF) (10.5 HCF)
Current Proposed Current  Proposed
$22.05 $30.66 $38.66 $41.82

Increase of $8.61 Increase of $3.16

High Water User

(25 HCF)
Current  Proposed
$84.16 $111.28

Increase of $27.12

14
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Monthly Water Bill Impacts
Single Family Customers (all meter sizes, 35,991 accounts)

<50

S0 to 54
S$4 to S8
58 to $12
$12 to $16
$16 to0 $20
520 to 524
524 t0 528
$28 to $32
$32t0 $36
536 to $40
540 to $44
> 544

Change in Typical Bill

=]
=
=
=
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w
o
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20% A40%
Percent of Accounts 15

Monthly Water Bill Impacts
Multi-Family (Al meter sizes, 3,713 accounts)

<5-600

$-600 0 $-525
$-525 t0 $-450

5 $-450t0$-375
T $-37510 5300
S $300t0$-225
H $22510 $-150
@ $150105-75
$-75 t0 $0
$0 10 $75
$75 to $150
$150 to $225
>$225

Change

o
=x

20% 40% 60%
Percent of Accounts 16
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Survey — Residential Water Users
(typical monthly water use with 5/8” x 3/4” meter)
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orange [N Water Bill Survey at 10.5 CCF (7854 gallons per Month)
Rate Study Achievements
v Enhanced connection between water rates and the cost to provide
water service
* Improves fairness and legal defensibility
v’ Increased revenue stability through higher fixed rates
+ Stabilizes revenue and makes rates “drought tolerant”
v Rate revenue increases will meet the needs of system deficiencies
+ Addresses deferred maintenance and allows the utility to implement efficient asset
management practices
18
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Next Steps

» Request City Council to direct Staff to send Proposition 218
Notification

+ 45-day waiting period

Public Hearing on or after November 19, 2019 to adopt rates

- Rates are active on January 1, 2020

19

Extra Water Bill Impact Slides

Stantec Consulting & Hildebrand Consulting 10



Water and Sewer Rate Study October 1, 2019 - Final Rate Options

L L
4 DN

Recommendations to City
Council - Item 65A

October 1, 2019

Continued from September 17, 2019, Council Meeting

() stantec @ Humesram

2019 Sewer Rate Study Drivers

Schedule:
* The last rate study was completed in 2014
* The last adopted rate adjustments were for FY 2019 (last year)

* Legal:
» Recent court decisions have “raised the bar” for transparency and cost-to-
service requirements for water rates (Prop 218).

Rate Structure:
* Revenue is being un-necessarily affected by drought events

» System Needs: Sewer system has significant capital investment needs.
» Currently averaging less than 1 mile of sewer line replacement per year
* Proposed plan jumps sewer line replacement to an average of 4 miles a year
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Survey — Residential Sewer Users
(typical monthly water use with 5/8” X 3/4” meter)
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Sewer Enterprise Revenue
FY2018 Actuals

Rate Revenue

- Sewer
Fixed Rate Revenue $ 1,053,874 Connection Fees
Variable Rate Revenue $ 5,290,773 18.3% Fixed Rate
Total Revenue $ 6,344,647 Revenue
13.0%
Other Revenue

Other Revenue:

I 3.2%
Other Operating Income  $ 2,605
Interest Income $ 223,019
Non-Operating Income $ 33,882
Other Revenue $ 259,506
Variable Rate
Restricted Revenue Revenue

65.4%

Connection Fees $ 1,480,855
Total Restricted Revenue $ 1,480,855

TOTAL REVENUE $ 8,085,008

Stantec Consulting & Hildebrand Consulting 2



Water and Sewer Rate Study

October 1, 2019 - Final Rate Options

Sewer Enterprise
O&M Expenses

Capital
Expenditures
3.8%

Fixed Overhead
10.2%

Minor Capital

QOutlay
3.6%
Salaries and
Benefits
35.6%
FY 2018
Estimate Fixed Operations
& Maintenance
Costs
Salaries and Benefits $1,821,741 S8
Fixed Operations & Maintenance Costs $2,392,588
Minor Capital Outlay $183,568
Fixed Overhead $519,266
Capital Expenditures $194,350
Totals $5,111,514

Sewer Enterprise

Projects include:

Capital Spending Forecast

. ; $16 ¥ Connection Fee Funded
m{gsi?;?é);rrae}rsgggnﬁ; N s14 Rate Funded 10-year total: $83.0 million
draw down on the $23M from $12
OCSD $10

* Leveling off at 3.5 miles of 2 ¢s Historical
pipe replacement thereafter % $6 spending

» San Lorenzo Pump Station in =
FY 2020 ($7M) 2 4

- Will create 3 full time jobs %2
(@ $185K / FTE) $ emem M
QT Q“'& Q*’LQ k*mwé'ﬂé“?«‘\v«‘\m% dm%éi\ Q'\’\’%Q\@ «‘\0’0

*Assumes a cost of $1.5 million per mile of pipe)

Stantec Consulting & Hildebrand Consulting




Water and Sewer Rate Study October 1, 2019 - Final Rate Options

Sewer Enterprise

Financial Forecast = Non-Rate Revenue
$30 . 8 Existing Rate Revenues
and E Rate Revenue from Increases
m O&M Expenses & Transfers
$20 m Cash-Funded CIP

$35

$25

Recommended Rate
Increases

$15

$10

» Total Revenue / Expenses ($M)

0 ——Ending Fund Balance ——Minimum Reserves

MILLIONS
o
49
S

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029 FY 2030
Implementation Schedule Janl  Jull  Jull  Jull Jull Jull Jull Jull Jull  Jull
Rate Increases 3.0% 5.0% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0% 3.0% 3.0%

Proposed Estimated
$6.41 $6.99 $7.62 $8.31 $9.06 $9.88 $10.77 $11.09 $11.42

Average Single Family per Month ~ $7.03 $5.60 $5.88

Proposed Sewer Rate Design Modifications

1. Create 3 customer classes to account for a Return-to-sewer factor
* 50% Single Family Residential
* 80% Multi-Family Residential
* 90% Non-Residential

2. Minor Modifications to meter equivalence factors
» Bringing the meter equivalency schedule in line with industry standards

3. Fixed utility charges only

» Use of fixed charges only is recommended, as all utility expenses are fixed costs
» Utility charges are scaled largely based on meter size
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Fixed Revenue Cost Categories

M (®

Account Costs (7%) Meter Costs

Driven by the cost of Driven by the size of the

managing accounts collection system infrastructure
* Operations

* Billing + Maintenance

» Customer Service « Capital

Y ’ 4

Sewer Utility Charge

Total fixed revenue: 100% (vs. 17% currently) 9

Proposed Rate Structure

Proposed Monthly Rates (100% fixed

Current Rates Single  Multi-Famil
9 y Non-Residential

MeterSize  tamily  Residential

5/8" X 3/4" $5.60 $8.40 $9.33

Fixed (Monthly): 3/4" $7.93 $12.12 $13.52
$1.68 1" $12.59 $19.57 $21.90
11/2" $24.23 $38.20 $42.85

Volumetric: 2" $38.20 $60.55 $68.00
$0.43/CCF 3" $82.43 $131.32 $147.62
4" $147.62 $235.63 $264.96

6" $303.61 $485.21 $545.74

8" $559.71 $894.97 $1,006.73

10" $885.66 $1,416.49 $1,593.43

10
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October 1, 2019 - Final Rate Options

< $-40

$-40 to $-30
$-30to $-25
$-25 to $-20
$-20 to $-15
$-15to $-10
$-10to0 $-5
$-5to $0

$0 to $5

$5 to $10
>$10

Change in Bill

Monthly Sewer Bill Impacts
Single Family Residential (5/8” X 3/4”meter, 35,915 accounts)

10% 20% 30% 40%

Percent of Accounts
11

5/8 x 3/4" Meter

Current Proposed
$6.20 $5.60

Decrease of $0.60

Increase of $1.73

Example Monthly Sewer Bills
Single Family Homes (with typical water usage of 10.5 HCF)

3/4“ Meter 1” Meter
Current  Proposed Current  Proposed

$6.20 $7.93 $6.20 $12.59

Increase of $6.39

12
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Survey — Residential Sewer Users
(average monthly water use, 5/8” X 3/4” meter)

$- $2.00 $4.00 $6.00 $8.00 $10.00 $12.00 $14.00

Garden Grove

Huntington Beach

Orange

Brea

M Fixed
La Habra

Commodity

Yorba Linda

Santa Ana (Current) Jo{I{ =13}

Santa Ans (Proposed) Proposed (with 3% increase) Sewer Bill Survey at 10.5 CCF (7854 gallons per Month)

13

FOG Charge

Charge is designed to pay for the extra cost of monitoring accounts
with fats, oils & grease abatement measures (primarily food
establishments).

« Annual cost of program: $673,000
« 1,372 Accounts
« FOG Charge: $40.92 per month, (currently $24.38)

14
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Rate Study Achievements

v Enhanced connection between sewer rates and the cost to provide
water service

* Improves fairness and legal defensibility

v Increased revenue stability through fixed rates

» Stabilizes revenue and makes rates “drought tolerant”

v Rate revenue increases will meet the needs of system deficiencies

* Addresses deferred maintenance and allows the utility to implement efficient asset
management practices

15

Next Steps

+ Request City Council to direct Staff to send Proposition 218
Notification

» 45-day waiting period
« Public Hearing on or after November 19, 2019 to adopt rates

+ Rates are active on January 1, 2020

16
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