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April 16, 2026

Monica Heredia, PE

Director of Municipal Utilities and Engineering Department
City of Redlands

35 Cajon Street

Redlands, CA 92373

Subject: Water, Wastewater, and Non-Potable Water Financial Plan and Rate Study Report
Dear Ms. Heredia:

Raftelis is pleased to provide this Water, Wastewater, and Non-Potable Water Financial Plan Study Report
(Report) for the City of Redlands (City). This report presents the analyses, rationales, and methodologies
utilized in the study to determine utility rates that align with the requirements of Proposition 218. The study
was developed with feedback and input from City staff.

The study involved a comprehensive review of the City’s current water, wastewater, and non-potable water
cost requirements to determine rates that meet the City’s objectives. The main objectives that informed the
study include:

e Adequately recovering all costs to ensure the financial sufficiency of the City’s utilities

e Determining feasible capital financing plans for all three utilities

e Developing long-term financial plans for all three utilities

o (Calculating cost of service-based rates for all three utilities

e Minimizing customer impacts from rate adjustments

We are confident that the proposed rates developed during this study are fair and equitable for the City’s
customers and are in alignment with the requirements of Proposition 218. We appreciate the input provided
by City staff, which helped guide the final recommendations of the financial plan and resulting rates. It was a
pleasure working with you and your team, and we wish to express our gratitude for the support you and other
City staff provided during the study.

Sincerely,
o L, r‘/‘-
£ y s;w' 7k Mm’}" T
‘, / A
L / / ¢/
Sudhir Pardiwala Jeremy Tamargo
Executive Vice President Manager

227 W. Trade Street, Suite 1400, Charlotte, NC 28202

www.raftelis.com
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1. Executive Summary

In 2025, the City of Redlands (City) contracted Raftelis to conduct a Water, Wastewater, and Non-Potable
Water Rate Study, which included developing long-term financial plans and cost-of-service rates.

This report presents the three financial plans and resulting rates for the water, wastewater, and non-potable
water utilities for a three-year period to ensure fairness and equity for its customers and the financial stability
of the three enterprises.

This Executive Summary outlines the proposed financial plans and resulting rates and contains a description
of the rate study process, methodology, and recommendations for the City’s rates. The main objectives that
informed the Study include:

e Adequately recovering all costs to ensure the financial sufficiency of the City’s utilities

e Determining feasible capital financing plans for all three utilities

e Developing long-term financial plans for all three utilities

e (Calculating cost of service-based rates for the three utilities

e Minimizing customer impacts from changes to the rate structures

The City’s current water rates were implemented on July 1, 2025, and include a bi-monthly service charge
based on meter size for water service, fire protection service, and tiered water usage rates per hundred cubic
feet (ccf) of water by customer class. Table 1-1 shows current bi-monthly service charges and fire protection
charges, and Table 1-2 shows the water usage rates by customer class, each unit is one ccf.

| A | B | ¢ |

Water Service Fire Protection
Line | Meter Size Water Service
Charge
Charge

1 5/8" $33.60
2 3/4" $44.90
3 " $66.81
4 11/2" $119.96
5 2" $177.10 $12.05
6 3" $305.97 $21.63
7 4" $472.05 $38.14
8§ 6" $870.64 $97.39
9 & $1,282.51 $199.61
10 10" $3,036.30 $353.35
11 12" $3,992.91 $566.44
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1 Building Water Usage

2 Tier 1 first 16 units $1.61
3 Tier 2 17-27 units $1.90
4  Tier 3 over 27 units $2.85
5

6 Non-Building Water Usage

7  Tier1 first 27 units $1.81
8  Tier2 over 27 units $2.85
9

10  Other Water Usage

11 B Contract $100.46
12 Recycled $110.00
13

14  Fire Protection/Fire Hydrant Water Usage

15  All Units $2.85

The current wastewater rates were implemented on July 1, 2025, and include a bi-monthly service charge for
residential customers and schools and non-residential wastewater usage rates per ccf of water usage. Table 1-3
shows the current bi-monthly residential service charges, Table 1-4 shows the non-residential wastewater
usage rates for all non-residential customer classes, and Table 1-5 shows the bi-monthly schools service
charge by school type based on average daily attendance (ADA).

| A | B |

Wastewater

Line | Residential Customer Class .
Service Rate

1 Single Family $72.65
2 Multiple Family $57.64
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The current non-potable water rates include a bi-monthly service charge and a usage rate per ccf of non-

potable water usage.

O 00 1 O U1 W W N~

Low Strength I

Low Strength IT
Low Strength IIT
Medium Strength I
Medium Strength II
Medium Strength IIT
High Strength I
High Strength II
Large Volume User

Minimum Charge ($)

Septage Charge ($/gal)

Wastewater
Rate per ccf

$3.11
$3.76
$4.39
$5.04
$5.68
$6.33
$6.98
$7.62
$4.39

$57.64

$0.11

Wastewater
Service Rate

2

Elementary

Secondary & High

$157.43
$262.38

13

Table 1-6 and Table 1-7 show the bi-monthly non-potable water service charges and non-potable water usage

rates, respectively.

| | A | B |

Non-Potable

Line

0N O U bW

Meter Size

3/4"
I
11/2"
Y
3
4
p
g

‘Water Service
Charge

$13.81
$20.65
$37.29
$55.16
$95.50
$147.45
$272.16
$401.04
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Non-Potable

Water Usage Rate

per ccf

1 Non-Potable Water $0.99
2 Conversion Customer $0.64

The City’s rate-setting process involves participation and feedback from City staff and the Utilities Advisory
Committee (UAC). During the study, Raftelis met with City staff to discuss and understand the challenges the
City’s three utilities face and to provide guidance to finalize the rate recommendations, which are detailed in
this report.

During meetings with staff and UAC, Raftelis presented the various assumptions, inputs, and scenario
analyses that were utilized to determine the water, wastewater, and non-potable water financial plans. City
staff discussed the upcoming capital project requirements, which are some of the main drivers for the revenue
adjustments in the final recommendations presented in this report. Raftelis designed and presented the
financial plan and rate models to analyze various scenarios, such as those related to debt issuances, revenue
adjustments, and capital funding.

The proposed financial plans detailed in this report followed industry standard practices for long-term
financial planning and utilized commonly accepted assumptions in the absence of specified assumptions from
the City, such as general inflation based on the Consumer Price Index (CPI). Raftelis worked closely with
City staff to project future revenues and expenses to reinforce sound fiscal management practices.

The cost-of-service analysis utilized to develop the water rates followed the guidelines for allocating costs
outlined in the American Water Works Association’s (AWWA) “Principles of Water Rates, Fees, and
Charges: Manual of Water Supply Practices M1, 6th edition” (M1 Manual). Wastewater rates followed the
guidelines for allocating costs outlined in the Water Environment Federation (WEF) Manual of Practice No. 27,
Financing and Charges for Wastewater (2018). The cost-of-service analysis and rate design process consists of
seven major steps, as outlined below:

1. Determine the revenue requirement from rates to meet operation, capital expenditures, debt financing,
and reserves.

2. Functionalize operations and maintenance (O&M) expenses and capital assets into functional
categories such as supply, distribution, treatment, laboratory, collection, engineering, etc.

3. Allocate each functional category into cost components such as supply, base delivery, peaking, meter
and customer service for water, and wastewater flow and strength, which includes biochemical
oxygen demand (BOD) and total suspended solids (TSS) for wastewater.

4. Develop customer class characteristics and units of service by cost component.

5. Calculate the unit cost component rates by dividing the total cost in each component by the total units
of service for that component. For example, wastewater service units include flow which is measured
in ccf and BOD and TSS which are measured in pounds (Ibs) per year.

6. Calculate the cost for each customer class by multiplying the unit cost by the units of service for each
customer class.

7. Design rates to meet the City’s objectives.
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The financial plans for the three utilities include the three-year Study period from fiscal year (FY) 2027' to
FY 2029. The proposed rates were developed for implementation on January 1, 2027 (middle of FY 2027)
and in July of every year thereafter (July 1, 2027, through July 1, 2028).

California Constitution Article XIII D, Section 6, commonly referred to as Proposition 218, was enacted in 1996 to
ensure that rates and fees are reasonable and proportionate to the cost of providing service. The principal
requirements for the fairness of the fees, as they relate to public water and wastewater service are as follows:

1. A property-related charge (such as water and wastewater rates) imposed by a public agency on a parcel
shall not exceed the costs required to provide the property-related service.

2. Revenues derived by the charge shall not be used for any purpose other than that for which the charge was
imposed.

3. The amount of the charge imposed upon any parcel shall not exceed the proportional cost of service
attributable to the parcel.

4. No charge may be imposed for a service unless that service is actually used or immediately available to the
owner of the property.

5. A written notice of the proposed charge shall be mailed to the record owner of each parcel at least 45 days
prior to the public hearing, when the agency considers all written protests against the charge.

Proposition 218 requires that rates cannot be “arbitrary and capricious,” meaning that the rate-setting methodology
must be sound and there must be a nexus between the costs and the rates charged. Raftelis follows industry-
standard rate-setting methodologies to perform cost-of-service analyses for the water utility based on the M1
Manual and for the wastewater utility based on WEF’s Manual No. 27.

Raftelis worked closely with City staff to define the final results and recommendations of the water, wastewater,
and non-potable water rate Study. The recommendations presented in this report will ensure the financial
sufficiency and stability of the City’s three utilities to fund all necessary operating costs, capital costs, and to
maintain sufficient cash reserves. To minimize customer impacts due to changes in rate structure, which is a key
objective that informed the Study approach, Raftelis recommends that the City maintain the same rate structure for
the water, wastewater, and non-potable water systems.

1.5.1. Water Utility

o The water O&M expenses are expected to increase, on average, by approximately 2.8 percent each
year of the Study based on the City’s FY 2026 budget and inflationary assumptions.

e The City plans to spend approximately $51.5 million on capital projects from FY 2027 to FY 2029.

o Raftelis recommends 2.5 percent revenue adjustments per year in FY 2027 through FY 2029 to fund
its capital project spending and to maintain sufficient cash reserves.

LFY 2027 is the period from July 1, 2026, to June 30, 2027.
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1.5.2. Wastewater Utility

o The wastewater O&M expenses are expected to increase, on average, by approximately 2.8 percent
each year of the Study based on the City’s FY 2026 budget and inflationary assumptions.

e The City plans to spend $55.1 million in capital projects from FY 2027 to FY 2029, the majority of
which is to refurbish and modify the City’s current wastewater treatment plant.

e The City has obtained the State Revolving Fund (SRF) loan of $45 million to fund part of the
wastewater treatment plant project costs.

e Raftelis recommends 7 percent revenue adjustments per year in FY 2027 through FY 2029 to fund
capital projects and debt service and to meet debt coverage requirements.

1.5.3. Non-Potable Water Utility

o The non-potable O&M expenses are expected to increase, on average, by approximately 3.1 percent
each year of the Study based on the City’s FY 2026 budget and inflationary assumptions.

o The City does not currently have planned capital projects for the non-potable water utility from
FY 2027 to FY 2029.

e Raftelis recommends no revenue adjustments for FY 2027 through FY 2029 as the utility has
sufficient cash reserves to fund capital project costs and operating expenses.

Table 1-8 and Table 1-9 show the proposed bi-monthly water service charges and water usage rates for the
City’s water utility, respectively, based on the above recommendations. The proposed water rates for FY 2027
are determined by the cost-of-service analysis, and rates for the following years are increased from those rates
based on the proposed revenue adjustments.
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g;gf;’::hly latensSnuice January 2027 July 2027 July 2028

‘Water Service

5/8" $33.60 $34.09 $34.95 $35.83
3/4" $44.90 $45.54 $46.68 $47.85
1" $66.81 $67.76 $69.46 $71.20
11/2" $119.96 $121.64 $124.69 $127.81
2" $177.10 $179.56 $184.05 $188.66
3" $305.97 $310.22 $317.98 $325.93
4" $472.05 $478.60 $490.57 $502.84
6" $870.64 $882.70 $904.77 $927.39
8" $1,282.51 $1,300.27 $1,332.78 $1,366.10
10" $3,036.30 $3,078.32 $3,155.28 $3,234.17
12" $3,992.91 $4,048.16 $4,149.37 $4,253.11

Fire Protection Service

2" $12.05 $12.05 $12.36 $12.67
3" $21.63 $21.39 $21.93 $22.48
4" $38.14 $37.51 $38.45 $39.42
6" $97.39 $95.34 $97.73 $100.18
8" $199.61 $195.09 $199.97 $204.97
10" $353.35 $345.14 $353.77 $362.62
12" $566.44 $553.09 $566.92 $581.10
Fire Hydrant Service

All Meters $305.97 $313.62 $321.47 $329.51

A [ 8 | ¢ | D | E | F
Bi-Monthly Current
Water Usage Rates Tiers January 2027 July 2027 July 2028
Building Water Usage
Tier 1 16 $1.61 $1.59 $1.63 $1.68
Tier 2 27 $1.90 $1.95 $2.00 $2.05
Tier 3 Over 27 $2.85 $3.00 $3.08 $3.16

Non-Building Water Usage
Tier 1 27 $1.81 $1.87 $1.92 $1.97
Tier 2 Over 27 $2.85 $2.66 $2.73 $2.80

Fire Protection Water Usage
All Units $2.85 $2.93 $3.01 $3.09
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Table 1-10 and Table 1-11 show the proposed bi-monthly residential and schools wastewater service charges
and non-residential water usage rates for the wastewater utility, respectively. The proposed wastewater rates

are based on the cost-of-service analysis.

Bi-Monthly Wastewater
Service Charges

Residential ($/dwelling unit)
Single Family
Multiple Family

Schools ($/100 students)
Elementary
Secondary & High

A | 8 | ¢ | D [ E |

Wastewater Usage Rates

Non-Residential Usage ($/ccf)
Low Strength I

Low Strength II

Low Strength IIT
Medium Strength I
Medium Strength 1T
Medium Strength II1
High Strength I

High Strength II
Large Volume User
Minimum Charge ($)

Septage Charge ($/gal)

Table 1-12 and Table 1-13 show the bi-monthly non-potable water service charges and non-potable water
usage rates, respectively. Raftelis recommends no revenue adjustments for the study period. The proposed

$157.43
$262.38

Current Rates

$3.11
$3.76
$4.39
$5.04
$5.68
$6.33
$6.98
$7.62
$4.39

$57.64

$0.11

$78.15
$62.01

$165.62
$276.04

January 2027

$3.31
$3.93
$4.56
$5.18
$5.81
$6.43
$7.06
$7.69
$4.56
$62.01

$0.11

$83.63
$66.36

$177.22
$295.37

July 2027

$3.55
$4.21
$4.88
$5.55
$6.22
$6.89
$7.56
$8.23
$4.88
$66.36

$0.12

B8 | ¢ | Db | E |
January 2027 | July 2027 July 2028

$72.65
$57.64

$89.49
$71.01

$189.63
$316.05

July 2028

$3.80
$4.51
$5.23
$5.94
$6.66
$7.38
$8.09
$8.81
$5.23
$71.01

$0.13

rates for FY 2027 are based on the cost of service analysis and remain the same through FY 2029.
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Bi-Monthly Non-Potable Current January
‘Water Service Charges Rates 2027

July 2027 | July 2028

1 Non-Potable Water Service

2 3/4" $13.81 $13.81 $13.81 $13.81
3 1" $20.65 $20.65 $20.65 $20.65
4 11/2" $37.29 $37.29 $37.29 $37.29
5 2" $55.16 $55.16 $55.16 $55.16
6 3" $95.50 $95.50 $95.50 $95.50
7 4" $147.45 $147.45 $147.45 $147.45
8 6" $272.16 $272.16 $272.16 $272.16
9 8" $401.04 $401.04 $401.04 $401.04

Non-Potable Water Usage Current January
Rates 2027 July 2027 | July 2028

1 Non-Potable Water Usage
2 Non-Potable Water $0.99 $0.99 $0.99 $0.99
3 Conversion Customer $0.64 $0.64 $0.64 $0.64

Table 1-14 outlines the proposed customer bi-monthly impacts for a Single Family customer with a %” meter
using 40 ccf of water each billing period. The customer impacts show the water, wastewater, non-potable
water, and combined bill impacts. A typical Single Family customer will have water and wastewater service,
and the total impact for this typical customer is $8.32 per bi-monthly billing period in the first year (Column
B, last row).
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. Proposed Proposed Proposed
I 0 GG F January 2027 |  July 2027 July 2028
Current Water Bill $128.61 $128.61 $128.61
Proposed Water Bill $131.43 $134.80 $138.36
Difference ($) $2.82 $6.19 $9.75
Current Wastewater Bill $72.65 $72.65 $72.65
Proposed Wastewater Bill $78.15 $83.63 $89.49
Difference ($) $5.50 $10.98 $16.84
Current Non-Potable Water Bill $53.41 $53.41 $53.41
Proposed Non-Potable Water Bill $53.41 $53.41 $53.41
Difference (8) $0.00 $0.00 50.00
Current Water and Wastewater Bill $201.26 $201.26 $201.26
Proposed Water and Wastewater
Bill $209.58 $218.43 $227.85
Difference (§) $8.32 $17.17 $26.59
Current Combined Bill $254.67 $254.67 $254.67
Proposed Combined Bill $262.99 $271.84 $281.26
Difference ($) $8.32 $17.17 $26.59

20

Figure 1-1 shows the bi-monthly sewer bill comparison for a Single Family Dwelling Unit customer. The
graph shows the City’s proposed wastewater charge to be implemented in January of 2027.

Figure 1-2 shows the bi-monthly water bill comparison for a Single Family Dwelling Unit customer using a
3/4” meter and 40 ccf of water use per bi-monthly billing period. The graph shows the City’s proposed water
rates to be implemented in January of 2027.
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2. Key Assumptions

The key assumptions outlined in this section of the report represent the global assumptions utilized in the Study to
project the number of customer accounts, revenues, and expenses for future years. City staff provided data on
customer accounts, usage, and actual revenues and expenses for FY 2025 and budgeted revenues and expenses for
FY 2026. The remaining years of the Study, from FY 2027 to FY 2029, were projected based on this information
and the key assumptions shown in this section.

Table 2-1 shows the customer account growth projections for each customer class based on input from City
staff. The values from the 2020 Urban Water Management Plan (UWMP) were maintained for this rate study
cycle. These conservative growth values were used as a prudent fiscal practice to ensure that adequate
revenues are collected to fund the City’s utilities.

Customer Account | 5y 50,0 FY 2027 FY 2028 FY 2029
Growth

1 Single Family 0.5% 0.5% 0.5% 0.5%
2 Multiple Family 0.5% 0.5% 0.5% 0.5%
3 Commercial 0.5% 0.5% 0.5% 0.5%
4  Municipal 0.5% 0.5% 0.5% 0.5%
5  Non-Building 0.6% 0.6% 0.5% 0.5%
6 Fire Service 0.5% 0.5% 0.5% 0.5%
7 School 0.5% 0.5% 0.5% 0.5%
8 Non-Potable 0.5% 0.5% 0.5% 0.5%

Table 2-2 shows the revenue inflation factors utilized to project future revenues and calculate investment
income. Projections assume no increase in miscellaneous and non-rate revenues throughout the study period.
The reserve interest rate is used to calculate the investment income based on projected fund balances and is
based on conservative estimates.

Revenue Inflation
Factors

FY 2026 FY 2027 FY 2028 FY 2029

1 Non-Rate Revenues 0.0% 0.0% 0.0% 0.0%
Reserve Interest Rate 4.0% 3.5% 3.5% 3.5%
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Table 2-3 shows the expense inflation factors, which are used to project future operating and capital project
expenses for the study period. These factors were determined with input from City staff and reference industry
standard escalations and commonly used price indices. The general inflation factor is based on the long-term
change in the CPI. Water supply, utilities, power, and chemical costs are based on industry averages. Capital
was provided in already-inflated dollars.

Expense Inflation

FY 2026 FY 2027 FY 2028 FY 2029

Factors
1 General 3.0% 3.0% 3.0% 3.0%
2 Salary/Benefits 3.0% 3.0% 3.0% 3.0%
3 Water Supply 5.0% 5.0% 5.0% 5.0%
4  Utilities/Power 5.0% 5.0% 5.0% 5.0%
5  Chemicals 4.0% 4.0% 4.0% 4.0%
6  Supplies/Materials 2.0% 2.0% 2.0% 2.0%
7  Capital 0% 0% 0% 0%
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3. Water - Financial Plan

This section of the report details the water enterprise’s long-term financial plan, based on the projected
revenues, expenses, debt service, and capital project costs. Raftelis modeled the financial plan without revenue
adjustments (status quo) and with proposed revenue adjustments to ensure the financial sustainability and solvency
of the water utility. The results of the water financial plan are the proposed rates for three years based on the
proposed revenue adjustments.

City staff provided the actual FY 2025 revenues and budgeted FY 2026 and FY 2027 revenues for the water
utility, which were used to project revenues for the remainder of the study period. Table 3-1 shows the
projected water revenues for each of the water funds.

The water rate revenues (Lines 1-4) are calculated for future years based on the weighted customer account
growth assumptions for each customer class (Table 2-1). The City expects modest increases in water rate
revenues for all years of the study based on the growth assumptions. The investment income (Lines 13, 21) is
calculated using the reserve interest rate (Table 2-2 , Line 2) and we see a reduction in interest based on the
conservative assumption of the interest rate and a reduction in the reserve balance. The remaining revenues
are inflated using the non-rate revenue inflation factor (Table 2-2, Line 1).
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Projected Revenues

Water Service (501)

Water Usage

Fire Hydrant Water Usage
Fire Protection Water Usage
Irrigation Water Usage

Cost Recover/Reimb Expenditure

Plan Check

Fire Flow Testing

"B" Contract Water Usage
Water Meter Install
Transfers in from Other Funds
Frontage Charge
Investment Income
Returned Check Charge
Rental Income
Miscellaneous Receipts
Total - Water Service (501)

Water CIP (509)

Capital Improv Chrg Non-Res
Capital Improv Chrg Resident
Investment Income

Total - Water CIP (509)

Total - Revenues

B
FY 2026

$28,231,718
$100,000
$450,000
$3,100,000
$15,000

$0

$1,500
$60,000
$30,000
$637,000
$20,000
$2,018,746
$0

$100,000
$250,000
$35,013,964

$400,000
$250,000

$0
$650,000

$35,663,964

25

C D E
FY 2027 FY 2028 FY 2029

$28,372,877 $28,514,741 $28,657,315
$100,500 $101,003 $101,508
$452,250 $454,511 $456,784
$3,115,500  $3,131,078  $3,146,733

$15,075 $15,150 $15,226
$0 $0 $0

$1,508 $1,515 $1,523
$60,300 $60,602 $60,905
$30,150 $30,301 $30,452
$640,185 $643,386 $646,603
$20,100 $20,201 $20,302
$1,477,396  $1,172,291  $1,318,224
$0 $0 $0

$100,500 $101,003 $101,508
$251,250 $252,506 $253,769
$34,637,590 $34,498,286 $34,810,849

$402,000  $404,010  $406,030
$251,250  $252,506  $253,769

$0 $0 $0
$653,250  $656,516  $659,799

$35,290,840 $35,154,802 $35,470,648

City staff provided the actual FY 2025 and budgeted FY 2026 O&M expenses for the water utility. Table 3-2
shows the projected O&M expenses for the study period, inflated for FY 2027 and beyond using the expense
inflation factors (Table 2-3).
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A B C D E
Line Projected O&M Expenses FY 2026 FY 2027 FY 2028 FY 2029

1 ‘Water Service (501)

2 Salaries and Benefits $9,697,424 $9,988,346 $10,287,997 $10,596,637
3 Services - Power $2,568,963 $2,646,032 $2,725,413 $2,807,175
4  Services $12,135,086 $12,476,754 $12,828,518 $13,190,677
5 Supplies - Purchased Water $294,770 $300,665 $306,678 $312,812
6  Supplies - Treatment $651,500 $664,530 $677,821 $691,377
7 Supplies $3,073,733 $3,135,208 $3,197,912 $3,261,870
8 Total - Water Service (501) $28,421,475 $29,211,535 $30,024,338 $30,860,548

The City currently has two existing debt issues for the water utility. Table 3-3 shows the annual principal and
interest payments for the existing debts.

A C E
A | ® [ ¢ | Do | E |

Existing Debt Service FY 2026 FY 2027 FY 2028 FY 2029

1 Safe Drinking Water (Tate)

2 Principal $372,727 $189,641 $0 $0
3 Interest $10,992 $2,219 $0 $0
4  Total - Safe Drinking Water (Tate) $383,719 $191,859 $0 $0
5

6 Hinkley SRF Loan

7  Principal $525,439 $538,666 $552,226 $566,127
8  Interest $127,678 $114,450 $100,890 $86,989
9  Total - Hinkley SRF Loan $653,116 $653,116 $653,116 $653,116
10

11  Total - Existing Debt Service $1,036,835 $844,976 $653,116 $653,116

The City plans to debt finance the Sunset Reservoir project with a $26 million bond. The projected debt
service for that bond is $1,526,480 per year starting in FY 2029.

City staff provided the Capital Improvement Plan (CIP) for the water utility for the study period.
Table 3-4 shows the CIP costs for the study period, which per the City are already inflated.
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Capital Projects (Inflated) FY 2026 FY 2027 FY 2028 FY 2029

1 Replacement
2 Joint Utility Lab (Design, Bidding & Construction Support) $200,000 $200,000 $200,000 $0
3 Joint Utility Lab Phases (Construction) $1,800,000  $1,500,000 $1,500,000 $0
4  CIP Waterline Replacements (Construction) $4,500,000  $4,500,000 $4,500,000  $4,500,000
*5  Highline Replacement $0 $0 $0 $0
*6  AWIA Security Fencing (HWTP, TWTP, HAWC, Maguet 2, E.L. 6) $0 $0 $0 $0
*7  Fixed Generator - 5th Ave., Country Club, Texas St., Agate (Equipment) $0 $0 $0 $0
8 Fixed Generator - 5th Ave., Country Club, Texas St., Agate (Construction) $3,500,000 $0 $0 $0
*9  Hinckley WTP Sludge Press (Equipment Purchase) $0 $0 $0 $0
10  Hinckley WTP Sludge Press (Construction) $0  $3,815,000 $0 $0
11  Hinckley WTP Parking Improvements (Design) $225,000 $0 $0 $0
12 Hinckley WTP Parking Improvements (Construction) $0 $750,000 $0 $0
13 Well 38 & 39 Wellhead Treatment System (Construction) $0  $9,000,000 $0 $0
14  Drill New Well (Construction) $0 $3,000,000 $0 $0
15  Sunset Reservoir (Design) $1,305,910 $0 $0 $0
16  Sunset Reservoir (Construction) $0 $0 $0 $10,000,000
17  Tate Transmission Line Replacement (Phase 1) $0 $0 $0  $8,000,000
**18 Tate Transmission Line Replacement (Phase 2) $0 $0 $0 $0
**19  Tate WTP Upgrades (Design) $0 $0 $0 $0
**20 Tate WTP Upgrades (Construction) $0 $0 $0 $0
21  Total - Replacement $11,530,910 $22,765,000 $6,200,000 $22,500,000

*  Completed
**  Future projects beyond FY 2029
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Table 3-5 shows the proposed capital financing plan for the water utility. The City plans to fully fund its
water CIP for all years of the study (Line 1) through rates, reserves and debt. The inflated project costs
(Line 3) are the total project costs (Table 3-4, Line 21).

| A | B8 | ¢ | b | E |
Capital Financing Plan FY 2026 FY 2027 FY 2028 FY 2029

1 CIP to Spend 100% 100% 100% 100%
2

3 Inflated Project Costs $11,530,910 $22,765,000 $6,200,000 $22,500,000
4

5  Bond Proceeds $0 $0 $0  $26,000,000
6  Balance $0 $0 $0  $26,000,000
7

8 Capital Financing

9 Rate Funded $11,530,910 $22,765,000 $6,200,000 $12,500,000
10  Bond Funded $0 $0 $0  $10,000,000
11

12 Total - Capital Financing  $11,530,910 $22,765,000  $6,200,000 $22,500,000

Table 3-6 shows the proposed revenue adjustments for the study period, which will allow the City to fund all
necessary operating expenses with debt financing of major capital costs.

| | A | B | ¢

Line | Fiscal Year R.e venue Month Effective
Adjustment

1 FY 2027 2.5% January
2 FY 2028 2.5% July
3 FY 2029 2.5% July

Table 3-7 shows the projected water financial plan with the proposed revenue adjustments from FY 2027
through FY 2029. The net cash flow (Line 22) is negative for all years (except for FY 2029, which includes
debt proceeds) as the water utility draws down cash reserves to fund capital projects. The ending cash balance
(Line 27) is drawn down; however, it remains positive throughout the study period and exceeds the required
target. It should be noted that revenue adjustments are required to ensure the ability to meet expenses in
future years based on the City’s projected capital improvement program.
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Water Financial Plan FY 2026 FY 2027 FY 2028 FY 2029

Revenues
Rate Revenues
Revenue Adjustments

T 50 ® 0o U R W N~

— = = = e
[0, TN N SN SV \S ]

16
18
17
18
19
20
21

22
23

24
25

26
27
28

Investment Income
Other Revenues
Debt Proceeds
Total - Revenues

O&M Expenses

Salaries and Benefits
Services - Power

Services

Supplies - Purchased Water
Supplies - Treatment
Supplies

Total - O&M Expenses

Debt and Capital

Existing Debt Service
Proposed Debt Service

Rate Funded Capital Projects
Debt Funded Capital Projects
DIF Funded Capital Projects
Total - Debt and Capital

Net Cash Flow
Net Operating Revenue

Calculated Debt Coverage
Required Debt Coverage

Beginning Balances
Ending Balances
Reserve Target

B | ¢ | b | E |
$31,881,718 $32,041,127 $32,201,333 $32,362,339
$0 $400,514 $1,630,192 $2,488,360
$2,018,746 $1,477,396 $1,172,291 $1,318,224
$1,763,500 $1,772,318 $1,781,179 $1,790,085
$ $0 $0 $26,000,000
$35,663,964 $35,691,354 $36,784,995 $63,959,009
$9,697,424 $9,988,346 $10,287,997 $10,596,637
$2,568,963 $2,646,032 $2,725,413 $2,807,175
$12,135,086 $12,476,754 $12,828,518 $13,190,677
$294,770 $300,665 $306,678 $312,812
$651,500 $664,530 $677,821 $691,377
$3,073,733 $3,135,208 $3,197,912 $3,261,870
$28,421,475 $29,211,535 $30,024,338 $30,860,548
$1,036,835 $844,976 $653,116 $653,116
$0 $0 $0 $1,526,480
$11,530,910 $22,765,000 $6,200,000 $12,500,000
$0 $0 $0 $10,000,000
$0 $0 $0 $0
$12,567,745 $23,609,976 $6,853,116 $24,679,596
($5,325,255)  ($17,130,156) ($92,459) $8,418,865
$7,242,490 $6,479,820 $6,760,657 $7,098,461
6.99 7.67 10.35 3.26
1.25 1.25 1.25 1.25
$56,297,272 $50,972,017 $33,841,861 $33,749,402
$50,972,017 $33,841,861 $33,749,402 $42,168,267
$19,604,551 $19,195,884 $16,546,085 $16,755,137
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Figure 3-1 shows the proposed water capital financing plan in graphical format, based on the capital financial

plan shown in Table 3-5.
Figure 3-1: Proposed Water Capital Financing Plan
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$25

Millions

$20
$15
$10

) -

$0
FY 2026 FY 2027 FY 2028 FY 2029

m Rate Funded m=mBond Funded

Figure 3-2 shows the proposed financial plan in graphical format with the revenue adjustments in Table 3-6.
The proposed revenues shown as the dark teal line, along with the drawdown of the reserves (green bars),
allow the City to fund its operating and capital costs for the study period.

Figure 3-2: Projected Water Financial Plan (Proposed Revenue Adjustments)
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The City’s current policy is to target operating reserves at 25% of the operating expenses and the capital
reserve at 100% of the 5-yr rolling average rate funded CIP. Figure 3-3 shows the projected water fund
balances with the proposed revenue adjustments in Table 3-6. The City’s restricted reserves are for the source
acquisition fund and are represented by the gray bars. The unrestricted reserves or cash balance is comprised
of operating and capital reserves. The blue bars represent the unrestricted cash balance available to finance
operating expenses and capital projects. While the unrestricted reserves are being drawn down through the
study period, the ending balance remains at or above target through FY 2029.

Figure 3-3: Projected Water Fund Balances (Proposed Revenue Adjustments)
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4. Water - Cost-of-Service Analysis
and Rates

This section of the report details the cost-of-service analysis and rate calculation process to determine the
proposed water rates. The goal of this process is to determine the cost of providing water service to each of the
City’s water customer classes and to ensure equity and fairness among the various classes.

The cost-of-service analysis utilized to develop the water rates followed the guidelines for allocating costs
outlined in the AWWA M1 manual. The cost-of-service analysis and rate design process consists of seven
major steps, as outlined below:

1. Determine the revenue requirement, equal to the revenue to be recovered from rates

2. Functionalize O&M expenses and capital assets into functional categories such as supply, pumping,
transmission & distribution, customer service & billing, etc.

3. Allocate each functional category into cost components such as supply, meters, customer service,
conservation, base delivery, etc.

4. Develop customer class characteristics and units of service by cost component

5. Calculate the cost component unit rates by dividing the total cost in each cost component by the total
units of service for that component. For example, base delivery costs are divided by the annual water
demand and customer billing costs are divided by the annual number of bills.

6. Calculate the cost for each customer class by multiplying the unit cost by the units of service for each
customer class.

7. Design rates to meet the City’s objectives.

The first step of the cost-of-service analysis is to determine the revenue requirement for the test year, or rate-
making year. The test year of this study is FY 2027. Table 4-1shows the revenue requirement calculations for
the water utility. The revenue requirements (Lines 2-4) are equal to the O&M expense and debt and capital
costs for FY 2027 (Table 3-7, Column C ). The revenues from other sources (Lines 8-12), also known as non-
rate revenues or revenue offsets, are equal to all non-rate revenues (Table 3-7, Column C). The adjustment for
cash from/(to) reserves (Line 14) is equal to the negative value of net cash flow (Table 3-7, Column C), which
excludes the source acquisition fund revenue. Line 15 reflects that revenue adjustments occur partway
through the first year.
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. 0 | ® | ¢ | v |

Revenue Requirement Calculation

1 Revenue Requirements

2 O&M Expenses $29,211,535 $0 $29,211,535
3 Capital $0 $22,765,000 $22,765,000
4 Debt $844,976 $844,976
5 Total - Revenue Requirements $29,211,535 $23,609,976 $52,821,510
6 Revenue from Other Sources

7 Investment Income (501 & 508) $486,443 $0 $486,443
8 Investment Income (503) $0 $990,953 $990,953
9 Water Service (501) $1,058,768 $0 $1,058,768
10 Water Capital Improvement (509) $0 $653,250 $653,250
11 B Contract Water Revenue $60,300 $0 $60,300
12 Total - Revenue from Other Sources $1,605,511 $1,644,203 $3,249,713
13 Less Adjustments

14 Cash from Reserves $0 $17,130,156 $17,130,156
15 Midyear Increase ($400,514) $0 ($400,514)
16  Subtotal - Adjustments $0 $17,130,156 $16,729,642
17  Revenue to be Recovered from Rates $28,006,538 $4,835,617 $32,842,155

After functionalizing the net revenue requirements, the next step is to allocate the functionalized net revenue
requirements to the following cost components.
e Base-fixed costs associated with providing service under average demand conditions
e Peaking (Max Day and Peak Hour) — costs associated with meeting demand in excess of average use
e Customer Service— the costs associated with meter reading, billing, and customer service
o Equivalent Meters— costs associated with meter capacity, maintenance, and replacement

4.3.1. Peaking Factors

Water demand varies from parcel to parcel. Water systems have to be designed to meet the highest levels of
demand placed on the system. Components of the water system are therefore oversized compared to the
requirement for average demands. For example, reservoirs are designed to meet maximum day requirements,
and distribution lines are designed to meet instantaneous peak demands or peak hour demands. Therefore,
peaking plays a significant part in the costs of operating and constructing a water system. Demonstrating that
rates are proportional to the demands and associated costs that customer classes place on the utility system is
critical to ensure that rates align with the intent of Proposition 218. The capital and operating costs of the system
must then be allocated to customer classes in proportion to the demands they place on the system. For costs
recovered through a water utility’s fixed meter charge, costs are allocated either over all accounts or by meter
size, depending on the type of expense. Variable costs are allocated among customer classes based on the
demands they place on the water system and the cost of water supplies.
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One of the major factors in cost allocation is allocation of peaking costs. To do so, we must identify system-
wide peaking factors. The maximum day demand is the maximum amount of water used in a single day in a
year. The maximum hour demand is the maximum usage in an hour on the maximum usage day. Different
facilities, such as distribution and storage facilities and infrastructure, and the capital and O&M costs
associated with those facilities, are designed to meet the peak demands placed on the system by customers.
Therefore, extra capacity costs include the O&M and capital costs associated with meeting peak customer
demand in excess of average rate of use, or base use, requirements. This method is consistent with AWWA
Manual M1 and is widely used in the water industry for cost-of-service analyses. Importantly, it ensures that
average and below-average users pay rates that reflect the level of capital investment necessary to serve them.

The system-wide factors for maximum day and maximum hour were provided in Section 4.1 of the City’s
2022 Water Master Plan. Maximum day and maximum hour factors are shown in Table 4-2 relative to the
base factor. Base, or average daily demand, is represented by the factor of 1.00.

| A | B

Line Allocation Factor System Peaking
Factor
1  Base 1.00
2 Max Day 1.70
3  Max Hour 275

The system-wide peaking factors from Table 4-2 are used to derive the cost causation component allocation
base, maximum day, and maximum hour percentages shown in Columns of Table 4-3. The numbers and
calculations outlined in the following sections are rounded and may not be equal to the exact amounts shown.

Line 1 “Base” represents the average day demand throughout the year and is, therefore assigned a factor of
1.00.
» Base =1.00/1.00 = 100%

Line 2 “Max Day” is the ratio of maximum day demand relative to base demand, or 1.7. The percentage
allocated to maximum day is the incremental responsibility above base demand.

» Base=1.00/1.70 = 59%

»  Max Day = (1.70-1.00) / 1.70 = 41%

Similarly, Line 3, “Max Hour” is the ratio of maximum hour demand, on the maximum day, relative to base
demand. The max hour factor is 2.75

» Base=1.00/2.75=36%

»  Max Day = (1.70-1.00) / 2.75 = 26%

» Max Hour = (2.75-1.70) / 2.75 = 38%

These peak factors indicate how much additional capacity is required to meet demand above average daily
use. As demand, and therefore capacity, increases, so must the sizing of facilities and pipelines, which incur
greater costs to construct, maintain, and replace. To understand the interpretation of the percentages shown in
columns C through E, “Base” is the average daily demand during the year. These allocation bases are used to
spread the functionalized costs for reservoir, transmission, treatment, and distribution functions to the cost
causation components.
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|

1

2
3
4

Base 1.00 100% 0% 0% 100%
Max Day 1.70 59% 41% 0% 100%
Max Hour 2.75 36% 26% 38% 100%
Average Max Day/Max Hour 48% 33% 19% 100%

The next step in the cost-of-service analysis is to determine the operating and capital cost allocations by cost
causation component. The cost causation components for water include Base, Max Day, Max Hour, Meters,
Customer, Fire Protection, Conservation and General.

Table 4-4 shows the water operating cost allocation. The allocation basis for each function is listed in
Column B. For the purpose of allocating operating costs, City staff provided the O&M expense budget
estimates by function (Column A, Lines 14-25). This is representative of the distribution of operating costs
shown in Table 3-2. Functions include General and Administration, Engineering, Production & Operations,
Production Maintenance, Water Treatment, Water Quality, Water Distribution, Water Conservation
Program, B Contract (Reimbursable and City). The operating costs are allocated to each cost component
based on the percentage allocation (Lines 1-12) for each component. The final O&M expense allocation (Line
27) is determined by multiplying each cost component's percentage allocation by total operating costs.
Adjustments for fire and meters were made to max day and max hour. Reservoirs and distribution lines are
designed for max day plus fire flow and max hour plus fire flow, respectively. For purposes of allocating costs
to fire flow for expenses related to these two assets, we need to modify the allocation factors shown above in
Table 4-3 to include fire flow. For the large number of fire hydrants and private fire lines in the City, we have
used the ISO standards to allocate 15% of the costs to fire and an additional 5% to meter for max day, and
15% to meters for distribution-related max hour costs. This ensures that larger meters, which would need
more fire capacity, are paying their fair share of fire hydrant costs.

Table 4-5 shows the water capital cost allocation. To minimize fluctuations in the capital cost allocation as
capital projects change from year-to-year, capital costs are allocated on the basis of capital assets. For the
purpose of allocating capital costs, City staff provided the water capital assets listed by function (Column A,
Lines 16-29). This is representative of the distribution of capital costs shown in Table 3-5. Functions include
Source of Supply, Wells, Pumping, Treatment, Transmission, Distribution, Storage, Meters, Fire Protection,
Customer Billing, Land, Building Improvements, Rolling Stock (Vehicles), and General Plant. The capital
asset costs are allocated into each cost component based on the percentage allocation (Lines 1-14) for each
component. The final capital expense allocation (Line 31) is determined by taking the weighted proportion of
total capital asset costs by cost component.
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Flre

1 Source of Supply Base 95% 0% 0% 5% 0% 0% 0% 100%
2 Wells Max Day 59% 41% 0% 0% 0% 0% 0% 100%
3 Pumping Max Day 59% 41% 0% 0% 0% 0% 0% 100%
4 Treatment Max Day 59% 41% 0% 0% 0% 0% 0% 100%
5 Transmission Max Day Fire 47% 33% 0% 5% 0% 15% 0% 100%
6 Distribution Max Hour Fire 25% 18% 27% 15% 0% 15% 0% 100%
7 Storage Max Day Fire 47% 33% 0% 5% 0% 15% 0% 100%
8 Meters Meters 0% 0% 0% 100% 0% 0% 0% 100%
9 Fire Protection Fire Service 0% 0% 0% 0% 0% 100% 0% 100%
10 Customer Billing Billing & Customer Service 0% 0% 0% 0% 100% 0% 0% 100%
11 Land Max Day Fire 47% 33% 0% 5% 0% 15% 0% 100%
12 Building and Improvements General 0% 0% 0% 0% 11% 0% 89% 100%
13 Rolling Stock (Vehicles) Base 95% 0% 0% 5% 0% 0% 0% 100%
14 General Plant Max Day 59% 41% 0% 0% 0% 0% 0% 100%
15

16 Source of Supply Base $9,387,387 $0 $0 $494,073 $0 $0 $0 $9,881,460
17 wells Max Day $1,504,123 $1,056,951 $0 $0 $0 $0 $0 $2,561,074
18 Pumping Max Day $329,162 $231,303 $0 $0 $0 $0 $0 $560,466
19 Treatment Max Day $42,208 $29,660 $0 $0 $0 $0 $0 $71,867
20 Transmission Max Day Fire $29,223,535  $20,535,457 $0  $3,109,937 $0  $9,329,811 $0  $62,198,740
21 Distribution Max Hour Fire $2,240,016  $1,574,065  $2,348,990  $1,320,658 $0  $1,320,658 $0 $8,804,388
22 Storage Max Day Fire $2,815,532  $1,978,482 $0 $299,626 $0 $898,878 $0 $5,992,518
23 Meters Meters $0 $0 $0 $0 $0 $0 $0 $0
24 Fire Protection Fire Service $0 $0 $0 $0 $0 $0 $0 $0
25 Customer Billing Billing & Customer Service $0 $0 $0 $0 $0 $0 $0 $0
26 Land Max Day Fire $3,307,469  $2,324,167 $0 $351,977 $0  $1,055,932 $0 $7,039,545
27 Building and Improvements General $0 $0 $0 $0  $1,562,036 $0  $12,638,289  $14,200,325
28 Rolling Stock (Vehicles) Base $383,718 $0 $0 $20,196 $0 $0 $0 $403,913
29 General Plant Max Day $0 $0 $0 $0 $0 $0 $0 $0
30 Total Assets $49,233,150  $27,730,086  $2,348,990  $5,596,467  $1,562,036  $12,605,279  $12,638,289  $111,714,296
31 Asser Allocation 44% 25% 2% 5% 1% 11% 11% 100%
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The total revenue recoverable from each cost causation component through water rates is shown in Table 4-7 using the revenue requirement from
Table 4-1 the O&M and Capital allocations in Table 4-4 and Table 4-5, and the fire cost analysis in Table 4-6. Since public fire protection costs are
a function of system capacity, they are reallocated to the Meter component. Interest earnings, shown separately, will be used to offset some rates.
Five percent of Base costs and 31 percent of Peaking costs (Max Day plus Max Hour) are allocated to the meter charge to cover the fixed costs and
preserve the utility’s current fixed revenue recovery of 31 percent.

Operating Revenue

Requirement $9,185,751 $6,014,788 $1,985,121 $1,149,043 $926,202 $1,116,082 $498,725 $8,335,822 $29,211,535
2 Capital Revenue Requirement $2,131,085 $1,200,313 $101,677 $242,246 $61,467 $545,627 $0 $553,202 $0 $4,835,617
3 Revenue Offset -$682,626 $0 $0 -$35,928 $0 $0 $0 $0 -$486,443 -$1,204,997
4 Total Cost of Service $10,634,210 $7,215,100  $2,086,798  $1,355,361 $987,669 $1,661,709 $498,725 $8,889,024 -$486,443  $32,842,155
5 Allocation of General Cost $4,030,707 $2,734,755 $790,963 $513,725 $0 $629,841 $189,033 -$8,889,024 $0 $0
6 Allocation to Public Fire $0 $0 $0 $1,712,374 $0 -$1,712,374 $0 $0 $0 $0
7 Allocation of Base to Meter -$733,246 $0 $0 $733,246 $0 $0 $0 $0 $0 $0
8 Allocation of Peak to Meter $0 -$3,084,455 -$892,106 $3,976,561 $0 $0 $0 $0 $0 $0
9 Total Adjusted Cost of

Service $13,931,671 $6,865,400  $1,985,656  $8,291,267 $987,669 $579,176 $687,758 $0 -$486,443  $32,842,155
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Unit costs for each component must be calculated, which starts by assessing the total water demand (or
equivalent service units) for each cost component. Projected water use (base units of service) for FY 2027 is
shown in Table 4-8. Daily use is calculated as annual use is divided by 365 days. Demand is detailed by rate
class. Values are rounded to the nearest ccf and may not be equal to the exact values shown.

| A | 8 [ ¢ |

(s ccf/da

1
2
3
4
5
6
7
8

Table 4-9 shows the total equivalent meters and annual number of bills. Table 4-10 shows the total equivalent
fire line connections. These totals are used as the denominator in developing unit costs for the rate
components of the monthly fixed service charges and private fire service charges.

Building Water Usage

Tier 1 3,250,414
Tier 2 285,707
Tier 3 4,716,622
Non-Building Water

Usage

Tier 1 77,000
Tier 2 1,131,591
Total 9,461,335

8,905
783
12,922

211
3,100
25,921

| | A | B | ¢ | o | E |

Hydraulic
Size Count
Factor
5/8" 181 1.00
3/4" 8,375 1.43
1" 12,113 2.25
11/2" 787 4.25
2" 783 6.40
3" 79 11.25
4" 55 17.50
6" 28 32.50
8" 14 48.00
10" 0 114.00
12" 1 150.00

D8 0000 U R W N~

—_
\S}

181
11,935
27,254

3,343
5,014

888

964

912

648

0

156

51,294

Equivalent Annual Bi-
Meters monthly Bills

1,085
50,251
72,676

4,720

4,701

474
330

134,492
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| | A | B | ¢ | Do | E |

Line Fire Line Fire Line Demand Equivalent Fire Annual Bi-
Size Count Factor Lines monthly Bills

1 2 10 6.19 64 62
2 3 0 17.98 0 0
3 4 155 38.32 5,933 929
4 6" 153 111.31 17,002 916
5 g 185 237.21 43,871 1,110
6 10" 129 426.58 54,961 773
7 12" 0 689.04 0 0
8  Total 632 121,831 3,790

Table 4-11 shows the total and extra capacity calculation by class and tier for maximum day and maximum
hour demand. The class and tier specific maximum day peaking factors were calculated by dividing the
maximum billing period usage by the average billing period usage in FY 2025 for the City’s customers. The
class and tier specific maximum hour peaking factors were calculated by multiplying the maximum day
peaking factors by the ratio of the system-wide maximum hour to maximum day peaking factors shown in
Table 4-3.

Utilizing the final cost of service from Table 4-11 as the numerator and Table 4-8, Table 4-9, Table 4-10,
and Table 4-11, as the denominators allows us to derive the unit costs of service in Table 4-12. . The total
cost of service is divided by the respective units of service to calculate the unit cost of each cost component.

Meter costs are divided by the total meter equivalencies from Table 4-9 multiplied by 6 bi-monthly bills to
determine a cost per equivalent meter and annual customer costs are divided by the estimated number of
annual monthly bills, also from Table 4-9. Fire protection costs are divided by total fire line equivalencies
from Table 4-10 to determine a cost per equivalent inch of fire line. Base delivery costs are divided by total
annual water demand from Table 4-8 to determine a cost per unit of water usage. Similarly, Conservation
costs are divided by annual Tier 3 water demand and Offset savings are divided by Building Tier 1 usage as
those are the units from Table 4-8 over which those costs and savings, respectively, are being recovered. The
unit costs are used to distribute the cost components to the meter classes and commodity classes and tiers.
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The final step in a cost-of-service analysis is to distribute the cost components to the customer classes using
the unit costs derived in Table 4-12. This is the end goal of a cost-of-service analysis and yields the cost to
serve each class. Table 4-13 shows the derivation of the costs to serve each class. The supply, base, max day,
max hour, conservation, and offset cost components are collected through the commodity charges ($/ccf).
Fire protection, meters, and customer cost components are collected through the City’s bi-monthly fixed
service charge ($/2 months) and private fire service charge ($/2 months). The interest revenue, which is a
non-rate revenue and over which the City Council has discretion, is applied as an offset to the Tier 1 rate for
building usage to provide affordability for low-volume customers. All building users will benefit from the
lower rate in Tier 1.

To derive the cost to serve each class, the unit costs from Table 4-12 are multiplied by the respective units of
service for each class (Table 4-8, Table 4-9, Table 4-10, and Table 4-11). With the cost to serve each user
class calculated, we can proceed to derive rates to collect the cost to serve each commodity class, tier, and
meter size.
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4.9.1. Proposed Bi-Monthly Fixed Charges

Table 4-14 shows the bi-monthly service charge calculation, which consists of the Meter and Customer cost
components. The Meter cost component is derived based on total equivalent meters. Therefore, the meter unit
cost (Table 4-12, Column E, Line 4) is multiplied by the capacity ratio for each meter size (Column B) to
appropriately reflect the share of cost by meter size (Column C). The Customer cost does not vary with meter
size, and therefore the Customer unit cost (Table 4-12, Column F, Line 4) is applied uniformly across all
meter sizes (Column D). These components added together determine the proposed bi-monthly service charge
(Column E).

A | B8 | ¢ | o | ®B | E |

Bi-Monthly Capacity

Li Service Charge Ratio Meter Customer Proposed Charge Current Charge
1 5/8" 1.00 $26.94 $7.14 $34.09 $33.60
2 3/4" 1.43 $38.39 $7.14 $45.54 $44.90
3 1" 2.25 $60.62 $7.14 $67.76 $66.81
4 11/2" 4.25 $114.50 $7.14 $121.64 $119.96
5 2" 6.40 $172.42 $7.14 $179.56 $177.10
6 3" 11.25 $303.08 $7.14 $310.22 $305.97
7 4" 17.50 $471.45 $7.14 $478.60 $472.05
8 6" 32.50 $875.55 $7.14 $882.70 $870.64
9 8" 48.00 $1,293.12 $7.14 $1,300.27 $1,282.51
10 10" 114.00 $3,071.17 $7.14 $3,078.32 $3,036.30
11 12" 150.00 $4,041.01 $7.14 $4,048.16 $3,992.91

4.9.2. Proposed Bi-Monthly Fire Service Charges

Table 4-15 shows the bi-monthly service charge calculation, which consists of the Private Fire and Customer
cost components. The Private Fire unit cost (Table 4-12, Column G, Line 4) is multiplied by the fire ratio for
each fire line diameter (Column B) to appropriately reflect the share of cost by fire line (Column C). A
connection’s share of the Customer cost does not vary with fire line size, and therefore the Customer unit cost
(Table 4-12, Column F, Line 4) is applied uniformly across all meter sizes (Column D). These components
added together arrive at the proposed bi-monthly fire service charge (Column E).
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B1 Monthly Flre Service Capac1ty Proposed Current

1
2 3'-
3 4
4 6"
5 8"
6 10"
7 12"

6.19
17.98
38.32

111.31
237.21
426.58
689.04

$4.90
$14.25
$30.36
$88.19
$187.94
$337.99
$545.94

4.9.3. Proposed Water Usage Rates

The City’s water usage rates consist of five components: Base, Peaking, Supply, Conservation, and Offset.
The following subsections will present the calculations for each of the components.

4.9.3.1. Base Component

The Base component is applied uniformly across all units of water and is equal to the Base unit cost (Table

4-12, Column B, Line 4).

4.9.3.2. Peaking Component

Table 4-16 shows the Peaking unit cost calculation for each customer class and tier. Peaking costs (Column

$7.14
$7.14
$7.14
$7.14
$7.14
$7.14
$7.14

$12.05
$21.39
$37.51
$95.34
$195.09
$345.14
$553.09

$12.05
$21.63
$38.14
$97.39
$199.61
$353.35
$566.44

C) are the sum of Max Day and Max Hour costs for each class and tier (Table 4-13, Columns C and D).
Peaking costs are divided by annual use (Column B) to determine the Peaking unit cost for each class and tier

(Column D).

| A | B | ¢ | Db |

. Annual Use Peaking Unit

Building Water Usage

Tier 1
Tier 2
Tier 3
Non-Building Water
Usage
Tier 1
Tier 2

NN bW N

4.9.3.3. Supply Component

3,250,414
285,707
4,716,622

77,000
1,131,591

$1,240,298
$147,029
$6,097,952

$43,644
$1,322,132

$0.38
$0.51
$1.29

$0.57
$1.17
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Table 4-17 shows the calculation of the unit cost for each source of water (Line 6). The percentage from each
source (Line 2) is determined by the proportion of volume purchased from each source in Line 1. These

proportions are used to determine the proportion of demand from each source (Line 3). The direct water
purchase costs (provided by City staff) on Line 4 are divided by the estimated potable demand (Line 3) to
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calculate the unit costs in Line 6. Table 4-18 shows the supply component unit cost calculation for each
customer class and tier. The lowest cost water source is used for Tier 1, if that source does not meet the
demand, then water from the next lowest source is used and so on. Once the Tier 1 demand is met then Tier 2
is allocated the remaining lowest cost water and so on. The uses for each class and tier from each source
(Columns E through H) are multiplied by their respective unit costs (Table 4-17, Line 6) to calculate the total
supply cost for each class and tier in Column J. The total costs (Column J) are divided by the total use
(Column I) to calculate the supply unit cost for each class and tier (Column K).

| A | B8 | ¢ | b | E | F |
(I:’(())sttable ‘Water Supply Sli\ffgce SAR]?{II;'faCC Groundwater VSV‘ZZY Total
1 Volume (AF) 5,700 5,466 10,767 1,342 23,275
2 % from Source 24% 23% 46% 6% 100%
3 Estimated Potable
Demand 2,317,185 2,221,738 4,376,777 545,634 9,461,335
4 Direct Water Purchase
Costs $148,209 $431,779 $1,453,551 $200,000 $2,233,539
5 % of Water Purchase Costs 7% 19% 65% 9% 100%
6 Unit Cost ($/ccf) $0.06 $0.19 $0.33 $0.37 $0.24

The tiers were designed to provide low-cost water from the lowest cost source, which is the Mill Creek (MC)
surface water. Since the wildfires of 2024, this source does not provide all the water used in Tier 1 anymore.
However, the turbidity levels of Mill Creek surface water are returning to normal, and the City expects to
return to typical historical use of this water source. Therefore, the City has decided to retain that tier
definition to provide indoor water use. The second tier basically provides water from the Santa Ana River
(SAR) and provide the average water use for irrigation. Tier 3 then uses any remaining water from SAR,
groundwater and State Water Project Water.
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4.9.3.4. Conservation Component

The Conservation component is applied to Building Tier 3 use and is equal to the Conservation unit cost
(Table 4-12, Column H, Line 4) for that class and tier only.

4.9.3.5. Offset Component

The Offset component is applied to Building Tier 1 use and is equal to the Offset unit cost (Table 4-12,
Column I, Line 4) for that class and tier only. The offset helps to provide affordability in Tier 1 and benefits
all building customers.

4.9.3.6. Water Usage Rates

Table 4-19 shows the calculation of proposed water usage rates (Column H) for each customer class and tier
based on the five rate components (Columns C through G) described previously.

Customer 1-month1y Base Proposed

Bu11d1ng Water Usage
2 Tier 1 16 $0.11 $1.24 $0.38 $0.00 (30.15) $1.59
3 Tier2 27 $0.19 $1.24 $0.51 $0.00 $0.00 $1.95
4  Tier3 Over 27 $0.32 $1.24 $1.29 $0.15 $0.00 $3.00
5 Non-Building Water Usage
6  Tierl 27 $0.06 $1.24 $0.57 $0.00 $0.00 $1.87
7  Tier2 Over 27 $0.25 $1.24 $1.17 $0.00 $0.00 $2.66

4.9.3.7. Proposed Rate Schedule

Table 4-20 and Table 4-21 show the proposed bi-monthly water service charges, private fire service charges,
and water usage rates, respectively. The proposed water rates after the FY 2027 test year are increased across
the board by the revenue adjustments in Table 3-6.
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| A | ® | ¢ | D | E |

Bi-Monthly Water Service Current January
Charges 2027 July 2027 July 2028

1 ‘Water Service
2 5/8" $33.60 $34.09 $34.95 $35.83
3 3/4" $44.90 $45.54 $46.68 $47.85
4 1" $66.81 $67.76 $69.46 $71.20
5 11/2" $119.96 $121.64 $124.69 $127.81
6 2" $177.10 $179.56 $184.05 $188.66
7 3" $305.97 $310.22 $317.98 $325.93
8 4" $472.05 $478.60 $490.57 $502.84
9 6" $870.64 $882.70 $904.77 $927.39
10 8" $1,282.51 $1,300.27 $1,332.78 $1,366.10
11 10" $3,036.30 $3,078.32 $3,155.28 $3,234.17
12 12" $3,992.91 $4,048.16 $4,149.37 $4,253.11
13
14  Fire Protection Service
5 2" $12.05 $12.05 $12.36 $12.67
16 3" $21.63 $21.39 $21.93 $22.48
17 4" $38.14 $37.51 $38.45 $39.42
18 6" $97.39 $95.34 $97.73 $100.18
19 8" $199.61 $195.09 $199.97 $204.97
20 10" $353.35 $345.14 $353.77 $362.62
21 12t $566.44 $553.09 $566.92 $581.10
22
23 Fire Hydrant Construction

Service Charge
24 All Meters $305.97 $313.62 $321.47 $329.51

Current January
Water Usage Rates 1 2027 July 2027 July 2028

1 Building Water Usage

2  Tierl 16 $1.61 $1.59 $1.63 $1.68
3 Tier2 27 $1.90 $1.95 $2.00 $2.05
4  Tier3 Over 27 $2.85 $3.00 $3.08 $3.16
5

6  Non-Building Water Usage

7  Tierl 27 $1.81 $1.87 $1.92 $1.97
8  Tier2 Over 27 $2.85 $2.66 $2.73 $2.80
9

10

11

Fire Protection Water Usage
All Units $2.85 $2.93 $3.01 $3.09
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5. Wastewater - Financial Plan

This section of the report details the wastewater enterprise’s long-term financial plan, based on the projected
revenues, expenses, debt service, and capital project costs. Raftelis modeled the financial plan without
revenue adjustments (status quo) and with proposed revenue adjustments to ensure the financial sustainability
and solvency of the wastewater utility. The result of the wastewater financial plan is the total revenue
requirement utilized as the basis for the cost-of-service analysis and resulting rates in the next section of the
report.

Table 5-1 shows the projected wastewater customer accounts and water usage for the study period. City staff
provided wastewater customer accounts and usage data for FY 2024, which are then projected based on the
customer account growth rates from Table 2-1. Typical types of users that fall within the non-residential
classes include:

»  Low Strength I — Car Wash

»  Low Strength II — Office Building

»  Low Strength III — Hotel (rooms only, no restaurant)

» Medium Strength I — Laundromat (linen & general)

»  Medium Strength II — Mini-Mall

»  Medium Strength III — Hotel (with restaurant)

»  High Strength I — Laundry (industrial)

»  High Strength II - Bakery

The City’s current wastewater rates include bi-monthly wastewater service charges for residential customers
by type of dwelling unit, a non-residential wastewater usage rate based on ccf of water usage per customer
class, and for schools by 100 students. Table 5-2 shows the current wastewater rates effective July 1, 2025.
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1 Residential (dwelling units)

2 Single Family 16,844 16,937 17,030 17,123
3 Multiple Family 10,127 10,183 10,239 10,295
4  Total - Residential 26,971 27,119 27,268 27,418
5

6  Non-Residential (ccf)

7  Low Strength I 44,333 44,576 44,821 45,067
8  Low Strength II 415,541 417,821 420,114 422,419
9  Low Strength III 90,314 90,810 91,308 91,809
10  Medium Strength I 26,341 26,486 26,631 26,777
11 Medium Strength IT 38,299 38,509 38,721 38,933
12 Medium Strength ITT 19,797 19,906 20,015 20,125
13 High Strength I 10,329 10,386 10,443 10,500
14  High Strength II 137,263 138,016 138,774 139,535
15  Large Volume User 33,481 33,664 33,849 34,035
16  Total - Non-Residential 815,699 820,175 824,675 829,200
17

18  Schools (students)

19  Elementary 4,875 4,901 4,928 4,955
20  Secondary & High 8,234 8,279 8,325 8,371
21 Total - Schools 13,109 13,181 13,253 13,326

! 000A @@ | B |

Line | Current Wastewater Rates FY 2026

1 Bi-Monthly Residential Rate ($/dwelling unit)

2 Single Family $72.65
3 Multiple Family $57.64
4

5  Non-Residential Rate ($/ccf water)

6  Low Strength I $3.11
7  Low Strength II $3.76
8 Low Strength III $4.39
9  Medium Strength I $5.04
10 Medium Strength IT $5.68
11 Medium Strength 11T $6.33
12 High Strength I $6.98
13 High Strength II $7.62
14  Large Volume User $4.39
15

16  Bi-Monthly Schools Rate ($/100 students)
17  Elementary $157.43
18  Secondary & High $262.38
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Table 5-3 shows the calculated wastewater rate revenues by customer class. To calculate rate revenues, the
current wastewater rates (Table 5-2) are multiplied by the customer account and usage data (Table 5-1) for all

years of the study.

Residential rate revenues (Lines 2-3) = Residential wastewater service charge x Residential dwelling units x 6 billing

periods

53

Non-residential rate revenues (Lines 7-15) = Non-residential wastewater usage rate x Non-residential water usage in ccf

Schools rate revenues (Lines 19-20) = Schools wastewater service charge x (Number of students / 100 students) x 6 billing

A | B | ¢ | b | E |
Calculated Rate Revenues FY2026 | FY2027 | FY2028 | FY2029

Do = 8 0V ® o U AW N~

Residential (dwelling units)
Single Family

Multiple Family

Total - Residential

Non-Residential (ccf)
Low Strength I

Low Strength IT

Low Strength III
Medium Strength I
Medium Strength II
Medium Strength IIT
High Strength I

High Strength IT
Large Volume User
Total - Non-Residential

Schools (students)
Elementary
Secondary & High
Total - Schools

Total - Non-Residential and
Schools

Total Revenue at Current Rates

periods

$7,342,382
$3,502,352
$10,844,734

$137,875
$1,562,435
$396,480
$132,761
$217,539
$125,318
$72,096
$1,045,945
$146,980
$3,837,428

$46,044
$129,631
$175,674

$4,013,103

$14,857,837

$7,382,681
$3,521,567
$10,904,247

$138,632
$1,571,008
$398,655
$133,490
$218,732
$126,005
$72,492
$1,051,684
$147,786
$3,858,484

$46,297
$130,342
$176,638

$4,035,123

$14,939,370

$7,423,200
$3,540,886
$10,964,086

$139,393
$1,579,628
$400,843
$134,222
$219,932
$126,697
$72,890
$1,057,454
$148,597
$3,879,656

$46,551
$131,057
$177,608

$4,057,263

$15,021,350

$7,463,942
$3,560,312
$11,024,254

$140,158
$1,588,296
$403,042
$134,958
$221,139
$127,392
$73,290
$1,063,257
$149,412
$3,900,944

$46,806
$131,776
$178,582

$4,079,526

$15,103,780
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Table 5-4 shows the all projected wastewater revenues for the study period. City staff provided actual

revenues for FY 2025 and budgeted revenues for FY 2026. The wastewater rate revenues (Lines 3-4) from
FY 2027 and beyond are from the rate revenue calculations (Table 5-3, Lines 4 and 23). Investment income
(Line 8) is calculated using the reserve interest rate (Table 2-2, Line 2). All other revenues are inflated for

future years based on the non-rate revenue inflation factor (Table 2-2, Line 1).

| A | 8 | ¢ | p | E

Projected Revenues FY2026 | FY2027 | FY2028 | FY2029

‘Wastewater Service (521)

00 N O U AW

\O

Cost Recover/Reimb Expenditure $1,500
Sewer Residential $10,844,734
Sewer Non-Residential $4,013,103
Recycled Water Usage $375,000
Septage Charge $55,000
Frontage Charge $30,000
Investment Income $565,512

$1,508 $1,515 $1,523
$10,904,247 $10,964,086 $11,024,254
$4,035,123  $4,057,263  $4,079,526
$376,875 $378,759 $380,653
$55,275 $55,551 $55,829
$30,150 $30,301 $30,452
$446,861 $355,289 $329,257

Total - Wastewater Service (521)  $15,884,849 $15,850,038 $15,842,766 $15,901,494
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Table 5-5 shows the projected wastewater O&M expenses for the study period. City staff provided the actual
O&M expenses for FY 2025 and budgeted O&M expenses for FY 2026, which are escalated for future years

of the study based on the expense inflation factors (Table 2-3).

Line

0 3 O W kW=

A | B | ¢ | b | E |

Projected O&M Expenses FY 2026

‘Wastewater Service (521)

FY 2027

Salaries and Benefits $5,245,925 $5,352,199
Services - Power $1,250,000  $1,287,500
Services $6,467,494  $6,654,692
Supplies - Treatment $1,252,500 $1,315,125
Supplies $1,231,672  $1,268,622
Total - Wastewater Service

(521) $15,447,591 $15,878,138

Total - O&M Expenses $15,447,591 $15,878,138

FY 2028 FY 2029
$5,461,661  $5,574,407
$1,326,125  $1,365,909
$6,847,506  $7,046,104
$1,380,881  $1,449,925
$1,306,681  $1,345,881

$16,322,854 $16,782,226

$16,322,854 $16,782,226
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The City currently has no existing debt issue for the wastewater utility. To fund the wastewater capital
program, the City has obtained an SRF loan of $ 45 million. The SRF loan is a 30-year term at 2.1% interest.
The proposed loan proceeds would be used to fund most of the wastewater treatment plant rehabilitation
capital costs. The proposed annual debt service is shown in Table 5-6. Because the SRF loan payments start
after completion of the project it is funding, repayment will start in FY 2029.

Proposed Debt Service FY 2026 FY 2027 FY 2028 FY 2029

1 Proposed SRF Loan $0  $45,000,000

2 Loan Proceeds $0 $45,000,000 $0 $0
3
4 Annual Debt Service $1,927,962
5 Total - Proposed Debt

Service $0 $0 $0 $1,927,962

City staff provided the CIP for the wastewater utility for the study period. Table 5-7 shows the CIP costs for
the study period, which were provided by the client in inflated dollars. The CIP provided consists of projects
totaling $55.1 million for the three years FY 2027 through FY 2029. Projects are funded through a
combination of wastewater rate revenues, cash reserves, DIF revenues, and debt proceeds.

00 0 | BB | ¢ | Do | B

Capital Projects (Inflated) FY 2026 FY 2027 FY 2028 FY 2029

1 Replacement

2 CIP Sewerline Replacement $1,000,000 $1,000,000 $1,000,000 $1,000,000

3 Citywide Sewer Manhole Rehabilitation $500,000 $500,000 $500,000 $500,000

4  Alabama Septage Pond Remediation $0 $650,000 $50,000 $50,000

5  WWTP Drying bed leachate remediation $0 $0 $500,000 $0
Joint Utility Lab (Design, Bidding &

6  Construction Support) $200,000 $200,000 $200,000 $0

7  Joint Utility Lab Phases (Construction) $1,800,000 $1,500,000 $1,500,000 $0

8  WWTP Rehabilitation - Phase 2 (Construction) $1,000,000  $45,000,000 $0 $0

9  Total - Replacement $4,500,000 $48,850,000 $3,750,000 $1,550,000

10

11 Expansion

12 Pipeline Upsizing - Cajon St (Cypress to Fern) $0 $0 $0 $827,000

13 Pipeline Upsizing - Cajon St @ Citrus Avenue $0 $0 $0 $141,000

14 Total - Expansion $0 $0 $0 $968,000
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Table 5-8 shows the proposed wastewater capital financing plan based on the CIP Table 5-7. The City plans
to fully fund its wastewater CIP for all years of the study (Line 1). The debt proceeds (Line 11) are from the
proposed Debt issues (Table 5-6, Line 2).

| A | 8 [ ¢ | Do [ B |

Capital Financing Plan FY 2026 FY 2027 FY 2028 FY 2029

1  CIP to Spend 100% 100% 100% 100%
2

3 Inflated Project Costs $4,500,000 $48,850,000  $3,750,000  $1,550,000
4

5 Capital Financing

6  Rate Funded $4,500,000  $3,850,000  $3,750,000  $1,550,000
7  Bond Funded $0 $0 $0 $0
8  Loan Funded $0  $45,000,000 $0 $0

Table 5-9 shows the proposed revenue adjustments necessary to maintain the financial sufficiency of the
City’s wastewater utility. The revenue adjustments will be effective starting January 2027 and in July each
year thereafter.

A B C
. Revenue .
Fiscal Year o Month Effective
1 FY 2027 7.0% January 2027
2 FY 2028 7.0% July 2027
3 FY 2029 7.0% July 2028

Table 5-10 shows the projected wastewater financial plan with the proposed revenue adjustments (Table 5-9).
The net cash flow (Line 25) is negative in some years of the study period but will reduce the wastewater cash
balances significantly less than under the status quo scenario. With the proposed revenue adjustments and
debt issuance, the wastewater utility will meet its debt coverage ratio requirements (Line 29) and have positive
ending balances (Line 32).
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A

Line Wastewater Financial Plan

1
2
3
4
5
6
7
8
9

e T T =N
(S N S =)

16
17
18

19
20
21
22
23
24
25

26
27
28

29
30
31
32

Revenues

Rate Revenues
Revenue Adjustments
Investment Income

Sale of Surplus Property
Other Revenues

Total - Revenues

O&M Expenses
Salaries and Benefits
Services - Power
Services

Supplies - Treatment

Supplies

Total - O&M Expenses

Debt and Capital

Existing Debt Service
Proposed Debt Service

Rate Funded Capital Projects
DIF Funded Capital Projects
Total - Debt and Capital

Net Cash Flow
Net Operating Revenue

Calculated Debt Coverage
Required Debt Coverage

Beginning Balances

Ending Balances

B

FY 2026

$14,912,837
$0

$416,893
$375,000
$1,261,500
$16,966,230

$5,245,925

$1,250,000
$6,467,494

$1,252,500

$1,231,672

$15,447,591

$0
$0
$4,500,000
$0
$4,500,000

($2,981,361)
$1,518,639

#N/A
1.25

$15,844,918
$12,863,557

C

FY 2027

$14,994,645
$524,813
$314,286
$375,000
$1,387,308
$17,596,551

$5,352,199

$1,287,500
$6,654,692

$1,315,125

$1,268,622

$15,878,138

$0
$0
$3,850,000
$0
$3,850,000

($2,251,587)
$1,598,413

#N/A
1.25

$12,863,557
$10,611,971

D

FY 2028

$15,076,901
$2,184,643
$220,760
$375,000
$1,274,147
$19,131,451

$5,461,661

$1,326,125
$6,847,506

$1,380,881

$1,306,681

$16,322,854

$0
$0
$3,750,000
$0
$3,750,000

($941,403)
$2,808,597

#N/A
1.25

$10,611,971
$9,670,567
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E

FY 2029

$15,159,609
$3,411,564
$207,562
$375,000
$1,280,517
$20,434,252

$5,574,407

$1,365,909
$7,046,104

$1,449,925

$1,345,881

$16,782,226

$0
$1,927,962
$1,550,000
$968,000
$4,445,962

($793,936)
$3,652,026

1.76
1.25

$9,670,567
$8,876,631
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Figure 5-1 shows the proposed wastewater capital financing plan in graphical format, based on the capital
financial plan shown in Table 5-8. The dark teal bars represent the portion of replacement CIP funded by
rates and the turquoise bars represent the portion of replacement CIP funded by bond proceeds. Most of the

capital projects in FY 2027 are funded from SRF Loan proceeds.

Figure 5-1: Proposed Wastewater Capital Financing Plan
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Figure 5-2 shows the projected wastewater financial plan with the proposed revenue adjustments. Although
the net cash flow is still negative in some years of the study, shown by the green bars under the stacked grey,
yellow, and teal bars, the additional revenue will allow the wastewater utility to meet its debt coverage
requirements and fund its operating and capital costs for the Study period.

Figure 5-2: Projected Wastewater Financial Plan (Proposed Revenue Adjustments)
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Figure 5-3 shows the projected wastewater fund balances with the proposed revenue adjustments. The cash
balances are positive for all years of the Study. These balances are drawn down to fund the City’s capital
projects in FY 2027, FY 2028, and FY 2029.

Figure 5-3: Projected Wastewater Fund Balances (Proposed Revenue Adjustments)
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6. Wastewater - Cost of Service
Analysis and Rates

This section of the report details the cost-of-service analysis and rate calculation process to determine the
proposed wastewater rates. The goal of this process is to determine the cost of providing wastewater service to
each of the City’s wastewater customer classes and to ensure equity and fairness among the various classes.

The cost-of-service analysis utilized to develop the wastewater rates followed the guidelines for allocating
costs outlined in the WEF Manual No. 27. The cost-of-service analysis and rate design process consists of
eight major steps, as outlined below:

1. Determine the revenue requirement, equal to the revenue to be recovered from rates.

2. Conduct a treatment plant mass balance analysis to estimate the flows and strength characteristics of
each customer class.

3. Functionalize O&M expenses and capital assets into functional categories such as treatment,
laboratory, collection, engineering, etc.

4.  Allocate each functional category into cost components such as wastewater flow and strength, which
includes BOD and TSS.

5. Develop customer class characteristics and units of service by cost component.

6. Calculate the cost component unit rates by dividing the total cost in each cost component by the total
units of service for that component. For example, wastewater flow is measured in ccf and BOD and
TSS are measured in Ibs per year.

7. Calculate the cost for each customer class by multiplying the unit cost by the units of service for each
customer class.

8. Design rates to meet City’s objectives.

The first step of the cost-of-service analysis is to determine the revenue requirement for the test year, or rate-
making year. The test year of this study is FY 2027. Table 6-1 shows the revenue requirement calculation for
the wastewater utility.

The revenue requirements (Lines 2-3) are equal to the O&M expenses and debt and capital costs for FY 2027
(Table 5-10, Column C, Lines 16 and 23). The revenues from other sources (Lines 7-10), also known as non-
rate revenues or revenue offsets, are equal to all non-rate revenues (Table 5-10, Column C, Lines 4-6). The
adjustment for cash from/(to) reserves (Line 15) is equal to the negative value of net cash flow (Table 5-10,
Column C, Line 25).

The revenue to be recovered from rates (Line 18) is divided between operating (Column B) and capital
(Column C) based on the function of each line item. For example, debt and capital costs (Line 3) are allocated
to capital, while O&M expenses (Line 2) are allocated to operating. Note that the total revenue requirement
(Column D, Line 18) is equal to rate revenues for a full year of the revenue adjustment for FY 2027.
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! A | BB | ¢ | D |

Line | Revenue Requirement (FY 2027) Operating Capital Total

1 Revenue Requirements
2 O&M Expenses $15,878,138 $0 $15,878,138
3 Debt and Capital $0 $3,850,000 $3,850,000
4 Total - Revenue Requirements $15,878,138 $3,850,000 $19,728,138
5
6  Revenue from Other Sources
7  Investment Income $0 $314,286 $314,286
8  Recycled Water $375,000 $0 $375,000
9  Wastewater Service (521) $463,808 $0 $463,808
10 Transfer from (to) Capital

Improvement Fund (529) $0 $924,000 $924,000
11 Total - Revenue from Other Sources $838,808 $1,238,286 $2,077,094
12
13 Less Adjustments
14  Cash from Reserves $0 $2,251,587 $2,251,587
15 Midyear Increase ($524,813) $0 ($524,813)
16  Subtotal - Less Adjustments ($524,813) $2,251,587 $1,726,774
17
18 Revenue to be Recovered from Rates $15,564,143 $360,127 $15,924,270

The second step of the cost-of-service analysis is to conduct a plant mass balance analysis. The plant mass
balance analysis is used to estimate and validate the wastewater loadings (flow and strength) generated by
each customer class. While wastewater discharged into sewers is not metered, the total amount of flow and
strength entering the treatment plant is a known quantity. The quantity entering into the wastewater treatment
plant is called total plant influent.

From the total plant influent, a portion is subtracted for inflows and infiltration (I&I). Non-residential
customer flows can be estimated based on their water usage and using City-accepted return factors. From
there, residential customer loadings can be calculated by subtracting I&I and estimated non-residential
loadings from total plant influent to determine the reasonableness of residential loadings.

Table 6-2 shows the wastewater flow estimates for elementary and secondary schools. The estimated
wastewater flow per student (Line 1) in gallons per capita per day (gpcd) is based on industry standards, with
some conservation factored in for secondary schools. This is multiplied by the projected number of students
for FY 2025 (Table 5-1, Column C, Lines 19-20). The annual flow in gallons (Line 3) is converted to ccf (Line
4) to determine the total wastewater flow in ccf for elementary and secondary schools.
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| A | B | c |

1 Per Student Flow (gcpd) 5 8
2 Students 4,901 8,279
3 Annual Flow (gal) 8,050,355 22,665,011
4 Annual Flow (ccf) 10,763 30,301

Table 6-3 shows the plant balance analysis for all customer classes. There is no change to the customer
classes, which are grouped by the strength of their wastewater flow. The left-most columns (Columns B to D)
represent the same values as the right-most columns (Columns F to H) in converted units. Flow is measured
in million gallons per day (MGD) and converted to ccf per year. BOD and TSS are measured in milligrams
per liter (mg/L) and converted to Ibs per year.

City staff provided total plant influent (Line 1) and estimated approximately seven percent (7%) of total
influent to be from I&I (Line 2). Customers are grouped based on their strength and estimated strength - BOD
and TSS in mg/L (Columns C and D, Lines 6-17) - are based on industry standards. The non-residential
return factors, which represent the wastewater generated from water use (Column E) are estimated for the
City’s characteristics. The wastewater flows for non-residential customers (Column F, Lines 6-14) are
calculated by multiplying the non-residential water usage (Table 5-1, Column C, Lines 7-15) by the return
factors. The estimated wastewater flows for schools (Column D, Lines 16-17) were calculated in Table 6-2.
Septage loadings (Line 20) represent a small portion of total plant loadings; flow is derived from data
provided by City staff, and strength is based on industry standards.

The net residential loadings (Line 22) are determined by subtracting non-residential loadings (Lines 6-17),
septage (Line 20), and I&I (Line 2) from total plant influent (Line 1).
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./ A | ® | ¢ | Db | E| ¥ | G | H

Line | Plant Balance Flow (MGD) | BOD (mg/L) TSS (mg/L) I;;E::: Flow (ccf) | BOD (Ibs/yr) TSS (Ibs/yr)
1 Total Plant Influent 5.86 309 312 2,859,492 5,515,643 5,569,193
2 Less: 1&I 0.41 100 100 200,164 124,950 124,950
3 Net Plant Influent 5.45 325 328 2,659,328 5,390,693 5,444,243
4
5 Non-Residential
6  Low Strength I 0.08 50 50 84% 37,444 11,687 11,687
7  Low Strength II 0.72 150 150 84% 350,970 328,632 328,632
8  Low Strength III 0.16 250 250 84% 76,280 119,042 119,042
9  Medium Strength I 0.05 350 350 84% 22,248 48,609 48,609
10  Medium Strength II 0.07 450 450 84% 32,348 90,867 90,867
11 Medium Strength III 0.03 550 550  84% 16,721 57,408 57,408
12 High Strength I 0.02 650 650  84% 8,724 35,398 35,398
13 High Strength II 0.24 750 750  84% 115,934 542,775 542,775
14  Large Volume User 0.06 250 250  84% 28,278 44,130 44,130
15
16  Elementary School 0.02 130 130  100% 10,763 8,734 8,734
17 Secondary & High School 0.06 130 130  100% 30,301 24,589 24,589
18  Subtotal Non-Residential Flow 1.50 288 288 730,010 1,311,871 1,311,871
19
20  Septage 0.001 5,400 12,000 488 16,449 36,553
21

22 Net Residential Flow 3.95 337 340 1,928,829 4,062,373 4,095,819
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The plant mass balance analysis in Table 6-3 results in total estimated residential loadings. Table 6-4 shows
the number of total single family and multiple family dwelling units. To allocate the total flow and strength
between single and multiple family customers, the dwelling units (Table 5-1, Column D, Lines 2-3) are
multiplied by the dwelling unit (DU) ratio (Column C) to determine the adjusted units (Column D). The
dwelling unit ratio represents the amount of wastewater flow compared to the average flow from a single
family customer. The ratio for multiple family dwelling units is lower than that of single family because
multiple family units tend to have a smaller household size based on American Community Survey (ACS)
housing density data. The proportion of adjusted units (Column E), or equivalent dwelling units (EDU), is
used to allocate the estimated residential loadings between single and multiple families.

| A [ B | ¢ | D | E |
. Residential Customer | Dwelling . Adjusted Proportion of

1 Single Family 16,937 1.00 16,937 67.7%
2 Multiple Family 10,183 0.79 8,079 32.3%
3 Total - Residential 27,119 25,016 100.0%

Table 6-5 shows the estimated residential wastewater loadings, allocated using the EDU ratios (Table 6-4,
Column E). The total residential flow (Line 3) is equal to that calculated in the plant mass balance analysis
(Table 6-3, Columns F to H, Line 22). To validate the results of the plant mass balance analysis, the total
estimated residential flow is divided by the total population estimate, equal to approximately 70,130 people,
to determine that each resident in the City uses approximately 56 gpcd. The residential wastewater strength,
in mg/1, shown in Table 6-3, Line 22, is also reasonable given the reduced wastewater flow. This is a
reasonable estimate based on industry standard wastewater flow and strength estimates.

A | B | c |

. Residential Customer

Line Classes Flow (ccf) | BOD (Ibs/yr) TSS (Ibs/yr)
1 Single Family 1,305,878 2,750,354 2,772,998
2 Multiple Family 622,951 1,312,019 1,322,821
3 Total - Residential 1,928,829 4,062,373 4,095,819

The estimated flow from a single family dwelling unit is approximately 158 gpd. The wastewater strength is
higher because of lower wastewater flow due to conservation. This is now common for residential flow and
strength. The estimated flow is calculated as follows:

1,305,878 ccf per year / 16,937 units x 748 gallons per ccf / 365 days per year = 158 gpd
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The next step in the cost-of-service analysis is to determine the operating and capital cost allocations by cost
component. The cost components in this Study include flow, BOD, TSS, and general.

Table 6-6 shows the wastewater operating cost allocation. The flow cost component represents costs
associated with wastewater flow, such as collection. The BOD and TSS cost components represent costs
associated with wastewater strength, such as treatment and laboratory analyses. General costs, such as
administration or engineering costs, do not have a specific function.

For the purpose of allocating operating costs, City staff provided the O&M expense budget estimates by
function (Column F, Lines 13-21). This is representative of the distribution of operating costs shown in Table
5-5. Functions include administration, engineering, treatment and operations, treatment plant maintenance,
quality control, industrial waste monitoring, collection, and laboratory. The operating costs are allocated to
each cost component based on the percentage allocation (Lines 2-10) for each component. The final O&M
expense allocation (Line 23) is determined by taking the weighted proportion of total operating costs by cost
component based on the percentage allocations.
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. A | B | ¢ | o | E | F |

Line

N O v oA W N

oo

19

20
21
22
23

O&M Expense Allocation

Percentage Allocation
Wastewater Admin & General
Wastewater Engineering
Wastewater Treatment and Operations
Wastewater Treatment Plant
Maintenance

Wastewater Quality Control
Wastewater Industrial Waste
Monitoring

Wastewater Collection System -
General

WW Joint Laboratory - Water
WW Joint Laboratory - Solid Waste

Dollar Allocation

Wastewater Admin & General
Wastewater Engineering
Wastewater Treatment and Operations
Wastewater Treatment Plant
Maintenance

Wastewater Quality Control
Wastewater Industrial Waste
Monitoring

Wastewater Collection System -
General

WW Joint Laboratory - Water

WW Joint Laboratory - Solid Waste
Total - O&M Expenses

O&M Expense Allocation

50%

50%

95%

100%

$0
$0
$2,686,067

$684,383
$0

$1,000,947

$2,252,964
$0

$0
$6,624,361
41.7%

25%

25%
50%

2.5%

50%
50%

$0
$0
$1,343,034

$342,192
$408,646

$26,341

$0
$181,233
$4,942
$2,306,386
14.5%

TSS

25%

25%
50%

2.5%

50%
50%

$0
$0
$1,343,034

$342,192
$408,646

$26,341

$0
$181,233
$4,942
$2,306,386
14.5%

General

100%
100%

$3,809,968
$831,036
$0

$0
$0

$0

$0

$0
$4,641,004
29.2%

Total

100%
100%
100%

100%
100%

100%

100%
100%
100%

$3,809,968
$831,036
$5,372,135

$1,368,766
$817,291

$1,053,628

$2,252,964
$362,465
$9,9885
$15,878,138
100.0%

Table 6-7 shows the wastewater capital cost allocation. To minimize fluctuations in the capital cost allocation
as capital projects change from year to year, capital costs are allocated on the basis of capital assets. For the
purpose of allocating capital costs, City staff provided the wastewater capital assets listed by function
(Column F, Lines 10-15). Functions include land, wastewater facilities, construction in progress, machinery
and equipment, collection system, and vehicles. The capital asset costs are allocated into each cost component
based on the percentage allocation (Lines 2-7) for each component. The final capital expense allocation (Line

17) is determined by taking the weighted proportion of total capital asset costs by cost component.
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I Y S NN
1 Percentage Allocation
2  Land (For WWTP and Perc Ponds) 30%
3 Wastewater Facilities/Plant 45%
4  Construction in Progress
5  Machinery and Equipment 45%
6  Collection System 100%
7  Vehicles 100%
8
9  Dollar Allocation
10 Land (For WWTP and Perc Ponds) $1,331,650
11  Wastewater Facilities/Plant $4,776,426
12 Construction in Progress $0
13 Machinery and Equipment $74,556
14  Collection System $18,220,858
15  Vehicles $186,819
16 Total - Capital Assets $24,590,309
17 Capital Expense Allocation 73%

—c | b
40% 30%
30% 25%
30% 25%
$1,775,533 $1,331,650
$3,184,284 $2,653,570
$0 $0
$49,704 $41,420
$0 $0
$0 $0
$5,009,521  $4,026,640
15% 12%

100%

100%

100% 100%
100%

100%

100%

$0 $4,438,832
$0 $10,614,280
$0 $0
$0 $165,680
$0 $18,220,858
$0 $186,819
$0  $33,626,469
0% 100%

Table 6-8 shows the wastewater service units by cost component, which are from the plant mass balance
analysis (Table 6-3).
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A | B | ¢ | D |

Line | Customer Class WW Flow (ccf) | BOD (Ibs/yr) TSS (Ibs/yr)

1 Residential

2 Single Family Residence 1,305,878 2,750,354 2,772,998

3 Multi-Family Residence 622,951 1,312,019 1,322,821

4  Total - Residential 1,928,829 4,062,373 4,095,819

5

6  Non-Residential

7 Low Strength I 37,444 11,687 11,687

8 Low Strength IT 350,970 328,632 328,632

9  Low Strength III 76,280 119,042 119,042

10  Medium Strength I 22,248 48,609 48,609

11 Medium Strength II 32,348 90,867 90,867

12 Medium Strength III 16,721 57,408 57,408

13 High Strength I 8,724 35,398 35,398

14  High Strength IT 115,934 542,775 542,775

15  Large Volume User 28,278 44,130 44,130

16  Total - Non-Residential 688,947 1,278,548 1,278,548

17

18  Schools

19  Elementary School 10,763 8,734 8,734

20  Secondary & High School 30,301 24,589 24,589

21 Total - Schools 41,063 33,323 33,323

22

23 Septage 488 16,449 36,553

24

25 Total 2,659,328 5,390,693 5,444,243

Table 6-9 shows the calculation of unit costs by cost component. The operating revenue requirement (Table
6-1, Column B, Line 18) is allocated based on the O&M expense allocation (Table 6-6, Line 23) for each cost
component. Similarly, the capital revenue requirement (Table 6-1, Column C, Line 19) is allocated based on
the capital asset allocation (Table 6-7, Line 17). Then, the general costs (Column E, Line 3) are reallocated to
the flow, BOD, and TSS cost components proportionately to the remaining costs of service. The adjusted cost
of service for each cost component (Line 5) is divided by the units of service (Line 7) derived from Table 6-8,
resulting in the unit cost component.
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./ A | B | ¢ | D | E | F |
L::n iﬁf)tcgfiiirwce WW Flow BOD General Total

1 Operating Cost $6,493,363 $2,260,777 $2,260,777 $4,549,226  $15,564,143
2 Capital Cost $263,353 $53,650 $43,124 $0 $360,127
3 Total Cost of Service $6,756,716 $2,314,427 $2,303,901 $4,549,226  $15,924,270
4 Allocation of General

Costs $2,702,216 $925,610 $921,400  ($4,549,226) $0
5 Adjusted Cost of Service $9,458,932 $3,240,037 $3,225,301 $0  $15,924,270
6
7 Units of Service 2,659,328 5,390,693 5,444,243
8 ccf Ibs/yr Ibs/yr
9
10 Unit Cost $3.56 $0.60 $0.59
11 ccf Ibs/yr Ibs/yr

The final step in the cost-of-service analysis is to allocate the revenue requirement to each customer class
based on their share of burden in the wastewater system. Table 6-10 shows the revenue requirement allocated
to each customer class based on the cost components, which is calculated by multiplying the unit costs of each
cost component (Table 6-9, Line 10 ) by the units of service for each customer class (Table 6-8). Note that the
total cost of service (Column E, Line 25) is equal to the total revenue required from rates (Table 6-1, Column
D, Line 18). The calculations in the table may not be equal to the precise number shown due to rounding
within the tables.



City of Redlands / Water, Wastewater, and Non-Potable Water Rate Study

! a | B | ¢ | D [ E |
1  Residential
2 Single Family Residence $4,644,863 $1,653,081 $1,642,791 $7,940,735
3 Multi-Family Residence $2,215,768 $788,579 $783,671 $3,788,018
4  Total - Residential $6,860,632  $2,441,660  $2,426,462  $11,728,754
5
6  Non-Residential
7 Low Strength I $133,184 $7,024 $6,924 $147,132
8 Low Strength II $1,248,361 $197,522 $194,690 $1,640,572
9 Low Strength IIT $271,320 $71,549 $70,523 $413,393
10  Medium Strength I $79,135 $29,216 $28,797 $137,147
11 Medium Strength IT $115,057 $54,615 $53,832 $223,504
12 Medium Strength IIT $59,475 $34,505 $34,010 $127,990
13 High Strength I $31,030 $21,276 $20,971 $73,276
14 High Strength II $412,363 $326,231 $321,553 $1,060,147
15  Large Volume User $100,582 $26,524 $26,144 $153,250
16  Total - Non-Residential $2,450,507 $768,462 $757,443  $3,976,412
17
18  Schools
19  Elementary School $38,281 $5,249 $5,174 $48,705
20  Secondary & High School $107,777 $14,779 $14,567 $137,123
21 Total - Schools $146,058 $20,029 $19,741 $185,828
22
23 Septage $1,736 $9,886 $21,655 $33,277
24
25  Total $9,458,932  $3,240,037  $3,225,301  $15,924,270

Table 6-11 shows the rate calculation for the City’s proposed wastewater rates for the FY 2027 test year.

Bi-monthly residential service charge = Residential cost of service / dwelling units / 6 billing periods

Non-residential wastewater rate = Non-residential cost of service / ccf of water usage

Bi-monthly schools service charge = Schools cost of service / students x 100 students / 6 billing periods

The City’s wastewater utility incurs additional costs (Line 22) to serve septage customers above and beyond
the allocated cost of service. These additional costs are equal to the total burdened labor cost for

administrative work related to collecting septage. Note that the revenues from septage charges were estimated

in the projected wastewater revenues (Table 5-4, Line 6). The additional costs are calculated as follows:

$30 per hour x 0.25 hours x 2 for overhead costs = $15 per load
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./ A | B | ¢ | D |
Line | Customer Class Cost of Service | FY 2027 Units HREOE
Monthly Rate

1 Residential dwelling units  per dwelling unit
2 Single Family Residence $7,940,735 16,937 $78.15
3 Multi-Family Residence $3,788,018 10,183 $62.01
4

5 Non-Residential ccf of water per ccf
6  Low Strength I $147,132 44,576 $3.31
7  Low Strength II $1,640,572 417,821 $3.93
8  Low Strength III $413,393 90,810 $4.56
9  Medium Strength I $137,147 26,486 $5.18
10 Medium Strength II $223,504 38,509 $5.81
11 Medium Strength III $127,990 19,906 $6.43
12 High Strength I $73,276 10,386 $7.06
13 High Strength II $1,060,147 138,016 $7.69
14  Large Volume User $153,250 33,664 $4.56
15

16  Schools students  per 100 students
17  Elementary School $48,705 4,901 $165.62
18  Secondary & High School $137,123 8,279 $276.04
19

20  Septage gallons per gallon
21 Cost of Service $33,242 329,455 $0.11
22 Additional Costs $2,471 329,455 $0.01
23 Total Septage $35,713 329,455 $0.11



City of Redlands / Water, Wastewater, and Non-Potable Water Rate Study 72

Table 6-12 shows the bi-monthly rate comparison between the proposed rates calculated in Table 6-11 and
the City’s current wastewater rates.

./ A | B | ¢ | D |
Line | Customer Class I\I/,Ir(:)rft(l)liyerdR]zlt-e Nfolilrtrlflnyt II{;;e Difference ($)

1 Residential per dwelling unit

2 Single Family Residence $78.15 $72.65 $5.50
3 Multi-Family Residence $62.01 $57.64 $4.37
4

5 Non-Residential per ccf

6  Low Strength I $3.31 $3.11 $0.20
7  Low Strength II $3.93 $3.76 $0.17
8  Low Strength III $4.56 $4.39 $0.17
9  Medium Strength I $5.18 $5.04 $0.14
10 Medium Strength II $5.81 $5.68 $0.13
11  Medium Strength III $6.43 $6.33 $0.10
12 High Strength T $7.06 $6.98 $0.08
13 High Strength II $7.69 $7.62 $0.07
14 Large Volume User $4.56 $4.39 $0.17
15

16  Schools per 100 students

17  Elementary School $165.62 $157.43 $8.19
18  Secondary & High School $276.04 $262.38 $13.66
19

20  Septage per gallon

21 Septage Charge * $0.11 $0.11 $0.00

* minimum septage charge is $15

Table 6-13 and Table 6-14 show the proposed bi-monthly wastewater service charges and the non-residential
wastewater rates, respectively. The proposed wastewater rates for January 2027 are from Table 6-11. The
proposed wastewater rates in the following years are increased across the board by the revenue adjustments in
Table 5-9.

Bi-Monthly Wastewater Current January
Service Charges 2027 July 2027 July 2028

Residential ($/dwelling unit)
Single Family $72.65 $78.15 $83.63 $89.49
Multiple Family $57.64 $62.01 $66.36 $71.01

Schools ($/100 students)
Elementary $157.43 $165.62 $177.22 $189.63
Secondary & High $262.38 $276.04 $295.37 $316.05

N O\ R W N
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A ]

B | ¢ | Do | E
Wastewater Usage Rates Current I
Rates “2‘:)‘;‘;” July 2027 July 2028

1  Non-Residential Usage ($/ccf)

2 Low Strength I $3.11 $3.31 $3.55 $3.80
3 Low Strength II $3.76 $3.93 $4.21 $4.51
4  Low Strength III $4.39 $4.56 $4.88 $5.23
5  Medium Strength I $5.04 $5.18 $5.55 $5.94
6  Medium Strength II $5.68 $5.81 $6.22 $6.66
7 Medium Strength III $6.33 $6.43 $6.89 $7.38
8 High Strength I $6.98 $7.06 $7.56 $8.09
9  High Strength II $7.62 $7.69 $8.23 $8.81
10  Large Volume User $4.39 $4.56 $4.88 $5.23
11 Minimum Charge ($) $57.64 $62.01 $66.36 $71.01
12

13 Septage Charge ($/gal) $0.11 $0.11 $0.12 $0.13
14  Minimum Septage Charge $15.00 $16.50 $18.15
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7. Non-Potable Water - Financial
Plan

This section of the report details the non-potable enterprise’s long-term financial plan, based on the projected
revenues, expenses, debt service, and capital project costs. Raftelis modeled the financial plan without
revenue adjustments (status quo) and with proposed revenue adjustments to ensure the financial sustainability
and solvency of the non-potable water utility.

City staff provided the actual FY 2025 revenues and budgeted FY 2026 revenues for the non-potable water
utility, which were used to project revenues for the remainder of the Study period. Table 7-1 shows the
projected water revenues for each of the non-potable water funds.

The non-potable water rate revenues (Lines 2-3) are inflated for future years based on the weighted customer
account growth assumptions for each customer class (Table 2-1). The City expects modest increases in non-
potable water rate revenues for all years of the Study. The investment incomes (Lines 4 and 9) are calculated
using the reserve interest rate (Table 2-2, Line 2). The remaining revenues are inflated using the non-rate
revenue inflation factor (Table 2-2, Line 1).

A B C D E

Line Projected Revenues FY 2026 FY 2027 FY 2028 FY 2029

1  Non-Potable Water Service (531)
2 Non-Potable Water Usage $325,000 $326,625 $328,258  $329,899
3 Non-Potable Water Service Chrg $250,000 $251,250 $252,506  $253,769
4  Investment Income $139,197 $149,953 $140,610 $149,282
5 Total - Non-Potable Water Service

(531) $714,197 $727,828 $721,374 $732,951
6
7 Non-Potable Capital Improvement

(549)
8  Capital Improv Chrg Non-Res $125,000 $128,750 $132,613 $136,591
9 Investment Income $52,230 $37,549 $28,583 $18,995
10 Total - Non-Potable Capital

Improvement (549) $125,000 $128,750 $132,613 $136,591
11
12 Total - Revenues $839,197 $856,578 $853,987 $869,541
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City staff provided the non-potable water O&M actual expenses for FY 2025 and budgeted O&M expenses
for FY 2026. Table 7-2 shows the projected O&M expenses for the study period, inflated for FY 2027 and
beyond using the expense inflation factors (Table 2-3).

Projected O&M Expenses FY 2026 FY 2027 FY 2028 FY 2029

1 Non-Potable Water Service (531)
2 Salaries and Benefits $103,312  $106,411 $109,603  $112,891
3 Services - Power $22,271 $23,384 $24,553 $25,781
4  Services $265,180  $273,135  $281,329  $289,769
5  Supplies $175,270  $180,529  $185,944  $191,523
6 Total - Non-Potable Water Service

(531) $566,033  $583,459 $601,430 $619,964
7
8  Non-Potable Projects (543)
9  Salaries and Benefits $0 $0 $0 $0
10 Services - Power $0 $0 $0 $0
11 Services $0 $0 $0 $0
12 Supplies $0 $0 $0 $0
13 Total - Non-Potable Projects (543) $0 $0 $0 $0
14
15 Total - O&M Expenses $566,033  $583,459 $601,430 $619,964

The City does not have any existing debt for the non-potable water utility and does not plan to incur new debt
to fund capital projects for the study period.

The City currently does not have any capital improvement projects planned for the study period.
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Table 7-3 shows the proposed non-potable water revenue adjustments over the study period. Currently,
Raftelis does not recommend any revenue adjustments.

—-__
Revenue Month
FY 2027 0.0% January
2 FY 2028 0.0% July
3 FY 2029 0.0% July

Since there are no revenue adjustments proposed for the non-potable system, the current non-potable water
rates will remain in effect as shown in Table 7-4 and
Table 7-5.

Bi-Monthly Non-Potable Current January
Water Service Charges 2027 ety 2] ity AP

1 Non-Potable Water Service

2 3/4" $13.81 $13.81 $13.81 $13.81
3 1" $20.65 $20.65 $20.65 $20.65
4 11/2" $37.29 $37.29 $37.29 $37.29
5 2" $55.16 $55.16 $55.16 $55.16
6 3" $95.50 $95.50 $95.50 $95.50
7 4" $147.45 $147.45 $147.45 $147.45
8 6" $272.16 $272.16 $272.16 $272.16
9 8" $401.04 $401.04 $401.04 $401.04

Non-Potable Water Usage Current January
Rates 2027 July 2027 July 2028

1 Non-Potable Water Usage
2 Non-Potable Water $0.99 $0.99 $0.99 $0.99
3 Conversion Customer $0.64 $0.64 $0.64 $0.64
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8. Water Rates for Largest Users

Recent regulatory changes detailed in AB 755 passed in 2023 and codified in Water Code, §§ 390 & 390.1
require us to identify the costs to serve the largest 10 percent of the users in the City. Proposition 218 requires
rates that allocate costs of service proportionately, not special rates for the top 10% of consumers regardless of
other factors.

The City currently has approximately 22,415 accounts; the top 10% of users represent 2,241 accounts and
54.6% of total water use. These large users are primarily non-residential accounts. The City sells water from
local sources and has adequate supplies from various sources so that it does not need to purchase water. The
lowest cost water is shared in proportion by both classes of customers. The 10% largest users use most of their
water in Tier 3 and pay for the more expensive water sources. Based on the preceding factors, it is our
professional judgment that the rate tiers proposed in Table 4-21 are the most efficient and fairest way to
allocate the City’s costs among those who create those costs.



