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Purpose of Joint Meeting

1. Provide background on Cost of Service Analysis

2. Provide draft Proposition 218 Service Charge Report 
results

Note: Staff is notseeking a decision as a result of tonight’s 
presentation



3

Presentation follows the outline of the Draft
Service Charge Report

ÅChapter 1 –Introduction & Background

ÅChapter 2 –Water Users & Demands

ÅChapter 3 –Revenue Requirements

ÅChapter 4 –Cost of Service Analysis

ÅChapter 5 –Review of Rate Alternatives

ÅChapter 6 –Recommended Rates & Charges

ÅNext steps
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Formation of an AHFC provided critical input in the 
developments of recommendations

ÅAHFCis comprised of 15 members  

Å14 meetings held from June ‘13 through July ’14

ÅCost of Service Analysis performed in two phases

Phase II:  Rate Calculation & Implementation

Calculation of rate structure to support 
ongoing and forecasted expenditures

Phase I: Rate Setting Methodology & Development

Evaluation of available cost recovery mechanisms
(i.e., Uniform Rates, Tiered Rates, Assessments)
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2014 Proposition 218 Service Charge Report 
supports new funding needs

2010 Report

Funded:

ïAgency Administration

ïSpecial Fund Admin

ïFacility Operations

ïBasin Management Planning

ïCapital Projects

ïDebt Service

2014 Report

Builds from 2010 Report and 
adds funding for:

ïBMP Update

ïAdditional Staffing needs

ïRestructuring of existing debt

Sunset clause limited duration

Builds onPendry-Griffith

Givesmore consideration to 
conservation
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Chapter 1
Introduction & Background
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The Cost of Service process was specific to the 
Agency’s budget and services

STEP 1 STEP 2 STEP 3

Policy Review

Budget 
Categories

ÅAdministration

ÅOperations

ÅHarkins Slough  

ÅCDS

ÅSuppl. Wells 

ÅRecycled Water

ÅMetering

ÅBasin Mgmt. Plan

ÅCapital

ÅDebt Service 

ÅR&RReserves

Rate Structure 
Design

Functional 
Categories

ÅAugmentation Charge

ÅInside DWZ

ÅDelivered Water 
(DWS)

ÅRural

ÅOutside DWZ
- Metered
- Unmetered

ÅInside DWZ

ÅMet.+ Zone Fee

ÅDelivered Water

ÅRural Residential

Cost of Service Analysis

•Operations and 
Maintenance

•Capital

Revenue 
Requirements

•Reserve Policies

•Debt Funding

•Sunset Analysis

Report:

Page 2
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The objective of the Proposition 218 Service Charge 
report are to:

ÅProvide the basis for 
updating the Agency’s rates 
and charges 

ÅDemonstrate rational basis 
for distributing the expenses 
to each customer class

ÅProvide a methodology 
consistent with the cost of 
service and proportionality 
requirements of Prop 218

2014 
Service 
Charge 
Report

Prop. 218 
Requirements

Agency Act

AWWA 
Guidelines

Report:

Page 1
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California water rates must adhere to the cost of 
service requirements imposed by Prop 218

ÅRevenues derived from charges shall not exceed the funds 
required to provide the service

ÅRevenues derived from charges shall not be used for any 
purpose other than that for which the rate was imposed

ÅThe amount of a rate imposed upon any parcel or person 
shall not exceed the proportional cost of service

ÅNo charge may be imposed for a service unless that 
service is actually used by, or immediately available to, 
the owner of the property in question

ÅNo charge may be imposed for general 
governmental services

Report:

Page 1
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The Court of Appeal returned a decision that further 
confirmed the “rules”

ÅThe water service provided by the Agency is a service that is 
immediately available to all properties within the PajaroBasin

ÅAugmentation charge revenue may pay for Agency activities 
required to prepare or implement the groundwater BMP for the 
common benefit of all

ÅThe Agency’s supplemental water service is a type of water service 
and therefore not subject to voter approval

ÅThe cost of service analysis and rate-setting methodology did not 
include unauthorized revenue requirements and the Agency was not 
using the resulting rate revenue for unlawful purposes

ÅPayment of debt service, administrative and overhead costs are 
appropriate costs of service funded by the augmentation charge

ÅThe Agency’s user class augmentation charge rate analysis is 
consistent with Proposition 218

Report:

Page 6
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Chapter 2
Water Users & Demands
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The Agency provides two types of property-
related service

1. Supplemental Water Service 

ïFundedby the Augmentation 
Charge

2. Delivered Water Service 

ïFunded by the Delivered Water 
Charge

Report:

Page 11
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Services are further delineated between four user 
categories based on distinct factors

ÅMetered Water Users - Inside the DWZ

ïSubject to an augmentation charge plus DWZFee

ÅMetered Water Users - Outside the DWZ

ïSubject to an augmentation charge

ÅDelivered Water Users 

ïSubject to a delivered water charge

ÅUnmetered Water Users 

ïSubject to an augmentation charge based on expected 
annual demands

Report:

Page 14
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Report:

Page 21
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Chapter 3
Revenue RequirementsS
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Assumptions were factored to provide revenue 
sufficiency over next 5-years

ÅFinancial Baseline

ï2014/15 Budget served as baseline

ïFunding of the BMP Update projects

•No grant funding or low interest loans

ÅAdditional Items

ïRefunding of 1999 COP, SWRCB, and DWRdebt

•Enables lowering of DSCRfrom 1.25xto 1.15x

ïRestructuring of City of Watsonville Debt

•Assumes the Agency takes over CoWDebt 

ïThree additional staff

ïCity of Watsonville Rate Increase ($360 to $500 AF)

Report:

Page 23
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Forecasted Budget and BMP Funding illustrates 
existing rate deficiency
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To provide sufficient funding, the AHFC recommended 
revenue smoothing
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Chapter 4
Cost of Service Analysis
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Service Charge analysis allocates costs based on 
functional service

Delivered Water 
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Service Charge Report details cost allocation based on 
functional service

Report:

Page 37
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The basis of that allocation was as follows…

Expenditures
* Values are rounded to the nearest $1,000 
and reflect the FY14/15 Budget

Allocation Basis

Supplemental 

Water Service

Delivered 

Water Service Billing Metering

DWZ

Service

Administration

64% 9% 10% 13% 4%

$909,000 $134,000 $136,000 $188,000 $50,000 

Estimated percent of time the position spent on 
that function

Facility Operations
Harkins Slough, CDS, 
Supplemental Wells, Recycled 
Water Facility

72% 28% 0% 0% 0%

$2,413,000 $922,000 $- $- $-

Cost to pump at pressure allocated to Delivered 
Water Users. Remaining operating costs allocated 
on the ratio of the groundwater and delivered 
water consumption to total consumption

Metering Program

0% 0% 0% 100% 0%

$- $- $- $285,000 $-

Allocated directly to Metering

Full detail provided in Appendix D of the Service Charge Report

Report:

Page 41
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The basis of that allocation was as follows…

Expenditures
* Values are rounded to the nearest 
$1,000 and reflect the FY14/15 Budget

Allocation Basis

Supplemental 

Water Service

Delivered 

Water Service Billing Metering

DWZ

Service

Basin Management Planning
Modeling & Monitoring, Basin
Management, & Basin 
Funding

89% 11% 0% 0% 0%

$1,031,000 $131,000 $- $- $-

Ratio of the groundwater and delivered water consumption 
to total consumption

Capital & Debt Service 
Payments
Capital Project & Reserves, 
SWRCBNote #1, SWRCB Note 
#2, & 1999 COP, Coastal
Distribution System, City of 
Watsonville ςRecycled Water 
Facility

83% 14% 0% 0% 3%

$4,401,000 $755,000 $- $- $153,000 

Ratio of total consumption and available capacity. Available 
(or standby) DeliveredWater Service capacity is directly 
allocated to Inside DWZusers

Full detail provided in Appendix D of the Service Charge Report

Report:

Page 42
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Chapter 5
Review of Rate Alternatives
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The AHFC revisited various rate and cost recovery 
alternatives

ÅBased on discussions, the AHFCshortlisted to alternatives 
for further review

ïUniform Rate Structure

ïTiered Rates (Based on Acreage)

Volumetric Consumption

U
n

it
 P

ri
ce

Increasing Block Rates

(per acre)

Report:

Page 51
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The AHFC developed the following evaluation criteria 
to compare alternative rate structures

ÅTechnical Feasibility

ÅLegal Consideration

ÅRevenue Stability

ÅEase of Implementation

ÅEncourages Water Conservation

Report:

Page 51
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Based on their evaluation, the AHFC
recommended: 

ÅRates should remain consistent with the finding and 
methodology of Pendry-Griffith

ÅRate increases should be minimized and smoothed over 
the proposed 5-year period

ÅCost of service allocation for the Augmentation 
Charge inside the DWZshould be analyzed 

ÅPrepare a plan within 18 months to assess the technical 
and legal feasibility of tiered rates

ÅConsider TOUrates to further encourage increased 
delivered water use

Report:

Page 49
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Chapter 6
Rates & Charges
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Proposed rates reflect detailed service charge analysis 
and achieve AHFC objectives

User Group

Average 

Percent 

Increase

Proposed 

FY 2016 

Rate ($/AF)

Augmentation Charge, Metered 

Users - Outside DWZ
6.6% $191

Augmentation Charge, Metered 

Users - Inside DWZ
9.5% $235

Augmentation Charge, 

Unmetered (Rural Residential)
6.0% $183

Delivered Water Charge 3.0% $348

FY 

2016/17

FY 

2017/18

FY 

2018/19

FY 

2019/20

$203 $217 $231 $246

$258 $282 $309 $338

$193 $205 $217 $230

$359 $369 $381 $392

Report:

Page 59



30

$
1

7
9

 $
2

1
5

 

$
3

3
8

 

$
1

7
2

 

$
1

9
1

 $
2

3
5

 

$
3

4
8

 

$
1

8
3

 

$
2

0
3

 

$
2

5
8

 

$
3

5
9

 

$
1

9
3

 

$
2

1
7

 

$
2

8
2

 

$
3

6
9

 

$
2

0
5

 

$
2

3
1

 

$
3

0
9

 

$
3

8
1

 

$
2

1
7

 $
2

4
6

 

$
3

3
8

 

$
3

9
2

 

$
2

3
0

 

 $-

 $50

 $100

 $150

 $200

 $250

 $300

 $350

 $400

Augmentation Charge -
Outside DWZ

Augmentation Charge - Inside
DWZ

Delivered Water Charge Augmentation Charge - Rural
Residential*

Current (14/15) FY 2015/16 FY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20

Proposed rate increases are constant over the 
forecasted five-year period

*Rural Residential users charged 60% of an AF
** Rates are not reflective of Final Cost of Service Report

6.6% Annual Increases
$191 to $246 

6% Annual Increases
$183 to $230

9.5% Annual Increases
$235 to $338

3% Annual Increases
$348 to $392

Inside DWZ vs. outside DWZ, avg 
difference of $67/af

Outside DWZ vs. rural 
residential, diff of $12/af

Inside DWZ vs. delivered water charge, 
avg difference of $85/af

Report:
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Next Steps
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Next steps…

ÅReceive comments on Service Charge Report (Dec. 2014)

ÅAdopt Final Report & Discuss Proposition 218 Process (Dec. 2014)
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Sample Proposition 218 Schedule

ÅNovember 2014 –February 2015

ï Public outreach and communication

ÅFebruary 2015 Board Meeting

ïObtain Board direction on rates

ïAuthorize/Initiate Proposition 218 noticing 

ÅBy March 8, 2015

ïMail public hearing / Proposition 218 notices

ï 45 days notice ahead of April Board meeting

ÅApril 2015 Board Meeting

ïHold public hearing 

ïDetermine if a majority protest exists to rate increases 

ï If no majority protest, Board may adopt proposed rate

ÅJuly 1, 2015 –New rates become effective
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Questions?


