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Heritage Ranch CSD Water and Wastewater Rate Study

EXECUTIVE SUMMARY

This report has been prepared for the Heritage lR&@mmmunity Services District (HRCSD) by
Tuckfield & Associates to document the findings aesults of the 2009 Water and Wastewater Rate
Study. The objectives of the study include théofeing.

Analyze the Water Fund and Sewer Fund of the HR@BD evaluate the adequacy of the
revenue under the existing rates to meet existggfature fund obligations.

Develop reliable 5-year financial plans for the ¥aFund and the Sewer Fund that includes
adjustments to revenue to meet future changesthdbligations.

Create schedules of water and wastewater servies that are fair and equitable, that provide
predictable sources of revenue as described iffirtaacial plans, and that meet Proposition 218
requirements for rates and charges.

Water System Summary of Findings

HRCSD has developed a list of capital improvemémas address the needs of the water system
for the next five years. The largest of these mapments include an additional redundant water
supply source and the Fire Pump Station #5 imprevenboth expected to cost $250,000 each in
today’s dollar's. The cost of all the improvemenptger the next five years total $1,156,700
including inflation.

There is no impact to water rates from the planmater system improvements. All projects are
funded from sources outside of the Water Fund. s&hsurces include reserves in the Water
Depreciation Fund, developer contributions, anésssents.

Analysis of the Water Fund’s future revenue ancenexe requirements indicate that the level of
revenue currently received by the Water Fund waéleaeh to be increased. The water revenue
increase is necessary due to inflation in operatimhmaintenance (O&M) expenses, a temporary
decrease in property tax revenue, a decreaseeiresttincome, and declining water sales volume.
Water sales revenue, derived from water servicesratill need to increase by 20 percent on
January 1, 2010 and on July 1, 2010, then incriep&percent on each successive July 1 for FY
2011-12 through FY 2013-14 to meet future reverggirements.

Table ES-1 presents the proposed water rates fodementation by the HRCSD. The proposed
rates include expanding the current rate strudtuiethree-block conservation rate structure that

Tuckfield & Associates 1



Heritage Ranch CSD Water and Wastewater Rate Study

captures the top 10 percent of consumption inhilvd block by each meter size. The price in the
third block is 125 percent of the price in the setblock to encourage water conservation. The
rate adjustments for FY 2009-10 would go into dffen or before January 1, 2010 while
subsequent rate increases would adjust on Julyafistal year.
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Heritage Ranch CSD

Water and Wastewater Rate Study

Table ES-2 presents typical bi-monthly water alls/arious levels of consumption for a 5/8 x %
inch meter and a 1 inch meter. The table showisthieabi-monthly water bill for a single-family
residential customer consuming 14 HCF bi-monthie @&verage consumption for a 5/8 x % inch
meter) for FY 2009-10 will increase from $45.681.40, a $8.72 increase, or 19.1 percent.
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Chart ES-1 has been prepared to compare the HRCS8Bimge water bill with those of other
communities. Based on a water consumption of 14 HEmonthly, the chart shows that
HRCSD'’s water bill for FY 2009-10, with the increass higher than 4, but lower than 7 of the

communities shown.
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Heritage Ranch CSD Water and Wastewater Rate Study

Chart ES-1
San Luis Obispo County Water Agencies

Comparison of Single Family Residential Bi-monthly Water Bills ™
at 14 HCF Bi-monthly
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mIncrease $8.72
m Current Bill $45.68
m Bi-monthly Bill $33.74 $45.68 $53.71 $53.80 $54.48 $57.90 $70.38 $72.22 $82.46 $100.64 $110.60

[1] For rates in effect September 2009.

An analysis was conducted to determine the impat¢heé Water Fund if property tax revenue
were no longer received. The analysis indicated dhrevenue increase of 60 percent would be
required on January 1, 2010 followed by 6 percenual increases each July 1 thereafter for the
study period. The initial increase of 60 percentaquired to meet first year annual revenue
requirements and avoid a negative operating furldnba. Water rates for this scenario are
presented in Table W-9. If the Water Fund werepanmarily allowed to operate with an annual
deficit for four years, equal revenue increase®lopercent on the implementation dates proposed
will meet the annual revenue requirements andaiget operating fund balance in the fifth year.

Wastewater System Summary of Findings

HRCSD has developed a list of capital improvemeinéé address the needs of the wastewater
system for the next five years. These includeSpeay Field Project at a cost of $100,000, a
Wastewater Collection System Model and Lift Stat#81improvement both estimated to cost
$40,000 each, and Road Valve Improvements costi3y690. The cost of the improvements
total $209,500 over the next five years in inflatiedlars.
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There is no impact to the wastewater rates fromptioposed capital improvements. All of the
improvements are funded outside of the Sewer Flimse sources included Sewer Depreciation
Fund reserves and developer contributions.

Analysis of the Sewer Fund’s future revenue an@émae requirements indicate that the level of
revenue currently received from wastewater sercicarges will need to be increased. The

wastewater revenue increase is necessary dudatanfin operation and maintenance expenses,
a temporary decrease in property tax revenue, addceease in interest income. Wastewater
service revenue, derived from wastewater servieeges, will need to increase by 10 percent on
January 1, 2010, then increase by 10 percent dm awessive July 1 for FY 2010-11 through

FY 2013-14 to meet future revenue requirements.

Tables ES-3 presents the proposed wastewater ehfimganplementation by the HRCSD. The
charges were designed using water consumption @resentative of wastewater flow and
establishing charges on an “Equivalent DwellingtU(EDU) basis. The rate adjustment for FY
2009-10 would go into effect on or before Januar2QiL0 while subsequent rate increases would
adjust on July 1 of a fiscal year in a similar mamnn
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Heritage Ranch CSD Water and Wastewater Rate Study

Typical bi-monthly wastewater bills can be deteradirirom inspection of Table ES-3. Since the
charge is a fixed charge, the bi-monthly wastewhtirfor a typical single-family residential
customer for FY 2009-10 will increase from $37.24541.06, a $3.82 increase, or 10.2 percent.

Chart ES-2 has been prepared to compare the HRC8Rimge wastewater bill with those of
other communities. Based on a water consumptid@dfiCF per bi-month, the chart shows that
HRCSD’s wastewater bill for FY 2009-10, with theciease, is higher than 3, but lower than 10
of the communities listed.

Chart ES-2
San Luis Obispo County Wastewater Agencies

Comparison of Single Family Residential Bi-monthly Wastewater Bills ™
at 14 HCF Bi-monthly
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[1] For rates in effect September 2009.

An analysis was conducted to determine the impat¢hé Sewer Fund if property tax revenue
were no longer received. The analysis indicated ahrevenue increase of 45 percent would be
required on January 1, 2010 followed by 5 percenual increases each July 1 thereafter for the
study period. The initial increase of 45 percentaquired to meet first year annual revenue
requirements and avoid a negative operating futahba. Wastewater charges for this scenario
are presented in Table S-8. If the Sewer Fund wemorarily allowed to operate with an
annual deficit for four years, equal revenue insesaof 16 percent on the implementation dates
proposed will meet the annual revenue requiremamdsthe target operating fund balance in the
fifth year.
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1.0 INTRODUCTION

This report has been prepared for the Heritage lR&@mmmunity Services District (HRCSD) by
Tuckfield & Associates and presents the findingd sesults of the 2009 Water and Wastewater Rate
Study. The report includes development of pro forstatements of revenues and expenses of the
HRCSD’s water and wastewater enterprise funds espbpes adjustments to water and wastewater rates
charged by the HRCSD to users of the systems.

1.1 BACKGROUND

The HRCSD is an unincorporated area located inLs#@Obispo County, located approximately 15
miles northwest of the City of Paso Robles. THO$D provides water and wastewater service to a
population of over 3,500 covering an area of apijpnakely 5,360 acres. HRCSD'’s customer base
consists primarily of residential customers witsrmaall number of commercial and recreation users
that together total about 1,730 water connections.

HRCSD’s water system consists of water supply, meatment, storage, distribution, and general
utility facilities. Water is supplied from the Gaty Wells, drawing an entitlement of 1,100 acHft o
water from the Nacimiento River Bed downstreamhaf Nacimiento Dam. The HRCSD is planning
on the addition of a new well within the next fiyears to add future capacity and redundancy to its
water supply.

The water distribution system operates on sevesspre zones. There are eight pressure reducing
valve stations and six booster stations with alsistprage tank serving the entire system. Water i
distributed through approximately 28 miles of pipaging in size from 4 inch to 12 inch in diameter,
constructed of various materials.

The wastewater system consists of collection lirie®, lift stations, treatment facilities, and an
effluent lift station designed to collect and tréla¢ HRCSD’'s wastewater. The collection system
includes various sewer pipe ranging is size fromadh to 10 inch diameter PVC pipe. Wastewater
treatment is provided by an HRCSD owned and opératending system consisting of aerated
lagoons and a clorination facility. The treatmepstem has a permitted capacity of 400,000 gpd.
Effluent is pumped to an off-site disposal areathi@meffluent lift station.

1.2 SCOPE OF WORK

This study includes the results of analyzing thetdd&und and Sewer Fund of the HRCSD.

Historical trends were analyzed from HRCSD supptlath showing the number of customers, water
consumption volumes, revenue, and revenue requirmeAnnual growth projections are reflected

in the revenue projections by customer classificati

Tuckfield & Associates 7
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Revenue requirements include operation and maintenexpense, routine capital outlays, replacement,
existing and proposed debt requirements, transérg, additions to operating reserves. Changing
conditions such as additional facilities, recogmitiof growth, and non-recurring maintenance

expenditures are recognized. Inflation for ongarpenditures is included to reflect cost escatatio

It should be noted that the financial plan and rate s developed herein are based on the
funding of the capital improvement plan as stateda s well as estimates of operation and
maintenance expenses. Any significant deviation fr om the construction cost estimates
and funding requirements, major operating changes, or other financial policy changes
that were not foreseen, may result in the need for lower or higher revenue than
anticipated. It is suggested that the HRCSD conduc t an update to the rate study at

least every three years for prudent rate planning.

Tuckfield & Associates 8
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2.0 WATER UTILITY FINANCIAL PLANNING

Financial planning of the Water Fund includes idginiy and projecting revenues and revenue
requirements of the fund for a five-year planniregipd. Estimated revenue from various sources,
including projected water sales revenue, are coedpatth the projected revenue requirements of the
fund. This comparison allows the analysis of tingdcts to the fund from financing decisions of the
capital improvements, from future estimates of afien and maintenance expense, and from any new
obligation of the fund.

Preparing a pro forma financial plan allows theedepment of future water service rates to meet the
projected revenue requirements in such a mannethiéwa can be phased-in to avoid rate spikes in any
one particular year. The remainder of this sectiliscusses the planned capital improvement
expenditures, financing of those expenditures, Hral existing and future revenue and revenue
requirements that were identified for the Waterdzun

2.1 CAPITAL IMPROVEMENT PROGRAM

HRCSD has prepared a five-year capital improverpeogram (CIP) expenditure plan that identifies
needed improvements to the water system. Table piegents the list of these projects and their
planned expenditures in future years. The expemditare shown in uninflated dollars, then total
expenditures are inflated to the year of expenelibesed on the Engineering News Record (ENR)
historical index averaged over the last five years.
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Major improvements to the water system include @ditimnal water supply well and the Fire Pump
Station #5 project, both estimated to cost $250¢2@h, with projects beginning in FY 2010-11 and FY
2012-13, respectively. The total cost of the GiRestimated at approximately $1,156,700 in inflated
dollars.

2.2 CAPITAL IMPROVEMENT PROGRAM FINANCING PLAN

Financing for the water system CIP includes sevavatces. The HRCSD has received contributions
from developers to pay for the Pump Station #1 agey Pump Stations #3 and #4 construction, and the
Spray Field project shown in Table W-1. A propossdessment will fund the Fire Pump Station #5
project in FY 2012-13. The remainder of the CIHI we funded from reserves in the Water
Depreciation Fund. Because all of the improvemargsdunded by sources outside of the Water Fund,
there is no impact to water rates from the propasgumovements. Table W-2 presents the projected
CIP financing plan showing the sources and usésofs.
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2.3 REVENUES

The Water Fund currently receives revenue fromraégeurces including water sales revenue, property
tax revenue, connection fee revenue, standby changmue, transfers from the Water Maintenance
Fund, interest income, and other revenue.
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Revenue from water sales was projected throughcagiph of the July 1, 2007 water rates to projgwi

of customer growth and water sales volume. Futustomer growth was estimated assuming 12 new
single-family residential units annually (estimati5/8 x ¥ inch meters), and the addition of tew n
commercial customers in FY 2010-11 related to #ve commercial center currently under construction.

Future water sales volume was projected assumorgegercent annual reduction in the average water
consumption per account from FY 2008-09 consumptibaeble W-3 presents the projections of
customer growth, metered water sales volume, asjdgied revenues using the existing rate schedule.

o a «)
4 %
$%/ (/ '5$$) ‘5 '5$% '5$)+ 5+ % 5+
g
( /" + + + + + +
$ /
+ 4 '5* 5%(( '5*$Y B '5*% '5%)(
>
o a «)
0 #1 “l
$%/ (" "5 '5% 0 VB (x "s( ' 50 + ' 5(+(
oy (5%% 5% 5+ 54( 5(* 5)
e 5$'( 15" ")5%( 15$($ 15 $ )5'$+
( " )5*) )5+ )5$'+ )5(" )5 + )5
$ / *5(+ *5 0t *5( *5 (° *5'+) *5 )x
+ 5% + 5(* 5'() 5" 504 )5 (
>
o 4w «)
%
$%/ (/" (*5(% ()5 (5% ((5( (& (($5+
oy % 5*t %5 )5 5" 05+ 05
i (5 )5) (5) (5+ (5 (5
( " '0%65)'+ '%5% %5+ '%5( ‘%5 '%5'
$ / *5$ ) *5( 5 5 5 "+5)
+ $)(5* ( $)$5 $)*5 $)*5* $)%5 $)%5*
6 =$%w (/ 7& 6# " ##-S% (" v /"
-# = #" &
6 " '&; # # # - # 2 # &
2 &

Tuckfield & Associates

11
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2.4 REVENUE REQUIREMENTS

Revenue requirements were identified for the W#&end that include operation and maintenance
(O&M) expense, minor capital expenditures, debtiser and transfers to the Water Depreciation Fund.
Future annual costs of each of these items areadsiil in different ways as discussed below.

Historical and projected operation and maintenagxygenses are presented in Table W-4. O&M

expense includes the cost of personnel, utilitbgmicals, and miscellaneous materials and supplies
needed to operate the water system on an annual bBsojections are based upon an analysis of
historical expenses and take into account antiegpaiture system growth and cost increases in Jabor
contractual services, electric power, chemicalgenals, and supplies.

Salary costs are projected to increase at an anagabf 4 percent while benefit costs are proptote
increase by 6 percent annually. Unit power coBtpdr HCF) are inflated at the rate of 1 percent
annually while also increasing/decreasing in prbporto production volume. Unit chemical costs ($
per HCF) are projected to increase at 5 percenuaiynwhile also increasing/decreasing in
proportion to production volume. Allocation of Geal Fund costs are projected to increase by 6
percent annually reflecting historical increasédl. other costs are projected to increase at 3gu@rc
per year.

Minor capital expenditures that recur on a moréess annual basis are considered routine, and are
properly met from water sales revenue rather thram fdebt financing or other major capital
improvement sources of funds. Total minor capéapenditures are projected to increase by 3
percent annually and are presented in Table W-4.

The HRCSD has debt outstanding from a 1994 Safekig Water Loan from the California
Department of Water Resources. This loan has temest rate of 3.1775 percent with a remaining
loan term of 20 years. Debt service payments &#@B,400 annually and are paid through the Water
Fund.

HRCSD’s FY 2009-10 budget includes annual trandfethe Water Depreciation Fund. The balance
in the Water Depreciation Fund is used to makeirgpad replacements to water system facilities as
required. The transfer is a revenue requiremetthe@MWater Fund and future transfers are projected
to remain constant based on historical levels.

2.5 WATER FUND ANALYSIS

Table W-5 presents a pro forma flow of funds statetdor the Water Fund. Analysis of the Water
Fund’s revenue and revenue requirements indicaégghe fund will be deficient in meeting its fugur
obligations. The deficiency is due to inflation aperation and maintenance expenses, a temporary
decrease in property tax revenue, a decreaseeiiegincome, and declining water sales volume.
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The statement indicates that revenue from wataicgerates will need to increase by 20 percent on
January 1, 2010 and on July 1, 2010, then incregSepercent annually on each successive July 1 of
FY 2011-12 through FY 2013-14. The increases wemae required are shown on lines 2 through 6
of Table W-5, and are additional to the revenueegsied from water sales revenue shown on line 1.
Revenue was increased in this manner to phase-imt¢heases over several years.

The increases in the water sales revenue werentlatsd by recognizing specific financial planning
criteria for the Water Fund. The criteria includedreasing the Water Fund balance as necessary
such that a fund balance of 90 days (of 360 day§)&M expense is generated by the last year of the
study without experiencing a negative fund balaiteany year. The criteria also included
maintaining a debt coverage ratio of at least 12%ent.
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3.0 WATER UTILITY RATE DESIGN

3.1 EXISTING WATER SERVICE RATES

The existing water rate structure and pricing sspnted in Table W-6. The structure consistshif a
monthly fixed charge by meter size and a two-bleclume charge. The bi-monthly fixed charges
have been determined such that charges for largégrmizes are escalated from the 5/8 x % inch
meter charge by “equivalent meter and service satioThese ratios are defined by the AWWA and
recognize that the cost to purchase, install, gpataie and maintain larger meters is greater than f
smaller meter sizes, and should therefore beaeaayr proportion of these costs. Revenue from the
existing fixed charges generate about 52 percethieofotal water sales revenue.
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The existing consumption charges provide for aptraiént of water by meter size. The amount of the
allotment for each meter size appears to be basedhe relative percentage of the average
consumption of each meter size. For example, eeage consumption of the 3 inch meter size is
415 HCF and for a 2 inch meter the average consam® 270 HCF. If a first block allotment of 20
HCF were established for the 3 inch meter, therethgvalent allocation for the 2 inch meter is 270
HCF divided by 415 HCF, multiplied by 20 HCF. Tiesult is a 2 inch meter allotment of 13 HCF,
which is close to the 12 HCF currently establishédlotments for other meter sizes appear to be
established in a similar manner.
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3.2 PROPOSED WATER RATE STRUCTURE AND RATES

Water service rates are typically composed of adigharge and a volume charge (variable charge).
The proposed rate structure for HRCSD includesxeadficharge and a three-block consumption
charge by meter size.

3.2.1 Fixed Charge Component

The proposed fixed charge component reflects tisiey fixed charge methodology. It is proposed

that the fixed charge component recover 50 pergktite costs of service. Setting fixed charges in
this manner maintains the proportion of fixed cleargvenue to the total revenue received, and
provides a high degree of revenue stability. Ténenue stability provided by the proposed fixed

charges will assist in maintaining the revenuessird water consumption were to decrease.

3.2.2 Consumption Charge Component

Costs that are not recovered in the fixed chargesyaically recovered in the volume charge. The
volume charge may be a uniform charge per unitoosamption, or established as a series of block
rates, where a block of water is defined as a ddfimmount of water consumption, such as zero to
500 cubic feet (0 to 5 HCF).

Rate blocks are designed based on an analysisedbills rendered by customer classification for
various levels of consumption. The analysis inelutabulating the number of bills, consumption,
and cumulative consumption of the bills renderece@th consumption level. The result of this
tabulation is the determination of the percentaigthe total water volume that is consumed in each
block.

This analysis was performed for the HRCSD usingrimfition from billing system records. Several
findings can be concluded from this analysis dedidelow.

Residential accounts consist of more than 98 péeafahe total accounts.

Over 90 percent of the water consumed is relatedesidential customers (single-family,
multifamily, RV, mobile home, and condo).

The average monthly water consumption of the 58 inch meter residential classification is 14
HCF.

The average monthly water consumption of the coetboommercial classification is 149 HCF.

The average monthly water consumption of all custsns 20 HCF.
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Because HRCSD’s customer base is predominantlyleesal, it is reasonable to have one rate
structure that applies to all customers. It i® @ppropriate that several blocks be establishethé
volume charge to address water conservation. Hemvettempting to establish a block rate structure
that applies to all customers and all meter sizeslavfall short of sending the appropriate pricing
signal for achieving conservation goals. This ig do the disparity of use that exists among
HRCSD's various meter sizes.

Figure A-1 in Appendix A shows this wide range loé use, illustrated by the consumption patterns.
For example, if a block rate structure were desighat applied to all customers with a block break
point set at the average use of 20 HCF, from Figule those with a 3 inch meter would have nearly
95 percent of their use over 20 HCF and would Heity penalized. Customers with a 5/8 x % inch

meter would have consumed nearly 70 percent of tiss by the first block break point, and would

only occasionally be over this block.

It is proposed that the existing rate structurexganded to a three-block rate structure by meter s
The proposed block rate structure recognizes lotema@nsumers in the initial block while providing
a water conservation incentive in the third blockhe block break points are set such that the first
block break point is the same as the existing satecture with the second block break point set in
such a manner that 10 percent of the consumpti@adh meter size is captured in the third block.
The top 10 percent of the consumption is generahsidered to include, or partially include, excess
use or wasteful water consumption.

Water pricing for each rate block has been estaddigecognizing a reasonable escalation in pricing
that reflects water conservation practice. Thet filock price is set at no charge, keeping with
current practice. The second and third block pgas set in such a manner that the third blockepri

is 125 percent of the second block price.

The proposed rate structure keeps the currentr@latis for each meter size. This allows bi-monthly
bills to be lower for low water consumers than vebotherwise occur if the allotments were removed,
assuming that fixed charges continue to producpesfent of the total revenue from water rates for
revenue stability.

Table W-7 presents the proposed future water fateshe next five years with a comparison to
existing rate levels. The proposed rates for F¥200 are planned for implementation in January
2010 while future rates are proposed for implemeian July of each successive year.

3.3 TYPICAL BI-MONTHLY WATER BILLS UNDER PROPOSED R ATES

Table W-8 shows bi-monthly residential water biltsrarious consumption levels for the existing and
proposed rates for a 5/8 x % inch meter and ali iimeter. The table indicates that at a bi-monthly
water consumption of 14 HCF, the average consumgto a 5/8 x % inch meter, the bi-monthly
water bill will increase from $45.68 to $54.40,& & increase, or 19.1 percent.
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3.4 COMPARISON OF AVERAGE WATER BILL WITH OTHER LOC AL AGENCIES

Chart 1 presents a comparison of the proposedesfagiily residential bi-monthly water bill at 14
HCF with other local communities. The chart indésathat under the proposed January 2010 water
rates, HRCSD single-family residential customerthvei 5/8 x % inch meter will experience a bi-
monthly bill that is higher than 4, but lower thaf the communities listed.

3.5 ALTERNATIVE WATER FUND FINANCIAL PLAN AND RATES

An analysis was conducted to determine the immatttd Water Fund if property tax revenue were no
longer received. The analysis showed that thenevencreases required would be a 60 percent
increase on January 1, 2010 with 6 percent anmeaeases thereafter each July 1 for the study
period. The 60 percent increase is required tis¢ year to avoid a negative Water Fund operating
balance. If the Water Fund were temporarily alldwe operate with an annual deficit for four years,

equal revenue increases of 20 percent on the inguiEtion dates proposed will meet the annual
revenue requirements and the target operatinglfafahce in the fifth year.
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Chart 1
San Luis Obispo County Water Agencies

Comparison of Single Family Residential Bi-monthly Water Bills ™
at 14 HCF Bi-monthly

$120

$100

$80

$60

$40 ~

$20 +
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Templeton
CsD

Heritage San Luis Avila Beach

Grover Beach |Los Osos CSD| Nipomo CSD Paso Robles | Oceano CSD Cambria CSD | Pismo Beach |Arroyo Grande

Ranch CSD Obispo CSD

OIncrease $8.72
m Current Bill $45.68
m Bi-monthly Bill $33.74 $45.68 $53.71 $53.80 $54.48 $57.90 $70.38 $72.22 $82.46 $100.64 $110.60

[1] For rates in effect September 2009.

Table W-9 presents the water rates that would beired if property tax revenue was no longer
received and Water Fund revenue was increased lpg@@nt the first year and then by 6 percent in
subsequent years.
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4.0 WASTEWATER UTILITY FINANCIAL PLANNING

Financial planning for the Sewer Fund follows aikimexercise as performed for the Water Fund.
Revenue and revenue requirements are projectathtgza impacts to the Sewer Fund from financing
decisions of capital improvements, from future reates of operation and maintenance expense, and
from any new obligation of the fund. A pro forntatement of revenues and expenses is prepared that
allows rates to be phased-in to avoid rate spikeanly one particular year. The remainder of this
section discusses the planned capital improvemauerglitures, financing of those expenditures, and
the existing and future revenue and revenue rageinés identified in the study for the Sewer Fund.

4.1 CAPITAL IMPROVEMENT PROGRAM

The HRCSD has prepared a wastewater capital imprese program (CIP) that addresses future
capital improvement needs of the wastewater systéable S-1 presents the list of the projects and
their expenditures in future years. The expenesuare shown in uninflated dollars, then total
expenditures are inflated to the year of the pldremgenditure based on the Engineering News Record
(ENR) historical index averaged over the last fiears.
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The largest wastewater CIP project includes theyspreld Project of $100,000 in FY 2011-12. Other
projects include the wastewater collection systeodehand Lift Station #3 project, both estimated to
total $40,000 each in today’s dollars. The totat®f the CIP is estimated at approximately $200,5
in inflated dollars.
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4.2 CAPITAL IMPROVEMENT PROGRAM FINANCING PLAN

Financing for the wastewater system CIP includesisters from the Sewer Depreciation Fund
(reserves) and developer contributions. Tran$fers the Sewer Depreciation Fund are planned to pay
for all projects except for the Spray Field Prajechis project will be funded by developer
contributions. A projection of the sources andsusifunds to finance the sewer CIP is presented in
Table S-2.
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4.3 REVENUES

The Sewer Fund receives revenue from several sotiraeinclude wastewater service revenue, property
tax revenue, connection fee revenue, standby chevgaue, interest income, and other revenue.

Revenue from wastewater service was projected ghr@pplication of the July 1, 2007 wastewater
charges to projections of customer growth. Futw&omer growth was estimated assuming 12 new
single-family residential units annually and theliidn of two new commercial customers in FY 2010-
11. These customers consist of a new grocery atatea gas station. Table S-3 shows projections of
customer growth and wastewater service revenue.
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4.4 REVENUE REQUIREMENTS

Revenue requirements were identified for the Selwnd that include operation and maintenance
(O&M) expense, minor capital expenditures, anddfiens to the Sewer Depreciation Fund. Future
annual costs of each of these items are projestdiseussed below.

Historical and projected operation and maintenagqeenses are presented in Table S-4. O&M

expense includes the cost of personnel, utilibtbgmicals, and miscellaneous materials and supplies
needed to operate the water system on an annual bBsojections are based upon an analysis of
historical expenses and take into account antiegphiture system growth and cost increases in Jabor

contractual services, electric power, chemicalgenals, and supplies.

Salary costs are projected to increase at an anagabf 4 percent while benefit costs are projbtbe
increase by 6 percent annually. Unit power costs @nit chemical costs (both in $ per HCF) are
inflated at the annual rates of 1 percent and Bqmer respectively, while also increasing/decregsin
in proportion to water sales volume. Allocation@éneral Fund costs are projected to increase by 6

percent annually reflecting historical increasédl. other costs are projected to increase at 3qu@rc
per year.
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Minor capital expenditures that recur on a mordess annual basis are considered routine, and are
properly met from wastewater service revenue rathemn from debt financing or other major capital
improvement sources of funds. Total minor capéapenditures are projected to increase by 3
percent annually and are presented in Table S-4.

HRCSD'’s FY 2009-10 budget includes annual trangfethe Sewer Depreciation Fund. The balance
in the Sewer Depreciation Fund is used to makein®e@ad replacements to wastewater system
facilities as required. The transfer is a revereguirement of the Sewer Fund and future transfers
are projected to remain constant based on histdeizals.

4.5 SEWER FUND ANALYSIS

Table S-5 presents a pro forma flow of funds statanfior the Sewer Fund. Analysis of the Sewer
Fund’s revenue and revenue requirements indicaégghe fund will be deficient in meeting its fugur
obligations. The deficiency is due to inflation aperation and maintenance expenses, a temporary
decrease in property tax revenue, and a decreageri@st income.

The statement indicates that revenue from wastevesesice rates will need to increase by 10

percent on January 1, 2010, and then increase pgrt@nt annually on each successive July 1 of FY
2010-11 through FY 2013-14. The increases in negeare shown on lines 2 through 6 of Table S-5,
and are additional to revenue generated from wadezvgervice revenue shown on line 1. Revenue
was increased in this manner to phase-in the iseseaver several years.

Increases in the wastewater service revenue weeentieed recognizing specific financial planning
criteria for the Sewer Fund. The criteria includedreasing the Sewer Fund balance as necessary
such that a fund balance of 90 days (of 360 day§)&d expense is generated by the last year of the
study without experiencing a negative fund baldnamny year.
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5.0 WASTEWATER UTILITY RATE DESIGN

5.1 EXISTING WASTEWATER SERVICE RATES

The existing wastewater rate structure and pri@gngesented in Table S-6. The structure conefsts
a bi-monthly fixed charge for all customer clagsifions.
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5.2 PROPOSED WASTEWATER RATE STRUCTURE AND RATES

There are several wastewater rate structures émabe employed to recover wastewater system costs.
These can include flat rates, service charges ahone charges, rates that are based on winter water
use, and others. The rate structure that is uspgmdls on several factors that may include the
information that is available, the nature of thestomer base, the size of the population and
employment served, the design of the treatmenlitiacnd the dollar amount of the charge relative
to other local communities.
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Several findings were noted during the review ef¢listing wastewater rate structure.

From section 3.2, over 90 percent of the waterssabdume is from residential customers.
The July 2005 wastewater master plan indicatesia weinge of infiltration/inflow.
HRCSD does not separately meter irrigation usesytitoor water uses.

The majority of future growth in the system is desitial.

The wastewater treatment plant is a pond systengrsEs mostly to accommodate wastewater
flow.

These findings indicate that a rate structure basedvastewater flow is appropriate for HRCSD
wastewater customers. However, the July 2005 wasée master plan indicates that there is
seasonal variation in the wastewater flow in additio significant infiltration/inflow. Wastewater

flow estimates could be developed by recognizinggation use and the assignment of
infiltration/inflow responsibility to customer clsifications, however, the irrigation use is not
separately metered and infiltration/inflow canno¢ Mlirectly determined for each customer
classification. Both of these variables could biejact to wide interpretation.

A method to approximate wastewater flow is throughzing existing information on metered water
consumption. Using this information as represérdaif wastewater flow is reasonable given that all
customers are responsible for outdoor water usggaarinfiltration/inflow. It is a measured, known
quantity and is subject to less interpretatiorhis tase.

It is proposed that the wastewater charge forudtamers be established as fixed bi-monthly charges
developed on an “Equivalent Dwelling Unit” (EDU) di@ that uses metered water consumption as
representative of wastewater flow. One EDU is radi as the average water consumption of a
wastewater residential dwelling unit. The numbieEDUs for other customer classifications are then
defined as the classification’s metered water comgion divided by one EDU.

Total wastewater costs are divided by the total memof wastewater EDUs to yield a charge per
equivalent dwelling unit, which becomes the chaigeresidential customers. Charges for other
customers are determined by multiplying the EDUrgldy their number of EDUSs, then dividing by
the number of customers within that classificatidinis effectively charges each customer within the
classification the same charge.

Table S-7 presents the proposed wastewater chéwgeke next five years with a comparison to
existing charges. The proposed charges for FY -2@08re planned for implementation in January
2010 while future charges are proposed for impleatam in July of each successive year.
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5.3 TYPICAL BI-MONTHLY WASTEWATER BILLS UNDER PROPO SED CHARGES

Because the wastewater charges are fixed montlalsgel, Table S-7 shows the typical, or average,
single-family bi-monthly wastewater bill. From TabS-7, the bi-monthly wastewater bill for a
typical single-family residential customer for FYO@-10 will increase from $37.24 to $41.06, a
$3.82 increase, or 10.2 percent.

5.4 COMPARISON OF AVERAGE WASTEWATER BILL WITH OTHE R LOCAL
AGENCIES

Chart 2 presents a comparison of the proposedesfagtily residential bi-monthly wastewater bill at
14 HCF with other local communities. The chartigaties that under the proposed January 2010
wastewater charges, the single-family residentiahdnthly bill is higher than 3, but lower than @D

the communities listed.

Tuckfield & Associates 31



Heritage Ranch CSD Water and Wastewater Rate Study

Chart 2
San Luis Obispo County Wastewater Agencies

Comparison of Single Family Residential Bi-monthly Wastewater Bills
at 14 HCF Bi-monthly

[11
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City of Heritage | Templeton Paso Robles| San Simeon | San Miguel Auila Beach | Cambria San Luis
CsD Grande Atascadero | Ranch CSD CSD Beach CsD CsD Beach CSD CsD Obispo

0 Increase $3.82
m Current Bill $37.24
m Bi-monthly Bill | $36.29 $37.46 $40.36 $46.68 $46.88 $51.72 $52.78 $53.76 $70.66 $74.29 $77.98 $90.25 $104.82

[1] For rates in effect September 2009.

5.5 ALTERNATIVE SEWER FUND FINANCIAL PLAN AND CHARG ES

An analysis was conducted to determine the impathe Sewer Fund if property tax revenue were
no longer received into the fund. Similar to theatéf Fund analysis, the analysis showed that the
revenue increases required would be a minimum48 aercent increase on January 1, 2010 with 5
percent annual increases each July 1 thereaftethéoistudy period. The 45 percent increase is
required the first year to avoid a negative Sewand~operating balance. If the Sewer Fund were
temporarily allowed to operate with an annual defior four years, equal revenue increases of 16
percent on the implementation dates proposed wektnthe annual revenue requirements and the
target operating fund balance in the fifth year.

Table S-8 presents the sewer charges that woulédered if property tax revenue was no longer
received and Sewer Fund revenue were increasel pgréent the first year and then by 5 percent in
subsequent years.
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Appendix A

Cumulative Billed Usage
Of Meter Sizes
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Figure A-1

Cumulative Billed Usage of Meter Sizes
Heritage Ranch CSD FY 2008-09
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