
 
 

 
 

CITY OF ROHNERT PARK 
 

Water Rate Study 
 

Final Report 

 
 
 

 
May 11, 2017 

 
 
 
 

  
  



CITY OF ROHNERT PARK  WATER RATE STUDY 

THE REED GROUP, INC. 

 
 
 
 

Table of Contents 
 

 

SECTION I.  EXECUTIVE SUMMARY ..........................................................................1 

Introduction and Background ..........................................................................................1 
Financial Plan and Revenue Needs..................................................................................1 
Proposed Capital Preservation Charge ............................................................................3 
Comparison of Proposed Water Rates with Neighboring Communities .........................4 
Water Shortage Financial Analysis and Water Shortage Surcharges .............................5 

SECTION II.  WATER FINANCIAL PLAN ...................................................................7 

Fund Structure and Cash Flows ......................................................................................7 
Financial Plan Assumptions............................................................................................9 
Financial Plan Findings and Conclusions.....................................................................17 
Water Shortage Financial Analysis ...............................................................................18 

SECTION III.  WATER RATES ......................................................................................25 

Current Water Rates......................................................................................................25 
Customer Account Data and Water Use Estimates ......................................................26 
Annual Automatic Adjustments to Water Rates ..........................................................27 
Capital Preservation Charge ..........................................................................................28 
Water Shortage Rate Surcharges ...................................................................................31 
Adopting Proposed Water Rates ....................................................................................33 



CITY OF ROHNERT PARK  WATER RATE STUDY 

THE REED GROUP, INC.  PAGE 1 

 

SECTION I .   EXECUTIV E SUM M ARY 

INTRODUCTION AND BACKGROUND 

The City of Rohnert Park retained The Reed Group, Inc. to update its ten-year water 
system financial plan and to review the water rates for the City’s water utility.  The 
purpose of the study was to ensure that water rates are sufficient to meet the utility’s 
financial and service obligations for ongoing operation and maintenance, debt service, and 
capital improvements while maintaining prudent reserves.  The Reed Group first prepared 
financial plan for the utility in 2015, and the current study was intended to review the 
financial situation in the wake of the recent drought.  The last adjustment to the water rates 
occurred in January 2017 with a second year of automatic water rate adjustments.  As used 
in this study, the term “water rates” refers to the monthly service charges and water usage 
rates applicable to active connections to the City’s water system for the provision of water 
service, including fire protection services. 

The scope of services for the water rate study included the following: 

• Review financial goals and policy objectives 

• Review current budget, existing debt obligations, and capital improvement 
plans 

• Prepare a ten-year financial plan and determine annual water rate revenue 
requirements for the water utility 

• Review the current water rate structure and recommend changes consistent 
with rate setting objectives 

• Develop water rate recommendations that meet the legal requirements for cost 
of service 

• Prepare a water rate study report (this report) to document the analyses 
performed during the study 

• Present study recommendations to the City Council during a regular meeting, 
and assist the City in preparing a notice of public hearing regarding the 
proposed water rates 

• Present final water rate recommendations during a public hearing to adopt new 
rates. 

The purpose of this report is to describe the analyses performed, present the updated 
financial plan for the water utility, and summarize findings and recommendations 
regarding the water rates. 

FINANCIAL PLAN AND REVENUE NEEDS 

The City’s water utility, the region, and the State are emerging from a multi-year 
drought, which had reduced water sales and related revenue.  While the financial 
condition of the water utility is not critical, reduced water sales did place some financial 
stress on the utility.  In addition, capital improvement needs are not being fully or 
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adequately funded.  When revenues fall short of expectations, it is typical that capital 
program needs are deferred.  Constant pressure to keep water rates low can result in a 
chronic underfunding of infrastructure rehabilitation and upgrade needs.  At the present 
time, funding of the utility’s long-term preservation needs is the most significant financial 
issue to be addressed. 

Current water rates and other revenues are sufficient to meet operating and 
maintenance costs and debt service obligations, maintain prudent financial reserves, and 
provide modest support of capital program needs.  However, the current water rates are 
insufficient to support a viable long-term strategy to preserve and rehabilitate the water 
system.  In the upcoming year (FY 17-18) it is estimated that only $300,000 will be available 
from water rates and other operating revenues to support the capital improvement 
program.  The capital improvement program, in contrast, includes nearly $550,000 in 
planned expenditures in FY 17-18, averages about $2 million per year for the remaining 
nine years of the 10-year planning period, and in some years will require more than $2.5 
million to fund necessary projects. 

It is recommended that the City continue making the automatic adjustments to water 
rates each January to offset the effects of SCWA water cost changes as well as general 
inflation.  The automatic adjustment procedures adopted by the City Council in 2015 are 
valid through January 2020, and will then need to be re-adopted by the City Council. 

To address the chronic underfunding of the capital improvement program, it is 
recommended that the City adopt a new capital preservation charge.  It is further 
recommended that the charge be gradually phased in over a 6-year period.  During this 
transition, a portion of operating fund revenues would continue to support the capital 
program. 

In addition to meeting the financial needs of the utility with respect to operating and 
maintenance costs, debt service obligations, and capital program needs, it is recommended 
that the City establish and maintain financial reserves, as follows: 

• Operating Reserve – It is recommended that the water utility establish and 
maintain an Operating Reserve equal to 50 percent of annual operating and 
maintenance costs, including debt service costs, as a minimum balance in the 
Water Operating Fund.  The utility is able to fully fund this reserve with current 
revenues.  The Operating Reserve is intended to provide working capital for 
improved cash flows and capacity to address unforeseen needs. 

• Rate Stabilization Reserve – It is recommended that the water utility also establish 
a Rate Stabilization Reserve with a target balance of $1.5 million.  The Rate 
Stabilization Reserve, once funded, would provide funds for buffering the 
potential financial impacts of extended drought conditions, damage to facilities 
from earthquakes or other events, or other significant events.  At this time, there 
is insufficient financial capacity to fund a Rate Stabilization Reserve.  However, 
once the capital preservation charge is fully implemented, there will be capacity 
in the general water rates to establish the Rate Stabilization Reserve by the end 
of the 10-year planning period. 
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By continuing with previously adopted automatic water rate adjustments, adopting 
and gradually implementing a capital preservation charge, and establishing and 
maintaining financial reserves, as recommended above, the City will bolster the water 
utility’s financial condition, establish reliable and dedicated funding for long-term 
rehabilitation and upgrade needs, and reduce financial risk. 

In addition, it is recommended that the City adopt temporary water shortage 
surcharges, which would be implemented in the event of a future drought or other water 
supply shortage, when water use restrictions are necessary and mandated by the City 
Council.  The temporary surcharges, as presented below, will also help to reduce financial 
risk for the benefit of both the City’s water utility and customers. 

The financial plan model reflects assumptions and estimates that are believed 
reasonable at the present time.  However, conditions change.  It is recommended that the 
City review the financial condition of the water utility annually as part of the budget 
process, and perform a more comprehensive financial plan and rate update study every 3 
to 5 years, unless otherwise needed sooner.  The financial analysis presented in this report 
indicates that the revenues generated by the current and proposed water rates and charges 
would not exceed the cost of providing service, including maintaining prudent reserves for 
specified purposes. 

Details of financial plan analyses and the recommendation to adopt a capital 
preservation charge and drought-related temporary water shortage surcharges are 
presented in Section II of this report. 

PROPOSED CAPITAL PRESERVATION CHARGE 

Exhibit I-1 presents the proposed capital preservation charge, including the 6-year 
period for implementing the charge.  It is recommended that the charge initially be 
implemented with water bills rendered after October 1, 2017, with subsequent adjustments 
implemented with bills rendered after each January 1, from 2019 through 2023.  Once fully 
implemented, it is estimated that the capital preservation charge will generate about $2 
million annually and provide stable funding for variable capital program needs.   

Details of the proposed water system capital preservation charge are presented in 
Section III of this report. 
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COMPARISON OF PROPOSED WATER RATES WITH NEIGHBORING COMMUNITIES 

A typical monthly water bill for residential customers in Rohnert Park is currently 
lower than water bills for comparable water usage in most neighboring communities.  
Even with the proposed capital preservation charge, the monthly water bills for a typical 
single family residential customer will be lower than all but two neighboring communities.  
The typical water bill for a single family customer in Rohnert Park is compared with water 
bills based on current water rates of neighboring communities in Exhibit I-2. 
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WATER SHORTAGE FINANCIAL ANALYSIS AND WATER SHORTAGE SURCHARGES 

This water rate study also included an analysis of the financial impacts associated with 
drought and reduced water sales.  As drought conditions worsened in 2015, the Governor 
declared a statewide water emergency and ordered urban water agencies to reduce water 
use by 25 percent.  In implementing the Governor’s Executive Order, the SWRCB required 
the City of Rohnert Park to reduce water use by 20 percent relative to 2013 water use.  The 
City, like other communities in the state, responded by requiring customers to reduce 
water usage and implementing restrictions on water use. 

The City, the region, and the State are now emerging from the multi-year drought.  
However, the City is concerned about potential financial vulnerability in the event of a 
future drought, especially a multi-year drought.  The financial analyses in this report 
support the development of temporary water shortage rate surcharges that would be 
implemented during periods of mandatory water use reductions as declared by the City. 

Water shortage conditions can result in (1) reduced water sales, (2) reduced water 
supply purchase and pumping costs, (3) increased groundwater production costs1, and (4) 
increased water conservation education and assistance costs.  The net effect of these 
impacts is to create a financial deficit during periods of water shortage (i.e., revenue will 
decline more than the decline in expenses). 

To counter the financial impact of water shortage, a multi-prong strategy is proposed 
that includes (1) utilizing a portion of available Operating or Rate Stabilization Reserves 
when voluntary water use reductions are in effect to offset the financial deficit created by 
reduced water sales, and (2) adopting and implementing temporary water shortage rate 
surcharges to generate additional revenue when mandatory use restrictions are necessary.  
This strategy, including the temporary water shortage rate surcharges, should be 
incorporated into the City’s water shortage contingency plans. 

Proposed temporary water shortage rate surcharges would be implemented whenever 
the City Council declares a water shortage emergency requiring mandatory water use 
reductions.  Water shortage rate surcharges would be applied to water usage rates (but not 
to monthly service charges or capital preservation charges).  The temporary surcharges 
would mean that all customers would bear a proportionate share of the financial burden 
created by water shortage.  The water shortage rate surcharges have been designed such 
that customers meeting water use reduction goals will have lower water bills than their 
normal water bills.  Customers that do not meet water use reduction goals may have 
higher water bills. 

Exhibit I-3 presents the proposed temporary water shortage rate surcharges, expressed 
as a percentage increase to the normal water usage rates.  The amount of increase depends 
on the level of water use reduction goals.  It is expressed as a percentage so that it can be 
applied to any future water usage rate schedule.  The specific rates shown in Exhibit I-3 are 
an application of the temporary water shortage surcharges to the water rates proposed for 

                                                        
1  The City has the ability to shift its water supply mix to increase reliance on groundwater during periods of 
shortage.  This helps the City meet water supply needs, and lessens the financial impact of water shortage. 
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2017.  As an example, with a water use reduction goal of up to 20 percent (Stage 1 - 
Mandatory), an 8 percent water shortage rate surcharge would temporarily increase the 
Tier 1 residential water usage rate from $0.00292 per gallon to $0.00315 per gallon (a 
surcharge of $0.00023 per gallon).  Monthly service charges and capital preservation 
charges would be unaffected. 

 

 

 

The water shortage rate surcharges will need to be adopted through a Proposition 218 
notice and public hearing process.  It is recommended that the water shortage rate 
surcharges be adopted along with the capital preservation charges proposed in the study.  
The water shortage rate surcharges would then be implemented during any stage of 
mandatory water use reduction, as declared by the City Council.  Details of the water 
shortage financial analysis are presented in Section II of this report, and proposed 
temporary water shortage surcharges are presented in Section III of this report. 
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SECTION II .   W ATER FINANCIAL PLAN  

This section of the report describes the financial plan and related recommendations for 
the City’s water utility.  The ten-year financial plan is used to determine annual water rate 
revenue requirements.  The annual rate revenue requirement is the amount of revenue 
needed from water rates to cover planned operating, maintenance, debt service, and capital 
program costs with consideration of other revenues and financial reserves. 

FUND STRUCTURE AND CASH FLOWS 

The financial plan is an annual cash flow model.  As a cash flow model, it differs from 
standard accounting income statements, and balance sheets.  The financial plan models 
sources and uses of funds into, out of, and between the various funds and reserves of the 
water utility. 

The financial plan model is based on the fund structure currently used by the City, and 
incorporates proposed reserve policies for specified purposes.  This structure was 
discussed with staff, with concurrence that it provides a helpful framework for evaluating 
the financial needs of the utility and for clearly demonstrating how operating and 
maintenance costs, debt service obligations, and capital program needs are addressed.  The 
proposed reserve structure includes an Operating Reserve and a Rate Stabilization Reserve 
within the Operating Fund (Fund 511), as well as the Capital Fund (Fund 541) for the 
purpose of meeting water system preservation needs of the capital program.  The 
Developer Fund (Fund 110) is used to account for connection fee revenues that are used to 
expand the capacity of the water system to serve new development.  Exhibit II-1 is a 
schematic diagram of the funds/reserves and major cash flows associated with the 
financial plan model. 

An understanding of the fund/reserve structure is helpful in understanding the 
financial plan worksheets that model estimated annual cash flows through the water utility 
from one year to the next.  The fund/reserve structure is comprised of: 

• Water Operating Fund (511) – The Operating Fund is the primary fund within 
the water utility.  Most of the water system’s revenues, including water rate 
revenues, flow into the Operating Fund and all operating and maintenance 
costs, including water purchases and debt service payments, are paid out of this 
fund.  Funds are also transferred from the Operating Fund to the Capital Fund 
to help pay for capital projects intended to rehabilitate and upgrade facilities. 

o Operating Reserve – It is recommended that the City establish and 
maintain an Operating Reserve equal to 50 percent of annual operating 
and maintenance costs, including debt service, for the water system.  
The purpose of the Operating Reserve is to provide working capital and 
funds for unplanned operating and maintenance expenditures.  The 
balance in the Water Operating Fund at the end of FY 15-16 was about 
$2,977,000, or about $238,000 below the target Operating Reserve for FY 
16-17. 
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o Rate Stabilization Reserve – It is recommended that the City establish a 
Rate Stabilization Reserve within the Operating Fund.  The reserve 
would help bolster financial stability, could be drawn upon for drought 
or other emergency purposes, and would reduce the utility’s financial 
risk.  While, at present, there is insufficient capacity to fund the Rate 
Stabilization Reserve, it is recommended that the City establish a target 
goal of $1.5 million to be funded toward the end of the 10-year planning 
period. 

o Available Balance – The balance in the Operating Fund in excess of the 
target amounts for the Operating Reserve and the Rate Stabilization 
Reserve is shown in the financial plan as Available Balance.  After all 
other obligations are met the Available Balance is used to offset rate 
increases.  The financial plan model generally seeks to reduce any 
Available Balance over time.  A negative value for the Available Fund 
Balance would indicate shortfalls in maintaining the minimum 
Operating Reserve and/or Rate Stabilization Reserve. 
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• Water Capital Fund (541) – The Capital Fund is used to account for revenues 
and funds available for capital project expenditures.  Capital projects funded 
from this fund are intended to preserve (rehabilitate and upgrade) the water 
system, rather than expand the water system to serve new growth.  The 
financial plan model generally seeks to maintain a positive balance in the 
Capital Fund while also covering the costs of planned preservation projects.  At 
present, this is achieved through an annual transfer of funds from the 
Operating Fund to the Capital Fund in support of the capital improvement 
program.  However, as described later in this section, funding of the capital 
program is generally insufficient to meet overall capital program needs, and 
this study introduces a new capital preservation charge to help ensure adequate 
long-term funding of the capital program and the rehabilitation and upgrade of 
the water system. 

• Water Developer Fund (Fund 110) – The City maintains the Water Developer 
Fund to account for connection fee revenue.  Money in this fund is available for 
capacity expansion projects needed to meet the capacity needs of new 
development.  Because this fund is independent of the issues affecting water 
rates, it does not play an active role in the financial plan and development of 
water rate recommendations. 

FINANCIAL PLAN ASSUMPTIONS 

The financial plan was created to reflect the FY 16-17 budget and financial conditions as 
of the beginning of the fiscal year.  The financial plan also reflects the City’s debt service 
obligations and capital improvement program, as identified by City staff, during the ten-
year planning period. 

The process used to develop the financial plan involved estimating future revenues and 
expenditures based on estimates of future conditions using the current budget, existing 
debt service schedules and a capital improvement plan provided by City staff.  The 
financial plan is based on the best available information and reasonable assumptions; 
future estimates have been reviewed with staff and are believed to be reasonable.  
Previously approved automatic annual water rate adjustments help protect the City and 
ratepayers from some of the uncertainty associated with financial plan assumptions, 
because rate adjustments are based on the actual cost of the wholesale water supply and 
the actual inflation experienced, rather than on the inflation assumptions made in the 
model.  Primary assumptions reflected in financial plan analyses are described below, with 
additional information presented in Exhibit II-2: 

• Interest Rates – Interest earned on fund/reserve balances is estimated to be 0.5 
percent per year in FY 17-18 and FY 18-19, 0.75 percent in FY 19-20 through FY 
21-22, 1.0 percent for the remainder of the planning period.  Interest calculations 
are based on beginning-of-year balances.  These interest rates reflect the recent 
return from the Local Agency Investment Fund (LAIF), as well as a gradual 
return towards historical averages.   Interest accrues to each of the funds.  The 
City also pays interest on outstanding long-term debt obligations.  The interest 
payments on outstanding debt are those contained in existing contracts and 
repayment schedules. 
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• Inflation Rates – The financial plan analyses include general inflation at 3.0 
percent per year, SCWA water rate inflation at 5.0 percent per year, and 
construction inflation at 3.0 percent per year. As stated above, the automatic 
annual water rate adjustments ensure that water rates are adjusted for the 
actual inflation rates experienced, rather than the assumptions included in the 
financial plan. General inflation is currently about 3.0 percent per year, as 
reported by the Bureau of Labor Statistics for the San Francisco-Oakland-San 
Jose area.  The SCWA has developed its own long-term financial plan, which 
illustrates that their water rates will increase by 4 to 6 percent annually to meet 
their operation, debt service and capital program requirements.  For FY 17-18, 
SCWA has proposed a 4.98 percent increase in the rate for water.  Based on this, 
a 5 percent per year average is used to model changes to the SCWA’s rates.  
Construction inflation, as indicated by the Engineering News Record’s 20-Cities 
Construction Cost Index has increased about 3.0 percent per year for the past 
five years.   Each of these inflation assumptions has been reviewed with City 
staff and is reasonable for financial planning purposes. 

• Growth Projections – The financial plans assume that the customer base (number 
of active service connections) will grow by 0.5 percent per year throughout the 
planning period.  This estimate is slightly less than the City’s 2015 Urban Water 
Management Plan to be conservative.  The estimate is believed to be reasonable 
for financial planning purposes because it correlates well with both the 
development proposals currently moving through the City’s approval process 
and limits established by the City’s growth management ordinance, and has 
been reviewed with City staff. 

• Customer Demand – The City was under state-mandated water use restrictions 
during the recent drought.  Customer water demand in FY 15-16 was about 17 
percent below the pre-drought level from 2013.  Water demand is beginning to 
rebound.  Average customer water demands are assumed to rebound from the 
recent drought levels over a five-year period, beginning in FY 16-17.  A full 
rebound to pre-drought water usage is not included due to hardening of usage 
and anticipated new water conservation requirements from the State. The 
assumption used is believe reasonable and has been reviewed with City staff. 

• Operation and Maintenance Costs – The financial plan model is based on current 
operating and maintenance costs as reflected in the FY 16-17 operating budget, 
with future estimates based on the inflation and growth assumptions described 
above.  Assumptions were reviewed with City staff. 

• Water Supplies – At present, about 33 percent of water supplies are derived from 
groundwater, with the balance purchased from the SCWA.  To reduce the 
current financial strain on the water utility, the City plans to increase use of 
groundwater to about 2,200 AF per year (about 48 percent of supplies) from FY 
17-18 through FY 19-20.  Groundwater usage will then be gradually decreased, 
reaching 1,400 AF per year by the end of the planning period.  This lower 
amount reflects the City’s long-term goal of managing groundwater use 
sustainably, consistent with the adopted Groundwater Management Plan for 
the Santa Rosa Plain Groundwater Basin.  By definition, managing the 
groundwater sustainably means limiting long-term groundwater extraction to 
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the amount of recharge, thereby avoiding long-term depletion of the aquifer.  
The balance of the City’s potable water supplies is provided by the SCWA2. 

• Capital Improvement Program – The water utility’s capital improvement plan, as 
developed by staff, includes multiple preservation projects totaling about $18.3 
million (in future dollars) over a ten-year period to be funded by the water 
utility.  As described later in this report, a new water system capital 
preservation charge is proposed to provide dedicated and stable financial 
support for the capital improvement program.  As proposed, the capital 
preservation charge would be gradually phased in over six years.  No new 
long-term debt is included in the financial plan analysis.  The capital 
improvement plan reflected in the financial plan is presented in Exhibit II-3. 

• Debt Obligations – In FY 15-16 the City paid off its 2002 CSCDA Water Revenue 
Bond, thereby reducing annual debt service costs by about $150,000.  Remaining 
water system long-term debt obligations are summarized in Exhibit II-4.  The 
water utility currently pays about $318,000 annually on debt service related to 
debt issued in 2005.  The City is required to maintain water system revenues at 
a level that meets a coverage requirement3.  This requirement is currently being 
met, and is expected to be met throughout the planning period. 

Exhibit II-5 provides the details of the financial plan model of the City’s water utility.  
It reflects a proposed strategy for meeting the utility’s financial and service obligations 
through (1) continuation of previously approved automatic water rate adjustments for 
SCWA rate changes and general inflation, and (2) establishing and gradually phasing in a 
capital preservation charge.  The capital preservation charge is intended to help ensure 
stable funding to address the utility’s long-term capital program needs to preserve water 
system capacity and reliability.  Once fully implemented, this strategy will provide the 
financial capacity for the water utility to continue to meet financial and service obligations, 
including meeting debt service obligations, maintaining the water system, and adequately 
supporting the planned capital improvement program. 

Exhibit II-6 graphically summarizes the annual revenues, expenses, and year-end 
balances of both the Operating Fund (511) and the Capital Fund (541) through the planning 
period.  The graph for the Capital Fund illustrates that, in the near-term, there will be 
funding shortfall for the capital improvement program of slightly more than $1.1 million.  
This will require the City to defer one or more projects.  This funding shortfall could also 
be avoided by accelerating the implementation of the proposed capital preservation 
charge, though that is not recommended at this time due to the impact it would have on 
customer water bills. 

                                                        
2  The City also plans to continue to offset approximately 1,100 acre-feet per year of irrigation use with 
recycled water. 

3  Debt service coverage is calculated as net revenues (defined as gross revenues minus annual operating and 
maintenance expenses) divided by annual debt service.  Existing debt covenants require that debt service 
coverage exceed 1.20. 
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FINANCIAL PLAN FINDINGS AND CONCLUSIONS 

The preceding portion of this section described the basic framework and assumptions 
underlying the financial analyses.  Specific findings and conclusions pertaining to the 
water utility are presented below, beginning with a description of the current situation.  At 
present, the City’s water utility has: 

• Cash in the Operating Fund at of June 30, 2016 that is only slightly below the 
recommended minimum target Operation Reserve, 

• Estimated FY 16-17 water utility revenues of about $6.85 million, and 

• Estimated FY 16-17 operating and maintenance costs, including debt service 
obligations, totaling about $6.68 million, and 

• Planned water system capital improvements in FY 16-17 of $250,000. 

While current water system revenues are sufficient to cover operating and maintenance 
expenses and debt service obligations, the revenues are insufficient to maintain a prudent 
Operating Reserve and adequately fund the water system capital improvement program.  
Current water rates will provide only about $300,000 for the capital program in FY 17-18, 
while planned project expenditures are $541,000.  In addition, preservation project 
expenditures are estimated to average about $2 million annually over the remaining nine 
years of the 10-year planning period.  Ensuring the long-term viability of the water system 
is the most significant financial challenge facing the water utility. 

In 2015, the City adopted procedures to automatically adjust water rates each January 
to incorporate the effects of changes in SCWA’s water rate and the cost of water supply 
purchases, and to counter the effects of general inflation.  These adjustments to water rates 
were successfully implemented in both January 2016 and 2017.  The adjustment procedure 
is available through January 2020, and then will need to be re-adopted by the City Council.  
At this time, these automatic rate adjustments appear adequate to meet the water utility’s 
financial needs for operating and maintenance and debt service.  Furthermore, with the 
anticipated gradual rebound in water demand utility revenues will also be sufficient to 
establish and maintain the recommended Operating Reserve (at 50 percent of annual 
operating and maintenance expense, including debt service), as well as provide modest 
(but insufficient) funding for capital projects. 

Because current funding for capital projects is insufficient, and is typically the first 
thing to be cut when revenues fall short of needs, it is recommended that the City adopt 
and gradually implement a capital preservation charge for the water utility.  As described 
in Section III of this report, this fixed monthly charge would be gradually phased in over 6 
years. Once fully implemented it is expected to provide ongoing financial support for the 
utility’s capital program needs for preserving the water system for future use.  As shown 
in the lower portion of Exhibit II-5, and graphically in the lower portion of Exhibit II-6, the 
capital preservation charge will provide stable revenue for variable capital program needs.  
Any excess revenue in one year would provide for a Capital Fund reserve that would then 
be used for the next “peak” expenditure year.  With the 6-year phase in period, the 
proposed capital preservation charge is estimated to generate a total of about $14.1 million 
over ten years.  Preservation project expenditures are expected to total about $18.3 million 
over this same period. 
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Current estimates indicate that the proposed charge will not result in excessive 
revenue, and a future financial plan and rate update studies will provide opportunities to 
review the adequacy of the charge relative to the capital program needs identified at that 
time.  No other change is required to the City’s water rates at this time for normal water 
supply conditions. 

Details of the proposed capital preservation charge are included in Section III of this 
report.  For most customers (those with a 1” or smaller water meter), the monthly capital 
preservation charge would start at $2.50 per month and gradually increase to $15.00 per 
month by January 2023 (increasing $2.50 each year). 

Until the capital preservation charge is fully implemented, a portion of general water 
rate revenue will be required to help support the capital improvement program.  However, 
as depicted in the financial plan model, the annual transfer will be limited such that the 
target Operating Reserve is maintained.  As the lower portion of Exhibit II-6 illustrates, this 
may result in a funding shortfall of about $1.1 million in the capital program.  City staff 
believes that planned projects can be deferred during this period of transition.  However, 
reaching full funding of the program is in the best interest of the water utility, and its 
customers. 

Once the capital preservation charge is fully implemented and transfers from the 
Operating Fund to the Capital Fund will not be required, it is anticipated that the general 
water rate revenue will be sufficient to begin to fund a Rate Stabilization Reserve.  The Rate 
Stabilization Reserve is intended to provide additional protections for the water utility 
against financial risk that may be associated with drought-related water supply shortages, 
earthquakes and related (potentially significant) water system damage, or other emergency 
conditions.  The financial plan model indicates that a Rate Stabilization Reserve of $1.5 
million may be reached by the end of the planning period.  It would provide the City with 
an additional tool for managing the financial risk associated with uncertainty. 

The financial plan model reflects assumptions and estimates that are believed 
reasonable at the present time.  However, conditions change.  It is recommended that the 
City review the financial condition of the water utility annually as part of the budget 
process, and perform a more comprehensive financial plan and water rate update study 
every 3 to 5 years, unless otherwise needed sooner.  In addition, the procedures for 
automatically adjusting water rates for changes in SCWA costs and for general inflation 
will need to be re-adopted after January 2020. 

WATER SHORTAGE FINANCIAL ANALYSIS 

This study also included an analysis of the financial impacts associated with drought 
and reduced water sales.  The City (and the entire State) is emerging from an extended 
drought, which included State-mandated water use restrictions.  Reduced water sales in 
recent years have had a financial impact of the water utility as the reduction in water sales 
revenue exceeded the reduction in water system costs.  The financial strain placed on the 
City’s water utility was similar to the strain confronted by many other utilities.  However, 
the City was able to partially mitigate this strain through the ability to shift its water 
supply mix away from SCWA water to greater use of groundwater.  While that action 
helped in this recent drought, the City is also concerned about long-term groundwater 
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sustainability and its obligations under the Groundwater Management Plan for the Santa 
Rosa Plain Groundwater Basin.  With this recent experience, and the evolving 
groundwater regulatory environment, the City is concerned about potential financial 
impact of drought and reduced water usage on the water utility.  As a result, a new 
financial analysis of the potential impact of drought was performed as part of this study 
with the intent of identifying and developing additional tools for countering the potential 
financial impacts associated with water shortage conditions. 

The City’s water utility can be affected in several ways by drought conditions.  
Changes in operating and maintenance costs and revenues can include: 

• Reduced water sales and water sales revenue 

• Reduced water purchases and water purchase costs 

• Reduced or increased groundwater production and production costs4 

• Increased water conservation program costs. 

While the reduction in water sales revenue will be partially offset by the reduction in 
water purchase and production costs, revenue will typically decline more than costs 
creating a financial deficit.  Increased water conservation program costs, including 
education and assistance programs, will add to the financial deficit created by water 
shortage. 

In response to water shortage, and the financial deficit created, the City has the ability 
to take several actions.  The analysis presented herein focused on four potential courses of 
action, including: 

• Using available financial reserves, including portions of Operating or Rate 
Stabilization Reserves 

• Shifting the water supply mix away from SCWA water purchases and toward 
groundwater as the percentage of total water production 

• Supplementing water rate revenues through imposition of temporary water 
shortage surcharges 

• Deferring capital program expenditures to reduce costs. 

The City could also reduce operating and maintenance costs, where possible, or seek 
outside funding sources to help bridge a financial deficit. 

In 2016, the City adopted its 2015 Urban Water Management Plan (UWMP), which 
includes an updated Water Shortage Contingency Plan (WSCP).  The WSCP identifies 
several stages of water shortage, as summarized in the table below. 

 

 
                                                        
4  An increase in groundwater production costs could result from a shift in water supply mix away from 
SCWA water purchases and towards groundwater production. 
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Stage No. Water Supply Condition % Water Supply 
Shortage 

% Demand 
Reduction 

Stage 1 – 
Voluntary 

Up to 15% reduction in SCWA 
water supply 

0% Up to 10% 

Stage 1 – 
Mandatory 

15% to 30% reduction in SCWA 
water supply 

0% 10% to 20% 

Stage 2 – 
Mandatory 

30% to 40% reduction in SCWA 
water supply 

10% 20% to 25% 

Stage 3 – 
Mandatory 

40% to 50% reduction in SCWA 
water supply 

25% 25% or more 

 

The State Water Resources Control Board is in the process of developing new 
regulations for implementing the Governor’s order for expanding water conservation 
requirements as well as planning and preparing for future water shortages5.  While the 
regulations are not final, the draft document includes different specifications for WSCPs.  
The City may need to modify its WSCP once State regulations have been finalized. 

Using the financial plan model, an analysis of the potential financial impacts of water 
shortages has been performed.  The analysis includes estimating the magnitude of reduced 
revenue, reduced costs, and increased costs that may be associated with various ranges of 
water shortage.  Exhibit II-7 graphically illustrates the financial deficit created by reduced 
water sales resulting from water shortage conditions as defined by the City’s WSCP6. 

                                                        
5  See California State Water Resources Control Board, Making Water Conservation a California Way of Life – 
Public Review Draft, November 2016. 

6  For the “Normal Supply” condition in the analysis, both water supply and demand have been adjusted to 
reflect normal conditions.  In addition, the analysis assumes a normal water supply mix of 65 percent SCWA 
water and 35 percent groundwater. 
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The shortage analysis starts with normal conditions whereby revenues and expenses 
are effectively in balance.  Under water shortage conditions, a financial deficit is likely to 
emerge and increases with increasing severity of drought conditions.  Analyses indicate 
that the City of Rohnert Park has an advantage that other communities do not have.  
Groundwater is less expensive to produce (in the short-term) than purchasing water from 
the SCWA7.  During drought conditions, the City has the ability to shift its water supply 
mix to place increased emphasis on groundwater production.  Because of its cost structure 
and water supply flexibility, the City of Rohnert Park can mitigate a portion of the financial 
impact of water shortage.  As a result only the modest use of available reserves and 
moderate water shortage rate surcharges are required. 

Exhibit II-8 summarizes estimated FY 17-18 operating revenues and expenses under 
normalized water supply conditions and under various water shortage conditions.  The 
shortage analysis starts with normal conditions whereby revenues and expenses are 
effectively in balance.  Under water shortage conditions, a financial deficit will emerge and 
increase with increasing severity of shortage conditions.  The exhibit shows how different 
factors adversely impact the financial condition.  The bottom portion of the exhibit 
summarizes the cost reductions associated with reduced water sales and how corrective 
actions (i.e., use of available reserves and implementation of a temporary water shortage 
surcharge) can offset the remaining financial deficit. 

                                                        
7  Heavy use of groundwater over the long term could result in depletion of the aquifer and increased costs 
for pumping.  This would conflict with policy objectives reflected in the adopted Groundwater Management 
Plan for the Santa Rosa Plain Groundwater Basin. 
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Exhibit II-9 graphically illustrates how the financial deficit created by reduced water 
sales could be bridged through a combination of actions.  Under modest shortage 
conditions and voluntary use restrictions, the City would rely on its Operating Reserve 
and/or Rate Stabilization Reserve to bridge the deficit gap.  Under more significant 
conditions with mandatory use restrictions, the City would implement the proposed 
temporary water shortage rate surcharges to provide supplemental water rate revenue, 
thereby minimizing the impact on reserves.  Financial analysis indicates that it would not 
be necessary to reduce capital improvement program expenditures during shortage 
periods, nor would it be necessary to change the water supply mix.  By invoking the 
temporary water shortage surcharge during periods of mandatory use restrictions the City 
would provide customers with a financial incentive for meeting use reduction goals, and 
also preserve its water system reserves as protection against extended droughts or other 
risks.  In addition, once reserves are drawn down, the City would be faced with having to 
replenish them, which may necessitate a subsequent rate increase to re-establish financial 
stability. 
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Exhibit II-10 presents additional details of the analysis of estimated FY 17-18 annual 
revenues and expenses at the defined stages of water shortage.  Analyses suggest that, in 
modest conditions with voluntary water use restrictions of up to 10 percent, it is possible to 
limit the financial drain on reserves to less than $150,000 annually.  In more significant 
conditions, when mandatory use restrictions are required, the temporary water shortage 
surcharge is employed to bridge the financial deficit.  This analysis assumes water shortage 
rate surcharges, as described in Section III of this report, would be used to help limit the 
financial strain created by reduced water sales during drought conditions with mandatory 
water use restrictions.  Considering that droughts may extend over several years (as the 
most recent drought did) a Rate Stabilization Reserve could also help bridge any financial 
deficit created by extended water shortage conditions.  In effect, the temporary water 
shortage surcharges provide the City with an additional tool for managing the financial 
risk associated with water shortage conditions. 
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As indicated in Section II of this report, a Rate Stabilization Reserve is appropriate and 
prudent for helping to bolster the financial stability of the water utility.  Until the utility 
can fund this reserve, the Operating Reserve will need to be relied upon for bridging any 
financial deficit.  For this reason, adopting the water shortage rate surcharges (presented in 
Section III of this report) is an important step in providing a comprehensive strategy to 
protect the water utility’s financial condition against the uncertainty associated with 
potential future drought conditions. 
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SECTION III .   W ATER RATES  

This section of the report presents information and analyses leading to the 
development of water rate recommendations for FY 17-18 and beyond. 

CURRENT WATER RATES 

The City of Rohnert Park provides water service through nearly 8,750 water service 
connections8, including nearly 7,675 single family residences, and about 1,075 multi-family, 
commercial, and irrigation services. 

In 2015, the City adopted a 9 percent increase in the overall level of water rates in order 
to meet the financial needs of the utility.  At that time, the City also adopted procedures for 
automatically adjusting, in January of each year, the level of water rates (1) based on 
changes in SCWA water supply costs, and (2) to offset the effects of general inflation.  
Automatic rate adjustments have been implemented in both 2016 and 2017 based on these 
procedures. 

The City’s current water rates, as adjusted in January 2017, are summarized in Exhibit 
III-1.  Current water rates include a monthly service charge for all service connections, a 2-
tier water usage rate structure for single family homes, and a uniform water rate for multi-
family and non-residential accounts.  The tiered water usage rates for single family homes 
are based on differences in water supply costs (groundwater and SCWA water), and 
provided a proportionate method of allocating costs that also helps to achieve the City’s 
water conservation objectives.  The uniform water usage rate applicable to multi-family 
and non-residential accounts is equal to the weighted average of the single family tier 
rates, to ensure proportionality between customer classes.  Tier rates were determined to 
not be suitable for multi-family and non-residential accounts due to the diversity of water 
use characteristics and the more complex and costly administrative requirements.  
Additionally, monthly fire protection charges apply to dedicated private fire service 
connections (related to fire suppression requirements).  At present, about 54 percent of 
water rate revenue is generated from water usage charges and about 46 percent from fixed 
service charges, including private fire service charges. 

The 2015 water rate study9 provided the cost and cost of service justification for the 
current rate structure10.  The adjustments to the rates made each January are intended to 
maintain revenues relative to inflationary pressures on costs including SCWA cost 
changes, which is the largest single cost to the utility’s operations.  The water rate structure 
also meets constitutional requirements for proportionately allocating costs to each 
                                                        
8  The term “customer” is generally used in this report to refer to a water service connection that provides 
water service to an individual parcels.  In some cases, a parcel may be served by more than one service 
connection. 

9  City of Rohnert Park, Water Rate Study Final Report, prepared by The Reed Group, Inc. dated March 12, 2015. 

10  Supplemental information on the City’s 2-tier water rate structure was provided in a November 13, 2015 
letter to the City regarding the 2016 automatic water rate adjustment to address issues raised by the April 2015 
Appellate Court decision in Capistrano Taxpayers Association v. City of San Juan Capistrano. 
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component of the rate structure.  The two-tier water usage rates, in particular, are based on 
cost differences between SCWA water costs and groundwater production. 

 

 

 
The recent drought resulted in a reduction in customer water demand, and proposed 

new water conservation measures may result in any rebound in water demand remaining 
below pre-drought levels.  Because of this shift in water demand current water rates are 
not providing the desired level of funding for the utility.  In particular, funding for the 
capital improvement program (preservation projects) is falling short of long-term needs11.  
As a result, the focus of this rate study is to develop an approach that addresses this 
financial need with a revenue source that is both stable and sustainable. 

                                                        
11  As noted previously in this report, revenue shortfalls tend to result in the deferral of capital projects, and 
chronic underfunding results in capital improvement plans falling short of long-term needs (i.e., capital 
improvement plans are prepared based on ability to fund, rather than system needs). 
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CUSTOMER ACCOUNT DATA AND WATER USE ESTIMATES 

Water rate calculations are based on a number of factors related to the City’s customer 
base.  Factors include the number of customers, customer classes, meter size, and actual 
water usage.  The City provides water service through nearly 8,750 water service 
connections.  Single family customers comprise about 88 percent of the customer accounts; 
multi-family and non-residential customers make up about 12 percent of the customer 
accounts. 

While there are extremes on both the low and high ends, average single family water 
usage is currently about 6,000 gallons per month (about 200 gallons per day)12.  Single 
family customers also exhibit a wide variation in water usage throughout the year.  Winter 
water usage for single family homes averages about 4,000 per month (about 133 gpd), 
while summer usage varies dramatically depending on landscape irrigation and other 
factors.  Water usage for multi-family dwellings is lower than for single family residences 
for a variety of reasons including fewer people per household and limited landscape 
irrigation (or irrigation that is separately metered).  Non-residential water usage can vary 
dramatically, and non-residential customers are served by meters of varying sizes to 
accommodate the differences in water demands. 

Service connections with different meter sizes can place different demands on the 
water system.  Much more water can be delivered through a 4” water meter than through a 
1” meter.  To relate the potential demands on the water system from customers with 
different sized water meters, it is recommended that hydraulic capacity factors be used to 
determine the number of equivalent meters represented by the total customer base with 
variable meter sizes.  For purposes of rate analysis, meters up to 1” are assigned a meter 
equivalency factor of 1.0.  The ratio of instantaneous flow capacity of the various meter 
sizes to the capacity of a 1” meter is used to determine the meter equivalencies for larger 
meter sizes.  This capacity relationship across meter sizes is generally used to allocate 
capacity-related costs to various customers.  As a result, customers with larger meters have 
a greater responsibility in bearing capacity-related costs. 

ANNUAL AUTOMATIC ADJUSTMENTS TO WATER RATES 

In the fall of 2008, the Governor signed Assembly Bill (AB) 3030 adding Section 53756 
to the Government Code.  Section 53756 authorizes water utilities to adopt procedures for 
automatically adjusting water rates to pass through increases in wholesale charges for 
water or to counter the effects of inflation.  Automatic adjustment procedures may be 
adopted for up to five years.  In addition, customers must be notified of the rate 
adjustments at least 30 days before they go into effect.  The notification can be made with a 
bill insert or other means. 

In 2015, the City adopted procedures for automatically adjusting water rates each 
January from 2016 through 2020.  The procedures include an adjustment to the water usage 
rates to reflect changes in SCWA water costs, as well as an adjustment for general inflation 
applied to both the usage rates and fixed monthly service charges.  These adjustments have 

                                                        
12  This current average usage has been affected by the recent drought and is lower than historical norms. 
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been made in both January 2016 and 2017, and it is recommended that the City continue 
with these adjustments through 2020 to help ensure that the water rates continue to cover 
the costs of service. Financial plan analyses presented in Section II of this report indicate 
that the City’s current water rates, with the annual automatic adjustments for changes in 
SCWA water costs and general inflation, are adequate for covering current operating and 
maintenance costs, and debt service obligations.  In addition, current rate revenues are 
expected to enable the utility to meet recommended reserve levels, as well as provide 
modest support for the capital improvement program (preservation projects).  However, 
they are insufficient to fully support the capital improvement program.  The City should 
also consider re-adopting the procedures in 2020 for another five years. 

Exhibit III-2 presents the two automatic rate adjustments that resulted in the water rate 
schedule for January 2017.  The exhibit illustrates the effect of a 5.98 percent increase in 
SCWA water rates and a 3.06 percent annual change in the SF-CPI.  As required by the 
California Constitution, in no event shall rate adjustments result in rates that exceed the 
cost of providing water service.  The changes resulted in a modest increase in water rates.  
For example, a typical residential monthly water bill increased from $37.63 to $39.21 (a 
change of $1.58 per month, 4.2 percent) for 6,000 gallons of water. 

CAPITAL PRESERVATION CHARGE 

While the current water rates adequately address the utility’s financial needs for 
operation and maintenance, debt service, and maintaining prudent reserves, the current 
rates do not adequately support the needs of the capital program.  This is the most 
significant financial issue for the utility. 

In order to provide funding to rehabilitate and upgrade water system facilities, it is 
recommended that the City adopt a capital preservation charge as part of the water rate 
structure.  It is recommended that this be a separate charge on the water bill and accrue as 
revenue to the Water Capital Fund, thereby ensuring that the funds are primarily used for 
capital program needs.  As indicated in Section II of this report, the proposed capacity 
preservation charge will not fully fund the City’s current 10-year water system capital 
improvement program.  Transfers from the Water Operating Fund and the deferral of 
some projects will still be required.  Nevertheless, the proposed capital preservation charge 
will provide substantive new revenue to meet the needs of the utility.  Future financial 
planning and water rate updates will provide opportunities to refine the amount of the 
charge, consistent with future capital program needs. 

The amount of the capital preservation charge was calculated by taking the estimated 
cost to fund the 10-year capital improvement program, as limited by the above 
considerations, and proportionately assigning the costs to each customer based on the 
hydraulic capacity associated with each meter size.  This is the same method used for 
allocating capacity-related costs to each customer in the City’s current monthly service 
charges. 
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While the amount of the capital preservation charge is justified entirely on capital 
program needs during the planning period, to provide flexibility in managing the utility’s 
finances, it is recommended that revenue from the capital preservation charge also be 
available for maintaining a Capital Fund reserve, paying debt service, and supporting the 
repair and maintenance of the water system including equipment and vehicles.  These uses 
are all consistent with the purpose of preserving capacity in the water system. 

The proposed capital preservation charge would be a fixed monthly charge that varies 
with the size of the water meter.  To provide needed revenue by the end of the planning 
period a capital preservation charge of $15.00 per month (for a 1” meter) is recommended.  
However, because of the significant amount, it is recommended that the charge be 
gradually phased in over a 6-year period, in increments of $2.50 per year. 
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During this transition period, funds available in the Operating Fund that exceed the 
target Operating Reserve level would be available to help support the capital improvement 
program.  Even with this support, for the next several years there will be insufficient funds 
to undertake the entire capital improvement program.  Financial plan analyses indicate 
that the shortfall may total about $1.1 million.  City staff has indicated that a portion of the 
capital program could be delayed, and that this would be a preferred adaptation than more 
rapidly implementing the proposed capital preservation charge. 

Exhibit III-3 presents the proposed schedules for gradually implementing the capital 
preservation charge.  After the initial implementation, planned to be included in water bills 
rendered after October 1, 2017, remaining steps in the implementation plan would occur 
with bills rendered after each January 1, beginning in 2019.  The full capital preservation 
charge will not be in place until January 2023. 

 
 

Once fully implemented, the capital preservation charge is estimated to generate about 
$2.0 million annually.  This is estimated to then provide adequate funding of the capital 
improvement program beyond the current 10-year planning period. 

Benefits of the proposed capital preservation charge include: 

! A dedicated funding source to help ensure adequate funding of the water 
utility’s capital improvement program (preservation projects) 

! This funding would be stable under varying demand conditions and would not 
put the capital improvement program at risk during periods of water shortage 

! Enables City to continue with general water rate adjustments that are limited to 
changes due to the effects of SCWA cost changes and general inflation 

! Once fully implemented, will contribute to greater financial stability, as well as 
rate stability. 

The proposed capital preservation charge adds an important dimension to meeting the 
full requirements of providing water service to customers (i.e., helping to ensure the long-
term viability of the water system).  In addition, the proposed capital preservation charge 
reflects a proportionate distribution of water system preservation costs to all customers 
and customer classes, and will provide additional revenue essential to continuing to 
provide water service. 
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WATER SHORTAGE RATE SURCHARGES 

To help encourage water conservation and to help bridge the financial deficit created 
by a water shortage, it is recommended that the City adopt temporary water shortage 
surcharges that would be implemented under specified water shortage conditions.  The 
temporary water shortage rate surcharges would be incremental increases in the water 
usage rates.  Even though the water shortage surcharges represent an increase in the water 
rates, total water rate revenue could still decline with reduced water sales as water 
shortage conditions worsen.  That is, the supplemental revenue generated through the 
water shortage rate surcharges might only partially bridge the deficit gap created by 
drought and reduced water sales. 

As described in Section II of this report, a multi-pronged approach to addressing 
financial strain caused by water supply shortages and reduced water is suggested.  While 
the utility can use a portion of Operating or Rate Stabilization Reserves in modest 
conditions, with voluntary use restrictions, temporary water shortage rate surcharges are 
recommended for conditions that warrant mandatory water use restrictions.  Under these 
more severe conditions, the estimated financial deficit created by water shortage 
conditions is largely recovered through a temporary water shortage surcharge from 
customers in proportion to each customer’s water usage.  In short, the calculation ensures 
that each customer bears a proportionate share of the costs associated with water shortage 
conditions.  The temporary water shortage rate surcharges have been specifically designed 
such that customers that meet water use reduction goals will have lower water bills with 
the water shortage rate surcharges than they would with normal water usage and normal 
water rates.  Customers that do not meet water use reduction goals may pay more for 
water service because of the water shortage rate surcharges. 

Exhibit III-4 presents the current 2017 water rate schedule including the effect of 
temporary water shortage rate surcharges.  As an example, Tier 1 of residential water 
usage rates would increase from $0.00292 per gallon to $0.00315 per gallon under Stage 1 – 
Mandatory conditions (an 8 percent surcharge when water use reductions of 10 to 20 
percent are necessary).  Because the water shortage rate surcharge would only apply to the 
water usage rates (and not the fixed monthly service charges or capital preservation 
charges) the impact on the total water bill is substantially mitigated.  In addition, the 
temporary water shortage surcharges would only be required during periods of 
mandatory use restrictions, but not in the modest Stage 1 - Voluntary conditions with a use 
reduction of up to 10 percent. 

 



CITY OF ROHNERT PARK  WATER RATE STUDY 

THE REED GROUP, INC.  PAGE 32 

 

 
The temporary water shortage rate surcharge is not intended to be a penalty for 

excessive use; rather it represents each customer’s fair share of the cost of partially 
bridging the financial deficit created by reduced water sales during periods of water 
shortage.  Customers would participate in bearing this cost in proportion to their water 
use. 

Water shortage rate surcharges would provide modest revenue increases for 
addressing water supply shortages and the resulting reduced water demand.  As 
illustrated graphically in Exhibit III-5, the water shortage rate surcharge revenue only 
partially replaces lost revenue due to reduced water sales.  As a result, even with the water 
shortage rate surcharges, the proposed water rates for water shortage conditions are less 
than the total cost of providing water service.  The information in Exhibit III-5 reflects 
revenue estimates based on implementation of water shortage rate surcharges in 2017. 

If adopted, the temporary water shortage rate surcharges would be implemented when 
water shortage conditions necessitate water use reductions exceeding 10 percent, and 
would depend on the specific stage of shortage, as declared by the City Council.  The 
surcharges would continue only as long as the shortage conditions exist.  When the 
shortage is declared over, then the water shortage rate surcharges would be discontinued. 
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Bill Impacts of Water Shortage Rate Surcharges 

Water shortage rate surcharges have been specifically designed such that customers 
achieving required water use reduction goals will have lower water bills than they would 
with normal water rates and normal water usage.  Customers that do not meet water use 
reduction goals may have higher water bills.  Because the water shortage rate surcharges 
apply to all water usage, all customers will participate in bridging the financial gap created 
by water shortage.  Of course, those customers that use the least amount of water or 
conserve the most will pay less through the water shortage rate surcharges. 

Exhibit III-6 illustrates how three different single family customers would be affected 
by the water shortage rate surcharges across various shortage conditions.  Monthly water 
bills are shown for customers that, under normal conditions, use 6,000 gallons monthly 
(typical), 4,000 gallons (typical in winter), and 10,000 (typical in summer) of water.  Water 
bills are calculated for customers meeting requested water use reduction goals, and 
customers that do not conserve at all. 

ADOPTING PROPOSED WATER RATES 

In order to adopt both the proposed capital preservation charges (with 6-year phased 
implementation schedule) and the proposed water shortage rate surcharges the City will 
need to follow the requirements contained in Article XIII D of the California Constitution 
(Proposition 218).  This includes a Notice of Public Hearing to be mailed to all affected 
property owners and customers at least 45 days prior to a public hearing. 
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It is recommended that the City combine the adoption of both the capital preservation 
charges and the temporary water shortage rate surcharges into a single public notice and 
rate hearing process.  This will save the City both time and expenses. 

 

 

 


