CITY OF DUNSMUIR
WATER MASTER PLAN AND RATE STUDY

PROGRESS UPDATE

WATER AD HOC COMMITTEE MEETING NO. 6
September 15, 2015

OVERVIEW

CHANGES SINCE AUGUST 18, 2015 AD HOC MEETING

While auditing City financial records in preparation for determining future budgets, City staff has
determined the City has considerably more cash available than previous records revealed. For
example, prior to now, it was believed the City began FY 2014-15 with about $63K in available
cash and was projected to end the year with about 549K in cash. Based on the City’s internal audit
efforts, the City began FY 2014-15 with about $456K cash and ended {on June 30, 2015} with
ahout S697K.

This is a “game changer” in terms of implementing future projects. With this much cash, and the
proposed rate increases, the City could implement over 30% of the recommended improvements,
identified in the master plan, within the next five years.

10 VERSUS 5 UNITS IN BASE RATE

At the last ad hoc committee meeting, there was discussion and concern by some public
speakers regarding the recommendation to reduce from 10 to 5 units in the base rate. We
were asked to quantify the number of water connections that use less than 5 units of water.
Based on the total number of water bills issued by the City during FY13-14, we separated the
number of bills by units of consumption, refer to Attachment No. 1. As indicated, there were
14,400 bills issued over the 12-month period. Of this amount, 5,353 bills consumed between 1
and 5 units of water, representing about 37% of the total water bills.

Also, we reviewed the number of water services during July 2013 that consumed 5 or less units
of water. Based on City records, 280 customers {out of 1,053) consumed between 1 and 5 units
of water, representing about 27% of the customer base. For comparison purposes, 261
customers consumed 6 to 10 units, and 512 customers consumed more than 10 units of water.

If the base units remain at 10, the City would collect about $267K less revenue over the five-year
planning period. To make up for this, base rates would need to increase about 7.5% over the
planning period. If the City decided to keep 10 units as the base rate, and not increase rates by
7.5%, the City would lose the ability to fund about $1.4M worth of capital projects during the
planning period.
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It is our opinion justification for reducing the base allocation from 10 to 5 units has more to do
with fairness to those that use less water (27% to 37% of customers), than any impacts to
revenue, Therefore, our recommendation is to reduce the base rate allocation from 10 units to
5 units.

ALTERNATIVE RATE SCENARIOS

During the August 18 ad hoc committee meeting, a number of rate scenarios were discussed,
and PACE was directed to review the impacts of each of them. The auditing efforts leading to
increased cash amounts in the water fund have changed the relevancy of some of the rate
scenarios discussed. However, to close the loop, we thought it advantageous to discuss them.

See below:

1. Proposed: Reduce to 5 units in base allocation and increase rates from $26 to 540 over five

years.

2. Use 10 units in base and increase rates from $26 to an amount in five years that generates

the same revenue as Scenario 1.

3. Use 10 units in base and increase rates from $26 to 540 in first year and $1/year through five
years.

4, Use 5 units in base and increase rates from 526 to $40 in first year and $1/year through five

years.
5. Use 8 units in base and increase per Scenarios 1 and 2.

Scenario 1: Scenario 1 is the recommended scenario because it more equitably apportions the
charges to those who use more water. As indicated in the discussion above, about 1/3 of water
users within the City consistently use less than 5 units of water. This rate recommendation would
allow the City to complete over 90% of recommended improvements in the next five years, or
possibly all of the improvements if a $1.0M grant can be obtained with the Phase 2 project. With
the $1.22M CDBG grant, likely $1.25M Prop 84 IRWM grant, and potential $2.917M Prop 1 IRWM
grant, the City will need about $10.78M in funding to complete the remaining infrastructure
improvements. Under this scenario, the City could implement a $5.5M and $4.29M project within
the next five years, leaving it about 0.992M short, if no grant is obtained with the Phase 2 project.

It is advantageous to pursue the projects in phases for the following reasons:

e USDA Rural Development can approve up to $5.0M loans at a local level without obtaining
approval from Washington D.C.

e The entire town is not torn up at the same time.
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¢ The phased rate proposal coincides with the cash requirements to fund each project.

¢ There is less impact on the rate payers; i.e. the rate increase occurs over five years instead
of all in one year.

Attached Tables 1 and 2 reflect the new financial numbers and recommended capital
improvement project implementation schedule.

Scenario 2: Leaving 10 units in the base would require raising rates an additional 7.5% on every
customer over five years. Thus, those that consistently use 5 units or less would pay more, while
those that use 5 to 10 units would pay less because the additional 5 to 10 units would not be
subject to consumption charges. It does not seem fair to the bottom 1/3 of customers to raise
their rates so that those using more water can pay less. If the City decides to keep 10 units in the
base rate and not increase rates beyond $40 per month, the City will generate about $267K less
revenue over five years. This would reduce the City’s ability to construct infrastructure
improvements by about $1.4M.

Scenario 3: Since the City has more cash reserves than originally anticipated, it has the cash to
implement planning/environmental/design/bidding for a phased implementation approach. Thus,
there is no advantage to raising rates from $26 to 540 in the first year.

Scenario 4: For the reasons described in Scenaric 3 above, this is no longer a viable scenario.

Scenario 5: Reducing the base unit allocation from 10 units to 8 units was viewed as a
compromise to the 5 unit reduction. We believe the water bill data supports reducing the base
unit allocation from 10 units to 5 units. A reduction to 8 units is not well supported by the water
consumption data presented in Attachment No. 1. Therefore, this scenario was not considered
further.

ATTACHMENTS

Scenario 1 - Table 1 — Projected Expenditures and Transfers
Scenario 1 — Table 2 — Summary of Enterprise Fund Financial Plan

Attachment 1 — Water Bill Usage
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ATTACHMENT NO. 1
WATER BILL USEAGE
Not Including Code: (City Accounts)

(1) (2) (3) (4) (5) (6) (7) (8)
Tot to th
Usage Block Cumulative | Total Use of | Cumulative Use GiniE p L2 Cumulative
= Number of Bills . : , ’ Block if All Bills 5 Cumulative
Units [750 ——— Bills Through |Bills Stopping in| of Bills Stopping Bl ThakEh Billed Usage Billed Usage [%]
Gall & Block | Block [Units] | in Block [Units] B AMOdE [Units] €
Block [Units]
§
50 146 413 6,604 101,489 13,350 114,839 76.8%
60 63 267 3,447 104,936 12,240 117,176 78.3%
80 65 204 4,410 109,346 11,120 120,466 80.5%
100 28 139 2,480 111,826 11,100 122,926 82.2%
117,304 10,720 128,024 85.6%

Total:
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Number of Accounts Ending in Block
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14,400

NUMBER OF BILLS ENDING IN BLOCK

Upper Limit of Block [Units]
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