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EXECUTIVE SUMMARY

The City of Prescott (City) retained the Raftelis Financial Consultants, Inc.1 (RFC or Raftelis) to
complete a water and wastewater rate study and develop a five-year financial plan proposed
revenue adjustments over a three-year period.

Projected water sales revenue under existing rates is insufficient to meet revenue requirements
while maintaining reserve balances. The City’s water fund is currently in good financial position
and future cash-funded capital expenditures are anticipated to reduce the fund balance. Sustained
reductions in reserve balances can create future large revenue adjustments and to avoid future
large revenue adjustments, RFC recommends annual revenue adjustments of 2% per year
generated through proposed user charges detailed in water rate design section of the report.
Annual debt service requirements of existing and projected debt issues are a key driver of the
water financial plan and annual debt service coverage requirement. Table 1 summarizes the key
water fund results and drivers.

Table 1: Water Fund Key Results and Drivers

Revenue requirements and cost of service allocations described in this report provide the basis
for designing water rates. RFC developed cost of service rates for the FY 2016-17 test year that
proportionately recover class cost of service from each customer class under two alternative rate
structures; alternatives which differ in the monthly water tier allowances and volume rates by tier
by customer class and meter size. RFC developed proposed rates for each year of the study
period that provide a smooth transition from existing rates to FY 2016-17 cost of service rates
and generate the additional revenue needed to adequately meet revenue requirements. Tables 2
and 3 summarize current and proposed FY 2014-15 through FY 2016-17 monthly service

1 The City initially retained another company to complete this study and the contract was subsequently assigned to
RFC in July 2013.

��������	
����
�������� ����������� ����������� ����������� ����������� �����������

�����
�� ����


�����������������5�!������

�������:,,�!���� � � � � �

*������5�!������ �!�" �!�" �!�" �!�" �!�"

"�'��������5�!����� �!�" �!�" �!�" �!�" ��!�"

5�!�����3;��!�����<����
����4����!� #$��%���%���& $�%���%��� $�%�'�%��� #$�%���%���& #$�%�'�%���&

(�
�� ������
�� ����
�)�	��*� �%���%��� �%�'�%��� �%���%��� �%��'%��� �%���%�'�

=���������� ��2
������������;���#����.>< �'" ��" ��" ��" ��"

+,��,	�
�
�
�-�
������


����� ����!��"�����#��������;���#����.0>< �'�" '��" '��" ���" ���"

����� ����!��"�����#��������;/3���5
��2����#�����.>< '�'" ���" ���" ���" ���"



7

charges and volume rates. The proposed rates for each alternative “phase to” the test year FY
2016-17 total class cost of service over the three-year period.

Table 2: Proposed Water Monthly Service Charge
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Table 3: Proposed Water Volume Charges

RFC proposes a new Aquifer Protection Fee (APF) be assessed to water customers. The purpose
of the APF is to provide a dedicated funding source for design, construction, and operation of
facilities and implementation of other measures and practices necessary to achieve and maintain
water quality mandated by state and federal law applicable to surface, reuse, and recharge assets.
Upon implementation of the APF, the City would also establish a new restricted water fund into
which all APF revenues would be deposited.

Table 4 summarizes the proposed APF for FY 2014-15 through FY 2016-17 effective January 1,
2015. The APF is proposed to be adjusted by 2% per year in FY 2015-16 and FY 2016-17.
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Table 4: Proposed Aquifer Protection Fee

Projected wastewater sales revenue under existing rates is insufficient to meet revenue
requirements while maintaining reserve balances. The City’s wastewater fund is currently in a
reasonable financial position and future cash-funded capital expenditures are anticipated to be
both debt and cash funded. The drivers for the wastewater revenue increases – 9%, 5% and 5%
for the next three fiscal years – include the need to exceed debt service coverage target of 150%
annual debt service including projected system development impact fees. RFC recommends
annual revenue adjustments summarized in Table 5 and with the first adjustment effective
January 1, 2015.

Table 5: Wastewater Key Results and Drivers

Revenue requirements and cost of service allocations described in subsequent sections of this
report provide the basis for designing wastewater rates. Revenue requirements show the need for
adjustments and the level of revenue required. Tables 6 and 7 summarize proposed monthly
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service charges and volume rates that provide a smooth transition from current rates to FY 2016-
17 cost of service rates and generate the additional revenue needed to adequately meet revenue
requirements.

Table 6: Proposed Wastewater Monthly Service Charge

Table 7: Proposed Wastewater Volume Charges
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INTRODUCTION AND OVERVIEW

The City of Prescott (City) retained the Raftelis Financial Consultants, Inc.2 (RFC or Raftelis) to
complete a water and wastewater rate study and develop a five-year financial plan proposed
revenue adjustments over a three-year period.

The City operates a water and wastewater system providing service to City residents within the
City’s boundaries and customers located in outside the City boundaries within Yavapai-Prescott
Indian Tribe (Reservation), Yavapai County and the Town of Chino Valley.

Previously, RFC assisted the City in the evaluation of development impact fees to be assessed to
new development inside the City as an additional revenue source funding growth-related capital
improvements. These fees were implemented on August 1, 2014 and are outlined in the City of
Prescott Land Use Assumptions and Infrastructure Improvements Plan (February 25, 2014) and
the City of Prescott Development Impact Fee Report (April 24, 2014).

As part of the Rate Study, RFC assisted the City to:

• Analyze the existing water and wastewater rate structure for appropriateness and
sufficiency of revenue generated.

• Develop separate 5-year water and wastewater financial plans based on information
gathered during the course of the study including annual system revenue increases.

• Complete a cost of service analysis for the water and wastewater utilities using a fiscal
year3 (FY) 2016-17 test year.

• Develop alternative three-year water and wastewater rates for FY 2014-15 through FY
2016-17 that Council can consider for adoption effective January 1st of each year.

• Develop proposed treated effluent water rate

Report Organization
Our report to the City contains nine sections as follows:

• Executive Summary

• Introduction and Overview

• Utility Customer Data

2 The City initially retained another company to complete this study and the contract was subsequently assigned to
RFC in July 2013.

3 The City’s fiscal year begins July 1 and ends June 30. FY 2016-17 refers to the fiscal year ending June 30, 2017.
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• Water Fund Financial Plan

• Water Cost of Service

• Water Rate Design

• Wastewater Fund Financial Plan

• Wastewater Cost of Service

• Wastewater Rate Design

The report contains six appendices including the complete water financial plan and customer
data (Appendix A), water FY 2016-17 cost of service (Appendix B), water proposed rates FY
2014-15, FY 2015-16, and FY 2016-17 (Appendix C), wastewater financial plan and customer
data (Appendix D), wastewater cost of service (Appendix E), and wastewater proposed rates FY
2014-15, FY 2015-16, and FY 2016-17 (Appendix F).

Acknowledgements
On behalf of the project team, we would like to acknowledge the commitment and contributions
provided by several members of City Public Works and Finance Departments in completing this
project. In particular we would like to recognize: Mr. Joel Berman, Utilities Manager, Mr. Mark
Woodfill, Finance Director, Mr. Henry Hash, Public Works Director, Mr. Mark Nietupski,
Public Works Director (retired), and Mr. Craig McConnel, City Manager for their input and
guidance throughout the course of this study.

Reliance on City Provided Data
During the course of this project, the City provided RFC with a variety of technical information
from master plans, capital improvement project estimates, and audited and unaudited financial
results, including customer, cost and revenue data. RFC did not independently assess or test for
the accuracy of such data – historic or projected. We have relied on this data in the formulation
of our findings and subsequent recommendations, as well as in the preparation of this report.

As is often the case, there will be differences between actual and projected data, and some of the
assumptions used in this report will not be realized, and unanticipated events and circumstances
may occur. Therefore, there are likely to be differences between the data or results projected in
this report and actual results achieved and those differences may be material. As such, we take
no responsibility for the accuracy of data or projections provided by or prepared on behalf of the
City, nor do we have any responsibility for updating this report for events occurring after the
date of this report.
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UTILITY CUSTOMER DATA

Water
As of June 2013 the City served approximately 21,700 retail water customers inside the City,
outside the City limits (County), and in the Town of Chino Valley. These accounts are divided
into the following four customer classes:

• Single Family Residential

• Multi-Family Residential

• Nonresidential

• Reservation

Single family residential customers include only those types of residential development,
designed as a single housing unit. Multi-family residential customers include all residential
structures that contain multiple separate housing units. Nonresidential customers include all other
types of customers that are neither single family nor multi-family residential. Additionally,
Reservation accounts have been called out as an additional customer class. Reservation accounts
include nonresidential and master metered mixed use.

The City also maintains a coin operated water station that provides potable water based on a per
thousand gallon volume charge basis.

Table 8 summarizes the fiscal year (FY) 2012-13 customer data: number of accounts, number of
bills, and annual water use in 1,000 of gallons (kgal) for each City customer classification.
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Table 8: FY 2012-13 Water Customer Data

The water rate and financial plan presented in the balance of this report is based on projections
derived from the current number of accounts, dwelling units and volumes in 1,000 gallon
increments (kgal) adjusted for growth. Annual bills, water use, and revenues under the current
rates are detailed in Appendix A.

Wastewater
As of June 2013, the City served approximately 17,700 wastewater customers within the City’s
service area and these accounts are divided into the two main customer classes of residential and
non-residential with non-residential accounts being further divided into 15 sub-classes.
Residential customers include all types of residential development, including multi-family
housing. Commercial customers include all other types of customers that are not residential.

Table 9 summarizes the number of accounts, number of bills, and billed volume for each City
customer classification in FY 2012-13.
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Table 9: FY 2012-13 Wastewater Customer Data

The wastewater rate and financial plan presented in the balance of this report is based on
projections derived from the current number of accounts and billed sewer volumes. Billed sewer
volume are calculated annual based on each account’s average winter consumption or average
monthly water use during October through March monthly water usage. Annual bills, water use,
and revenues under the current rates are detailed in Appendix D.

Growth Assumptions
Annual growth assumptions are included in Appendix A and D projections of increased customer
bills, volume sales and one-time development impact fee revenues. Growth assumptions
included developed within the City of Prescott Land Use Assumptions (LUA) and Infrastructure
Improvements Plan (IIP) (as adopted by the City on February 25, 2014) are also incorporated
within the rate study. Growth in water accounts ranges from 1.5% to 2.6% per year over the
study period. Growth in wastewater accounts ranges from 1.5% to 3.0% per year over the study
period as there are fewer overall wastewater accounts on the system compared to water accounts.

5�37���,8 5�37���,8 )�		�


2**,��
� )�		� :,	�3��#< �	&

����������� ��C�$� �-)C)$. ((.C(�$

8��2������������;9������< ��( �C))$ ��C-��

���,���������D������� -)- ��C�0( -(C.��

 ����#��A����� 0 �� �C$��

���������� ($ �C0)� )%C))$

 !�����3"����#�� .� �(� )%C�$$

A������� ( -� %�C0��

=���� )% .�) ��C%-�

A�����
38�������# %0 %�� �0C-(%

A�����
3�����# - �0( �)C�)%

���B���
3�������� �% �.. �)C%�%

������3 ����!�� ������ (� �C0�% ��C.��

"���
��� ( -� (C�(�

E������'�� ( -� )C�(%

4���
38�������# ( -% �C%(�

���������� % %� �-)

/��
�3�-�
��=,
�	 ��%��� ���%�'' �%���%���



16

WATER FUND FINANCIAL PLAN

RFC developed a financial plan for the five-year study period of FY 2014-15 through FY 2018-
19 that is summarized in Table 10. RFC separated the total water fund into operating, special
purpose and capital funds consistent with the City’s budget process and procedures. The water
fund financial plan is detailed in Appendix A.

Table 10: Water Fund Key Results and Drivers

Cash Flow Analysis
Projected water sales revenue under existing rates is insufficient to meet revenue requirements
while maintaining reserve balances. The City’s water fund is currently in good financial position
and future cash-funded capital expenditures are anticipated to reduce the fund balance. Sustained
reductions in reserve balances can create future large revenue adjustments and to avoid future
large revenue adjustments, RFC recommends annual revenue adjustments of 2% per year
generated through proposed user charges detailed in Section IV of the report. Annual debt
service requirements of existing and projected debt issues are a key driver of the water financial
plan and annual debt service coverage requirement.

Debt Proceeds, Issuance Costs and Debt Service
Projected growth and non-growth related debt issues/borrowings by fund are summarized in
Table 11. The resulting annual debt service is discussed in the following sections and
summarized in Appendix A.
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Table 11: Water Debt/Borrowing Summary

The debt funded projects are detailed in Table 12.  Note that FY 2014-15 projects are anticipated
to be funded with remaining WIFA proceeds from active WIFA loans and cash. Debt by fiscal
year reflects the following assumptions and debt funded projects:

• 100% debt funding of eligible IIP facilities in FY 2015-16 and FY 2016-17.

• Debt funding of capital projects 90W and 92W in FY 2017-18 and FY 2018-19.4

• Assumptions regarding the term, interest rate, debt service requirement and issuance

expenses are summarized in Appendix A.

Table 12: CIP Debt Funded Projects

4 Project 90 W is the Chino Valley Booster Facility Upgrades while project 92 W includes three projects of
Intermediate Booster Pump Station and Intermediate Storage Reservoir Phase 1.
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RFC recommends annual updates be completed for the water utility multi-year financial plan to
recognize changes in growth, water sales, operating expenses, debt and debt service, capital
improvement needs and capital funding requirements.

Operating Fund
The operating fund forecasts the revenues and rate revenue requirements of the water fund over
the study period. The operating fund receives revenues funding costs as well as transfers to other
water funds discussed in this report.

Reserves and Cash Balance

The operating fund includes a FY 2014-15 starting balance of $27.9 million. Ending reserves are
targeted at 25% or 90 days of O&M. RFC recommends that the City meet or exceed this
“minimum” level of operating reserves.

Revenues

Revenues for the water utility operating fund are derived from water sales, interest income and
other miscellaneous revenues. Revenues from water sales are projected to increase based on
annual growth rate of ranging from 1.5% to 2.6% over the study period as previously discussed.
Water sales revenues include monthly service charges that vary by meter size, volume rates that
vary by water use tier and customer classification and a separate alternative water service volume
rate.

Miscellaneous operating revenue are projected to increase 3% per year and include
miscellaneous customer charges (e.g., turn on / turn off fees) and water connection fees.

Interest income is projected based on the starting fund balance and an interest earnings rate of
1%.

Revenue Requirements

Operating fund revenue requirements include operation and maintenance (O&M), debt service,
and transfers to the other special purpose operating funds and loans to water capital funds.

O&M is organized into various divisions and includes personnel, supplies, services and materials
to treat and distribute potable water annually based on the adopted City budget. These costs are
funded by water sales revenues. O&M is projected to increase from $8.1 million in FY 2014-15
to $9.9 million in FY 2018-19. Additional O&M expenses are estimated in FY 2015-16
associated with a recurring fluoride reduction project. The projected O&M by department and
component are based on FY 2014-15 budget, increased for additional O&M and adjusted
annually for inflation summarized in Appendix A.

Annual debt service is based on the non-growth or rate funded portion of outstanding and
projected water fund debt issues ranging from $1.2 million to $1.6 million by the end of the
study period.
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Other cash inflows and outflows are comprised of a variety of sources and uses.

Transfers to Alternative Water Fund

Transfers are made from the operating fund to the alternative water fund for the portion of the
user charge revenue coming from the separate uniform rate per 1,000 gallons (the current rate is
$0.85 per kgal). This transfer is reduced for the alternative water budget division portion of
annual O&M and the non-growth portion of the 2004 revenue bond which funded the Big Chino
Water Ranch (BCWR) acquisition. Additional transfers may be made to maintain a positive end
of year alternative water fund cash balance.

Water Transportation Fee

The City agreed to pay a water transportation fee of $9.38 per acre-foot produced at the Chino
Valley Water Production facility. These costs are projected to increase consistent with overall
system growth in water sales over historical Chino Valley Water Production facility volumes
summarized in Appendix A.

Transfer to Capital Improvement Fund

Non-growth or rate funded capital improvements are funded within the capital improvement fund
and annual transfers are made from the operating fund equal to these cash funded capital
requirements.

System Development Impact Fee Fund Loans and Loan Repayment

Within each service area the uses of funds may not directly match projected growth and timing
of new development. The timing of the facility requirements as well as current and future debt
service may create cash shortfalls which are met from loans from the operating funds. These
loans are repaid as development impact fee revenue exceeds annual expenditure requirements,
but in cases of smaller service areas or areas slower to develop, loans may be incurred for some
time.

WIFA Loan Disbursements

The City has secured multiple loans through the State of Arizona Water Infrastructure Financing
Authority (WIFA) including one active or on-going loan projected to be completed in FY 2014-
15. Approximately $1.3 million of funding for non-growth related capital improvements are
incorporated within the operating fund and transferred to the non-growth capital fund. Future
loan disbursements tied to future capital projects are included in the capital improvement fund
with the annual debt service repaid through rates within the operating fund.

Alternative Water Fund
The alternative water fund forecasts the sources and uses over the study period and are
summarized in Appendix A. The alternative water fund is a special purpose fund funding costs
associated with securing additional water sources. The alternative water fund receives transfers
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of the alternative water fee from the operating fund and transfers revenues to other water funds
supporting water resource operating and/or capital requirements.

Reserves and Cash Balance

The alternative water fund includes a FY 2014-15 starting balance of approximately $6.9 million
and this fund does not have a minimum reserve target.

Revenues

Alternative water fee revenues are included within the projected overall water sales revenues,
adjusted for growth and revenue adjustments. Alternative water sales revenues are projected to
increase based on annual growth rate as are other water sales revenues as previously discussed.
Interest income is projected based on the starting fund balance and an interest earnings rate of
1%. Currently, City customers are charged $0.85 per kgal for the alternative water fee, increased
for outside City and Chino Valley customers. Reservation customers are not required to pay the
alternative water fee.

Source and Uses

The alternative water fund cash flow analysis summarizes the source and uses over the study
period.

Transfers from the Operating Fund

Transfers are made from the operating fund to the alternative water fund for the portion of the
user charge revenue coming from the separate uniform rate per kgal, adjusted for other uses of
the alternative water fee as previously discussed. Additional transfers may be made to maintain a
positive end of year alternative water fund cash balance.

Alternative Water Funded CIP Projects

The alternative water fee funds water resource related projects or those projects within the City’s
multi-year capital improvement program which are designated as alternative water fee funded
projects. The cash outflow is equal to the annual requirement.

Transfers to the Water Resource Monitoring (WRM) Fund

The alternative water fee also funds the City’s portion of the WRM fund annual costs, reduced
for payments provided by the Town of Prescott Valley (Prescott Valley) and the Salt River
Project (SRP) who are partnering with the City on this water resource project.

Adjustments to the alternative water rate are incorporated within the overall revenue adjustments
and rate alternatives discussed in subsequent sections of this report. At the end of FY 2018-19
proposed alternative water revenues and fund balance are depleted with transfers from the
operating fund necessary to fund alternative water funded uses.
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Water Resource Monitoring Fund
The WRM fund forecasts the sources and uses of the special purpose fund established by the
City in 2012-13. The special purpose fund was established based on the Comprehensive
Agreement No. 1 between the City, Prescott Valley and SRP members approved in September
20125. The purpose is to enhance the monitoring groundwater in the Big Chino Sub-basin and
complete modeling on the effect of ground water withdrawals on the surface water flows in the
Upper Verde River. The annual study period costs include both operating and capital costs
agreed upon associated with the BCWR.

The WRM fund receives transfers from the alternative water fund and intergovernmental
contributions from Prescott Valley and SRP members. Interest income is projected based on the
starting fund balance and an interest earnings rate of 1%.

Reserves and Cash Balance

The WRM fund includes a FY 2014-15 starting balance of $1.1 million and this fund does not
have a minimum reserve target.

Source and Uses

The WRM fund cash flow analysis summarizes the source and uses over the study period
included in Appendix A.

IGA Contributions from Prescott Valley and SRP

Contributions from Prescott Valley and SRP members fund a portion of the WRM expenses. The
projected expenses and contributions over the five-year study period were provided by City staff
consistent with the IGA.

Alternative Water Fee Revenues

Alternative water fee revenues are transferred from the operating fund as previously discussed
providing the funding source for the City’s portion of the WRM fund.

WRM O&M and Capital

Annual WRM fund operating and capital requirements are funded within this special purpose
fund.

A positive fund balance is maintained each year of the study period.

Aquifer Protection Fee Fund
The Aquifer Protection Fee (APF) fund is proposed to be created with the establishment of a
separate monthly fee per account proposed and effective January 1, 2015. The APF fund
forecasts the sources and uses of the special purpose fund. The special purpose fund is reserved

5 City Contract No. 2013-058.



22

to provide a dedicated funding source for design, construction, and operating of facilities and
implementation of other measures necessary to achieve and maintain surface, reuse and recharge
water quality standards mandated by State of Arizona and Federal law. The City is anticipating
additional capital requirements associated with source water quality protection and pro-actively
establishing the fee prior to developing the specific anticipated projects.

The APF fund is projected to receive transfers from the operating fund equal to the annual
revenues generated from APF. Interest income is projected based on the starting fund balance
and an interest earnings rate of 1%.

Reserves and Cash Balance

The APF fund does not have a starting balance or a minimum reserve target, but projected
sources in excess of future requirements will be restricted in the special purpose fund.

Source and Uses

The APF fund cash flow analysis summarizes the source and uses over the study period included
in Appendix A. The APF as proposed will provide a dedicated funding source for design,
construction and operation of facilities and implementation of other measures and practices
necessary to achieve and maintain water quality requirements mandated by state and federal law
applicable to surface, reuse and recharge water assets. Sources include the APF revenues
generated from the new proposed charge as well as interest income earned on cash balances
within the special purpose fund. Future identified projects, in addition to what is within the CIP
over the study period, meeting the defined purpose of the dedicated funding source will be
funded by this fee.

This rate study does not include identified projects, and if implemented, the cash balances within
the separate fund will accrue until the City designates funding for anticipated capital projects
addressing State of Arizona and/or Federal water quality requirements.

A positive fund balance is maintained each year of the study period.

Capital Improvement Program Fund
The capital improvement program fund forecasts the annual sources and uses of the water fund
over the study period. The capital improvement program fund receives transfers from the
operating fund and funds non-growth capital improvement projects on an annual basis, but does
not maintain a separate fund balance. Total capital improvements are included in Appendix A.
Non-growth related or those funded within this fund include capital projects designated as “O” or
Operational projects as well as the non-growth related portion of eligible Infrastructure
Improvements Plan (IIP) facilities.
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Source and Uses

Sources include miscellaneous connection fee revenues or one-time fees assessed to new water
connections and transfers from the operating fund equal to annual requirements. Bonds and/or
loan proceeds supporting non-growth related portion of future debt are projected to be required
reducing the amount that would be required from annual water sales revenues. Uses within the
fund include non-growth or rate funded portion of capital projects, excluding alternative water
fee funded improvements.  Total study period non-growth capital projects average $6.9 million
with a high in FY 2014-15 of $16.9 million and a low of $4.5 million in FY 2018-19. Uses also
include bond and/or loan issuance costs and debt service reserve requirements associated with
future debt issues.

The fund does not maintain a cash balance.

Water System Development Impact Fee Funds
The City adopted Water System development impact fees (DIF) that will be assessed within ten
separate service areas effective August 1, 2014.

The City of Prescott Land Use Assumptions and Infrastructure Improvements Plan (adopted by
the City on February 25, 2014) and the City of Prescott Development Impact Fee Report (April
24, 2014) provide additional detail regarding separate service areas, fee calculations and
improvements funded within each service area. The adopted fees for equivalent 5/8-inch by 3/4-
inch water connections by service area are summarized in Table 13.

Table 13: Water System Development Impact Fees

Cash Flow Analysis

A cash flow analysis has been compiled for each service area that aggregates the sources and
uses of Water System DIF funds in Appendix A. While the separate service areas are compiled
into a consolidated fund that summarizes annual source and uses, each service area is a separate
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fund. Total study period water system DIF fund debt service averages $1.1 million increasing
from $0.7 million in FY 2014-15 to $1.6 million in FY 2018-19.

Reserves and Cash Balance

The Water System DIF fund includes a FY 2014-15 starting balance of $0.9 million and this
fund does not have a minimum reserve target. Starting in FY 2014-15, each service area will
track the fund balances separately.

Source and Uses

The Water System DIF fund cash flow analysis summarizes the source and uses over the study
period included in Appendix A. Sources include Water System DIFs by service area or one-time
fees assessed to new water connections, projected interest income, WIFA loan distributions on
active growth-related portion of WIFA loans, and loans from the operating fund equal to annual
requirements. Bonds and/or loan proceeds supporting growth related portion of future debt are
projected to be required reducing the amount that would be required from annual water sales
revenues. Uses within the fund include growth-related portion of capital projects, growth-related
portion of existing and future debt service, and repayment of loans from the operating fund. Uses
also include bond and/or loan issuance costs and debt service reserve requirements associated
with future growth-related debt issues.

Revenue Projections

Projected Water System DIF revenues are based on the draft fee per Equivalent Demand Unit
(EDU) by service area applied to projected EDUs over the five-year period. Revenues are
retained within the separate service areas. Current EDU distribution by service area was
identified by the City during the water distribution model analysis. EDUs are projected in one of
the ten different service areas as summarized in Appendix A. Service areas A and B reflect the
entire water system with projected EDUs by corresponding year based on the average growth
rate estimated in the Final LUA and IIP. Service Areas C through J are separate areas of the City
with some service areas inside of each other. For example, Service Area J is a component of
Service Areas A, B, C and I and new EDUs within Service Area J will also be included in
projected EDUs in larger service areas. The distribution of EDUs among the various service
areas was estimated evaluating the current distribution of development and anticipated areas of
the City to develop. The City completed a water distribution model update in 2013 that also
contemplated the pace of development as infrastructure water identified in prioritizing capital
projects for inclusion the master plan and IIP.

Water Resource Development Impact Fee
The City adopted a reduced Water Resource development impact fee (DIF) that will be assessed
within the single service area effective August 1, 2014.

The City of Prescott Land Use Assumptions and Infrastructure Improvements Plan (adopted by
the City on February 25, 2014) and the City of Prescott Development Impact Fee Report (April
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24, 2014) provide additional detail regarding the fee calculation. The adopted fees for equivalent
5/8-inch by 3/4-inch water system DIFs summarized in Table 14.

Table 14: Water Resource Development Impact Fee

Cash Flow Analysis

A cash flow analysis has been compiled for the single service area that summarizes the sources
and uses of Water Resource DIF fund summarized in Appendix A. Water Resource DIF fund
debt service averages $0.0 million increasing from $0.4 million in FY 2014-15 to $0.8 million in
FY 2014-15.

Reserves and Cash Balance

The Water Resource DIF fund includes a FY 2014-15 starting balance of $0.3 million and this
fund does not have a minimum reserve target.

Source and Uses

The water resource DIF fund cash flow analysis summarizes the source and uses over the study
period included in Appendix A. Sources include water resource DIFs or one-time fees assessed
to new water connections, projected interest income. Uses within the fund include water resource
DIF related portion of existing debt service.

Revenue Projections

Projected Water Resource DIF revenues are based on the draft fee per EDU by service area
applied to projected EDUs over the study period. Projected EDUs are based on water service
area A as previously discussed.

A positive fund balance is maintained each year of the study period.
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WATER COST OF SERVICE

Equitable water rates should fairly recover cost of service from each customer class.
Determination of cost of service takes into account volume of water used, peak rates of demand,
number of customers, fire protection requirements, and other relevant factors.

Test Year
The cost of service analysis was conducted for a FY 2016-17 test year. FY 2016-17 was selected
as the test year for this study to provide a three-year transition period to cost of service based rate
recommendations. Appendix B includes tables that show the water cost of service analysis.

FY 2016-17 cost of service (revenue requirements) totals approximately $16.8 million and
includes O&M, debt service, transfers to capital funds and cash funded capital costs. These costs
are met from water sales revenue generated from water user charges and rates, miscellaneous
revenue sources summarized in Table 15.

Table 15: Water FY 2016-17 Cost of Service
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Revenue Requirements
The total FY 2016-17 revenue requirements consist of $9.2 million of operating expenses and
$7.0 million of capital costs. These costs are increased in total by $0.6 million in other
miscellaneous revenue sources and sources and uses (e.g., miscellaneous system revenue and
projected debt) and change in the cash balance of the operations fund.

Functional Cost Components
An initial step in the cost of service analysis is to segregate test year costs into water cost
components based on the function or water system component using the base-extra capacity
demand method. These cost components include alternative water fee, base, extra capacity,
customer related, and direct fire protection cost components. The alternative water fee cost
component segregates O&M and capital requirements of the special purpose fund and vary
directly with the quantity of water used under average day load conditions. Base costs vary
directly with the quantity of water used under average day load conditions. Extra capacity costs
represent those costs incurred to meet peak demands for water in excess of average day usage.
Extra capacity costs are subdivided into costs associated with peak day and peak hour demands.
Customer costs vary in proportion to the number of customers and the number and size of
meters. Customer costs are subdivided into meter, billing and small distribution main costs.

Allocation Factors
The water utility is comprised of various facilities, each designed and operated to fulfill a given
function. In order to provide adequate service to its customers at all times, the utility must be
capable of providing total water demanded as well as water at peak rates of demand.

Since all customers do not exert their maximum demand for water at the same time, capacities of
water facilities are designed to meet coincidental demands of all classes of customers. For every
facility on the system, there is an underlying average demand or uniform rate of usage exerted
coincidentally by customers for which the base cost component applies.

Comparison of historical system coincidental peak day and peak hour demands to average day
demands results in appropriate ratios for allocation of capital costs and operating costs to base
and extra capacity cost components. Peak day demands are about 1.80 times greater than average
day demands in the City’s system. This indicates that approximately 56 percent of the capacity of
facilities designed and operated for peak day demand is needed for average or base use.
Accordingly, the remaining 44 percent is for peak day extra capacity requirements.

Since peak hour water usage also utilizes facilities designed and operated for average day and
peak day demands, costs associated with meeting peak hour demand are allocated to base, peak
day extra capacity, and peak hour extra capacity. A ratio of peak hour to average day water use
of 3.24 is based on peak hour design requirements outlined in the City’s 2005 water system
master plan. This ratio indicates that approximately 44 percent of the capacity of facilities
designed and operated for peak hour demand is needed for average or base use, approximately 25
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percent is required to meet peak day extra capacity demand, and the remaining 31 percent is for
peak hour extra capacity demand.

Allocation to Cost Components

Cost of service is allocated to functional cost components according to the design or function of
each facility or activity. The allocation of system assets to functional cost components provides
the basis for allocating annual capital costs.

The allocation of O&M is similar to the allocation of capital costs. O&M is allocated to
functional cost components according to budgeted designation of operating expenses and how it
is associated with operating the water system and the design or function of the facility related to
cost categories. For example, water production costs are allocated among base and maximum
cost components the facilities are designed to meet the maximum day treated water demands.
Alternatively, water distribution system costs are allocated among base, maximum day,
maximum hour and the customer distribution system cost components. The transmission or
portion of the system related to pipelines with 10-inch and greater diameter are allocated among
the volume related base-extra capacity components. The 8-inch and smaller distribution system
costs are allocated to meter and service component of the customer cost category.

Allocation to Customer Classes

The separation of costs into functional components provides a means for distributing such costs
to various classes of customers based on their respective responsibilities for each particular type
of service. Current customer classes include single family, multifamily, nonresidential, coin
operated, and Reservation water accounts as previously discussed. The City provides water
service to customers located in unincorporated portions of Yavapai County and customers within
the Town of Chino Valley. These classifications are reasonable and are retained in this study.
These classes group together customers with similar service characteristics and provide a means
for allocating costs to customers.

Service requirements are based on class average day, peak day and peak hour demands, and
metering and billing requirements.

The base cost responsibility of each customer class is related to the quantity of water used by
each class under average day load conditions. Average day quantities are based on a detailed
analysis of the City’s water billing records.

The responsibility for extra capacity costs varies with extra capacity requirements for peak day
and peak hour demands of each class. Average day usage and capacity factors, representing the
estimated relationship between individual class peak demand and average day usage, are used to
develop extra capacity requirements for peak day and peak hour demands. The estimated
capacity factors are based on an analysis of each class’ monthly usage characteristics
summarized in Appendix B.
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Fire protection costs are either direct or demand related. Direct costs are related to maintenance
of fire hydrants. Demand related costs represent the portion of extra capacity costs related to
meeting potential fire demands. Peak fire flow requirements of 2,000 gallons per minute for two
hours are estimated for the City. Peak fire flow estimates are based on the guidelines set forth in
the City code consistent with industry-based standards for Fire Protection.

Class cost of service is the product of unit costs of service times the class service requirements.
Unit costs are the quotient of functionalized cost of service divided by the applicable units of
service and provide the foundation for rate design.

Fire protection costs are reallocated to non-fire protection classes since a separate public fire
charge does not exist. This reallocation recognizes potential fire suppression capacity included in
the water system.

Comparison of class cost of service with class revenue under existing rates shows the adjustment
needed in class revenue to meet cost of service is summarized in Table 16.

Table 16: FY 2016-17 Class Cost of Service and Revenue Comparison

Outside City and Chino Valley Surcharges

The City provides water service to customers outside the City and assesses a surcharge in
addition to the inside-City charge. RFC evaluated the surcharges completing a similar analysis as
was done in developing the current surcharges. The proposed surcharges are calculated using the
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relationship of the total outside-City and Chino Valley customer class cost of service under the
Utility approach compared to the same cost of service under the cash-needs approach for test
year FY 2014-15. The cash-needs approach is used by municipal water providers to evaluate the
cost of service for inside-city customers where the annual revenue requirements are determined
by the cash-needs of the Utility system. The Utility approach is most often used by investor-
owned utilities or by municipal utilities serving non-owner outside-city and/or contract
customers. Under the Utility approach, capital costs include depreciation and a rate of return on
rate base while under the cash-needs approach; capital costs include debt service and other cash-
based capital requirement. Annual O&M expenses are included in the revenue requirements
under both the Utility and cash-needs approaches. Table 17 summarized the difference between
the test year 2014-15 cash-needs and utility approach revenue requirements.
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Table 17: FY 2014-15 Utility vs. Cash Needs Basis Cost of Service

Rate of Return

In order to determine the cost of service under the Utility approach, a rate of return for the assets
must be determined. The industry standard for determining this rate of return is to calculate a
weighted average cost of capital (WACC). Using City data, RFC determined that the rate of
return, or WACC, for the City is 7.21%. This calculation is illustrated in Table 18.
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Table 18: Rate of Return for Utility Basis Cost of Service

Utility Approach Cost of Service

Once the WACC was determined, RFC was able to develop the total COS under the utility
approach by determining the return on assets. The return is applied to the utility rate base or the
return on assets is the original cost less deprecation (OCLD) of the City’s water system assets.
Table 19 shows the steps used to determine the total cost of service.
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Table 19: Test Year FY 2014-15 Utility Basis Cost of Service

The revenue requirements, including the return on assets and depreciation, were allocated
similarly to the costs used in the cash needs approach to determine the customer class cost of
service. Upon comparison of the two methods (Table 17), RFC determined that the surcharge
differentials should be updated to 40% and 39% for Outside City and Chino Valley, respectively.

Chino Valley customers include customers within the Chino Valley Improvement District
(CVID) and customers outside of the CVID. The agreement between the City and CVID limits
the surcharge that may be assessed to 30% in addition to inside-City charges for the same
customer class. Since the customers within and outside of the CVID make up the overall Chino
Valley customers, the surcharge should be limited to 30% surcharge. The difference between the
39% and 30% surcharge is recovered through charges to inside-City customers.
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WATER RATE DESIGN

In the development of schedules of water rates, a basic consideration is to establish equitable
charges to customers commensurate with the cost of providing service. The only method of
assessing entirely equitable water rates would be the determination of each customer’s bill based
upon their particular service requirements. Since this is impractical, schedules of rates are
normally designed to meet average conditions for groups (classes) of customers having similar
service requirements. Rates should be reasonably simple in application and subject to as few
misinterpretations as possible. Appendix C includes tables that show the development of the
proposed water rates. RFC developed rates for the each year of the three-year study period and
assuming a January 1st effective date. The effective date is 6 months through the fiscal year and
revenues and projected assuming 50% of the bills and water use for a particular year are affected
by the increased charges.

Current Rates
Current rates have been in effect since January 1, 2013. Monthly base charges vary by meter size
and are applicable to all customers. Volume rates vary by customer class and include a four-
block increasing rate structure for all customer classes. As previously discussed, Outside City
and Chino Valley rates are 39 percent and 30 percent greater, respectively, than inside City rates.

Proposed Rates
Revenue requirements and cost of service allocations described in previous sections of this report
provide the basis for designing water rates. Revenue requirements show the need for adjustments
and the level of revenue required. Cost of service allocations lead to unit costs of service, which
are used in the rate design process as a basis for determining whether proposed rates will
reasonably recover cost of service from customer classes as well as provide the total level of
revenue required.

RFC developed cost of service rates for the FY 2016-17 test year that proportionately recover
class cost of service from each customer class under two alternative rate structures; alternatives
which differ in the monthly water tier allowances and volume rates by tier by customer class and
meter size. RFC developed proposed rates for each year of the study period that provide a
smooth transition from existing rates to FY 2016-17 cost of service rates and generate the
additional revenue needed to adequately meet revenue requirements. Tables 20 and 21
summarize existing and proposed FY 2014-15 through FY 2016-17 monthly service charges and
volume rates. The proposed rates for each alternative “phase to” the test year FY 2016-17 total
class cost of service over the three-year period.
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Table 20: Proposed Water Monthly Service Charge

Table 21: Proposed Water Volume Charges
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Alternative 1

The proposed Alternative 1 water rates incorporate the current water allocations by tier, customer
class and meter size. Volume rates by customer class reflect the existing increasing price ratios
compared to tier 1 as is also in place for all customer classes. The proposed volume rates reflect
the customer class based revenue requirements and test year FY 2016-17 cost of service analysis
adjusted for revenue from the monthly service charge.

Alternative 2

The proposed Alternative 2 water rates include modified water allocations by tier, customer class
and meter size to generate projected water volume sales by tier. This alternative was designed to
increase the revenue stability of the water utility by increasing the amount of water use billed at
the Tier 1 and 2 rates; reducing the amount of water use billed at the higher, Tier 3 and 4 rates.

The City implemented the current water tiered allocations in 2006 to help encourage water
conservation as the City implement capital improvements to expand the City’s water resource
portfolio to meet State requirements and serve current and future customers. The adopted rate
structure has helped to reduce customer water use by approximately 20%, but has also created
additional revenue variability as water sales revenues fluctuated due to weather, seasonal visitors
and customer water use behavior changes. Table 22 summarizes the projected water use by tier
included in Alternatives 1 and 2.

Table 22: Percentage of Annual Water Sales by Tier

Alternative 2 is designed to increase revenue recovered by the City within Tiers 1 and 2 and thus
reducing some of the revenue variability as compared to the existing and Alternative 1 volume
rate structure. While the proposed monthly water allocations by tier are expanded under
Alternative 2 increasing total water sales within the lower tiers, the overall volume rates at those
tiers need to be increased to generate the same overall customer class revenue requirement since
it reduces the relative portion of water sales recovered from the increasing unit prices in Tiers 2,
3 and 4.
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Table 23 summarizes the percent of revenue generated by the base charge and Tier 1 of the total
monthly service and volume charge revenues under Alternative 1 and 2 in the FY 2016-17 test
year.

Table 23: Percentage of Revenue Generated by Base Charge and Tier 1 Rates

Appendix C summarizes historical billing data analysis used to project water sales by usage tier
for each customer class and meter size.

Proposed rates use the same structure as existing rates. Monthly service charges recover costs
related to utility billing, meters, and small distribution mains. Volume rates are applicable to all
water usage and are designed to recover volume-related costs.
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RFC proposes a new APF be assessed to water customers. The purpose of the APF is to provide
a dedicated funding source for design, construction, and operation of facilities and
implementation of other measures and practices necessary to achieve and maintain water quality
mandated by state and federal law applicable to surface, reuse, and recharge assets. Upon
implementation of the APF, the City would also establish a new restricted water fund into which
all APF revenues would be deposited.

The APF is calculated based on $0.70 per month for 5/8-inch x ¾-inch water customers
increased by meter size using AWWA capacity relationship. Table 24 summarizes the proposed
APF for FY 2014-15 through FY 2016-17 effective January 1, 2015. The APF is proposed to be
adjusted by 2% per year in FY 2015-16 and FY 2016-17.
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Table 24: Proposed Aquifer Protection Fee

Typical Monthly Water Bills
In order to demonstrate the impact of proposed rate increases and the new aquifer protection fee
on City water customers, RFC has run a bill impact analysis. Under Alternative 1, a typical
residential customer (5/8” meter) that uses 5,000 gallons per month, will see their monthly bill
increase $1.06 from $36.44 to $37.50. Under Alternative 2, the same customer using 5,000
gallons will see their bill increase $1.83 from $36.44 to $38.27. The percentage increases under
each scenario amount to 2.9% and 5.0%, respectively.

The same analysis was performed for non-residential customers. Under Alternative 1, a non-
residential customer with a 2” meter that uses 24,000 gallons per month, will see their monthly
bill increase $9.99from $115.72 to $125.71. Under Alternative 2, the same customer using
24,000 gallons will see their bill increase $13.83 from $115.72 to $129.55. The percentage
increases under each scenario amount to 8.6% and 12.0% respectively.
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WASTEWATER FUND FINANCIAL PLAN

RFC developed a financial plan for the five-year study period of FY 2014-15 through FY 2018-
19 summarized in Table 25. RFC separated the total wastewater fund into operating, special
purpose and capital funds consistent with the City’s budget process and procedures. The
wastewater fund financial plan is detailed in Appendix D.

Table 25: Wastewater Key Results and Drivers

Cash Flow Analysis

Projected wastewater sales revenue under existing rates is insufficient to meet revenue
requirements while maintaining reserve balances. The City’s wastewater fund is currently in a
reasonable financial position and future cash-funded capital expenditures are anticipated to be
both debt and cash funded. The drivers for the wastewater revenue increases – 9%, 5% and 5%
for the next three fiscal years – include the need to exceed debt service coverage target of 150%
annual debt service including projected system DIFs. RFC recommends annual revenue
adjustments summarized in Table 25 and with the first adjustment effective January 1, 2015.

Debt Proceeds, Issuance Costs and Debt Service

Project growth and non-growth related debt issues-borrowings by fund are summarized in Table
26. The resulting annual debt service is discussed in the following sections and summarized in
Appendix A.
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Table 26: Wastewater Debt-Borrowing Summary

Debt funded projects are summarized in Table 27. Debt by fiscal year reflects the following
assumptions:

• 100% debt funding of eligible IIP facilities from FY 2015-16 through FY 2018-19.

• New debt funding of capital projects 26WW in FY 2014-15 and funding through on-
going WIFA proceeds and cash for other FY 2014-15 projects.6

• Assumptions regarding the term, interest rate, debt service requirement and issuance
expenses are summarized in Appendix D.

6 Project 26WW is the Sundog trunk main design and Phase 1 construction.
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Table 27: CIP Debt Funded Projects

RFC recommends that annual updates be completed for the wastewater utility multi-year
financial plan to recognize changes in growth, wastewater sales, operating expenses, debt and
debt service, capital improvement needs and capital funding requirements.

Operating Fund
The operating fund forecasts the revenues and revenue requirements of the wastewater fund over
the study period. The operating fund receives and transfers revenues to other wastewater funds.

Reserves and Cash Balance

The operating fund includes a FY 2014-15 starting balance of $11.4 million. Ending reserves are
targeted at 16% or 60 days of O&M. RFC recommends that the City meet or exceed this
“minimum” level of operating reserve.

Revenues

Revenues for the wastewater utility operating fund are derived from wastewater sales, interest
income and other miscellaneous revenues. Revenues from wastewater sales are projected to
increase based on annual growth rate ranging from 1.5% to 3.0% over the study period.
Wastewater sales revenues include monthly charge per bill and uniform volume rates that vary
by customer class and assessed based on each customer’s average winter consumption.
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Miscellaneous operating revenue are projected to increase 3% per year and include
miscellaneous customer charges (e.g., turn on / turn off fees) and treated effluent customer fees.

Interest income is projected based on the starting fund balance and an interest earnings rate of
1%.

Revenue Requirements

Operating fund revenue requirements include O&M, debt service, and transfers to the other
special purpose operating funds and loans to wastewater capital funds.

O&M is organized into various divisions and includes personnel, supplies, services and materials
to collect, treat and dispose of wastewater effluent annually based on the adopted City budget.
These costs are funded by wastewater sales revenues. O&M is projected to increase from $5.8
million in FY 2014-15 to $6.7 million in FY 2018-19 due to annual compounded inflation. The
projected O&M by department and component are based on FY 2014-15 budget, increased for
additional O&M and adjusted annually for inflation summarized in Appendix D.

Annual debt service is based on the non-growth or rate funded portion of outstanding and
projected wastewater fund debt issues ranging from $1.8 million to $2.3 million by the end of the
study period detailed in Appendix A. Table 26 summarizes projected debt issues, including non-
growth related debt repaid through user charges.

Other cash inflows and outflows are comprised of a variety of sources and uses.

Transfer to Capital Improvement Fund

Non-growth capital improvements are funded within the capital improvement fund and annual
transfers are made from the operating fund equal to the cash funded capital requirements
summarized in Table 27.

System DIF Fund Loans and Loan Repayment

Within each service area the use of funds may not directly match projected growth and timing of
new development. The timing of the facility requirements as well as current and future debt
service may create cash shortfalls which are met from loans from the operating funds. These
loans are repaid as DIF revenue exceeds annual expenditure requirements, but in cases of smaller
service areas or areas slower to develop, loans may be incurred for some time.

WIFA Loan Disbursements

The City has secured multiple loans through the State of Arizona Wastewater Infrastructure
Financing Authority (WIFA) including one active or on-going loan projected to be completed in
FY 2014-15. Approximately $1.6 million of funding for non-growth related capital
improvements are incorporated within the operating fund and transferred to the non-growth
capital fund. Future loan disbursements tied to future capital projects are included in the capital
improvement fund with the annual debt service repaid through rates within the operating fund.
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Capital Improvement Program Fund
The capital improvement program fund forecasts the annual sources and uses of the wastewater
fund over the study period. The capital improvement program fund receives transfers from the
operating fund and funds non-growth capital improvement projects on an annual basis, but does
not maintain a separate fund balance. Total capital improvements are included in Appendix D.
Non-growth related or those funded within this fund include capital projects designated as “O” or
Operational projects as well as the non-growth related portion of eligible IIP facilities.

Source and Uses

Sources include transfers from the operating fund equal to annual requirements adjusted for bond
and/or loan proceeds supporting non-growth related portion of future debt. Projected debt
reduces the amount that would be required from annual wastewater sales revenues. Uses within
the fund include non-growth or rate funded portion of capital projects and bond and/or loan
issuance costs and debt service reserve requirements associated with future debt issues. Total
study period non-growth capital projects average $2.7 million with a high in FY 2014-15 of $8.6
million and a low of $0.8 million in FY 2017-18.

The fund does not maintain a cash balance.

Wastewater System Development Impact Fee (DIF) Fund
The City adopted Wastewater System Development Impact Fees (DIFs) that will be assessed
within nine separate service areas effective August 1, 2014.

The City of Prescott Land Use Assumptions and Infrastructure Improvements Plan (dated
February 25, 2014) and the City of Prescott Development Impact Fee Report (April 24, 2014)
provide additional detail regarding the separate service areas, fee calculations and improvements
funded within each service area. The adopted fees for equivalent 5/8-inch by 3/4-inch wastewater
system DIFs and combined fees assessed to new development by service area are summarized in
Table 28.
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Table 28: Wastewater System Development Impact Fees

Cash Flow Analysis

A cash flow analysis has been compiled for each service area that summarizes the sources and
uses of Wastewater System DIF funds summarized in Appendix D. While the separate service
areas are compiled into a consolidated fund that summarizes annual source and uses, each
service area is a separate fund.

Reserves and Cash Balance

The wastewater system DIF fund includes a FY 2014-15 starting balance of ($0.9) million and
this fund does not have a minimum reserve target. Starting in FY 2014-15, each service area will
track the fund balances separately.

Source and Uses

The Wastewater System DIF fund cash flow analysis summarizes the source and uses over the
study period included in Appendix D. Sources include wastewater system DIFs by service area
or one-time fees assessed to new wastewater connections, projected interest income, WIFA loan
distributions on active growth-related portion of WIFA loans or approximately $3.8 million, and
loans from the operating fund equal to annual a balance of $0. Bonds and/or loan proceeds
supporting non-growth related portion of future debt are projected to be required reducing the
amount that would be required from annual wastewater sales revenues. Uses within the fund
include growth-related portion of capital projects, growth-related portion of existing and future
debt service, and repayment of loans from the operating fund. Uses also include bond and/or loan
issuance costs and debt service reserve requirements associated with future growth-related debt
issues. Wastewater System DIF fund debt service averages $3.1 million increasing from $2.6
million in FY 2014-15 to $3.5 million in FY 2018-19.
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Revenue Projections

Projected Wastewater System DIF revenues are based on the adopted fee per EDU by service
area applied to projected EDUs over the five-year period. Revenues are retained within the
separate service areas. Current EDU distribution by service area was identified by the City
during the wastewater distribution model analysis. EDUs are projected in one of the nine
different service areas as summarized in Appendix E. Service area A reflects the entire
wastewater system with projected EDUs by corresponding year based on the growth projections
provided in the Final LUA and IIP. For example, Service Area D is a component of Service
Areas A and I and new EDUs within Service Area J will also be included in projected EDUs in
larger service areas. The distribution of EDUs among the various service areas was estimated
evaluating the current distribution of development and anticipated areas of the City to develop.
The City completed a wastewater collection system model update in 2013 that contemplated the
pace of development and wastewater infrastructure prioritizing capital projects for inclusion the
master plan and IIP.
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WASTEWATER COST OF SERVICE

Equitable wastewater rates fairly recover cost of service from each customer class.
Determination of cost of service takes into account volume of wastewater received, discharge
strength characteristics, number of customers, and other relevant factors.

Test Year
The cost of service analysis is conducted for the FY 2016-17 test year to provide a three-year
period to transition to cost of service rates. Appendix G includes tables that show the wastewater
cost of service analysis.

Test year cost of service (revenue requirements) totals approximately $12.9 million and includes
O&M, debt service, transfers to capital funds and cash funded capital costs. These costs are met
from wastewater sales revenue generated from wastewater rates, miscellaneous revenue sources
summarized in Table 29.

Table 29: Wastewater - Total Cost of Service
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Revenue Requirements
The total FY 2016-17 revenue requirements consist of $6.2 million of operating expenses and
$5.8 of capital costs. These costs are increased in total by $0.8 million in other miscellaneous
revenue sources and sources and uses (e.g., miscellaneous system revenue and projected debt)
and change in the cash balance of the operations fund.

Units of Service
Service requirements for each class are based on contributed wastewater volume and biological
oxygen demand (BOD) and total suspended solids (TSS) strengths, and number of bills.

Wastewater volume consists of two elements: contributed sanitary flow and infiltration/inflow
(I/I) from storm event water runoff, snow melting and/or ground water that seeps into the
wastewater collection and interceptor system. Contributed wastewater flow is that portion of the
annual water use that enters the sanitary wastewater system. Estimates of the contributed
wastewater volume are based on annualized average winter period water use from October
through March for each customer classification during periods of the year which generally
excludes non-wastewater water uses such as lawn sprinkling. RFC estimated annualized winter
water use period for residential, non-residential, and septage customers as summarized in
Appendix E.

I/I represents approximately 3% of the total wastewater flow reaching the City’s wastewater
treatment plant. Each customer class should bear its proportionate share of the costs associated
with I/I, as the wastewater system must be adequate to convey and process the total wastewater
flow. For these customers, RFC estimates that 67% of I/I is based on the number of customers or
size of the system and 33% is based on contributed volume. The results of the incorporation of
annualized winter water use and volume and customer-related I/I are detailed in Appendix E.

RFC estimates that the City will contribute 1.4 billion gallons of sewer volume, generate 3.8
million, pounds of biochemical oxygen demand (BOD) and 4.4 million pounds of total
suspended solids (TSS) in FY 2016-17 based on FY 2012-13 historical loadings adjusted for
customer and discharge growth.

The City also incurs customer costs related to local wastewater collectors as meter replacement
and billing costs are recovered fully within the water fund. Local wastewater collector costs are
allocated based on the number of bills.

A final cost component includes the effluent delivery costs recovered through charges for non-
potable or treated effluent service to contract and non-contract customers. The effluent delivery
costs are recovered directly by these charges with additional amounts treated as miscellaneous
revenue adjustments.
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Allocation to Cost Components
An initial step in the cost of service analysis allocates revenue requirements to the functional cost
components. The second step allocates the functional costs among service characteristics. For
example, wastewater treatment expenses are separated into volume, BOD, and TSS. Collection
system expense is allocated to volume and customer costs (based on the proportion of
interceptors and local collection lines) regardless of wastewater flow providing a stable revenue
source funding line replacement and maintenance costs. Interceptors, or the system component
that conveys wastewater effluent to the WWTP, are allocated based on the volume of wastewater
flows.

There are three basic wastewater flow based components: volume, strength, and customer.
Volume costs vary with the quantity of wastewater contributed. Strength costs vary with the
strength of wastewater contributed. Customer costs vary in proportion to the number of bills.

Administration and general expenses are identified with system facilities or activities to the
extent possible to simplify the allocation process. Those expenses that are not specifically
assigned are allocated in proportion to all other operating expenses.

Capital costs are allocated to functional cost components according to the design or function of
each facility or activity. The allocation of system assets to functional cost components provides
the basis for allocating annual capital costs.

The allocation of O&M is similar to the allocation of capital costs. O&M is allocated to
functional cost components according to budgeted designation of operating expenses associated
with operating the wastewater system and the design or function of the facility related to cost
categories. For example, wastewater treatment costs are allocated among volume, BOD and TSS
cost components the facilities are designed to meet. Alternatively, wastewater collection system
costs are allocated among volume the customer local collection system cost components. The
interceptor or portion of the system related to wastewater interceptor and collection system
pipelines with 12-inch and greater diameter are allocated among the volume related cost
component. The 10-inch and smaller local collection system costs are allocated per wastewater
bill component of the customer cost category.

Net cost of service equals total cost of service less adjustments for miscellaneous revenue
sources and other sources as previously discussed and summarized in Appendix E.

Allocation to Customer Classes
The separation of costs into functional components provides a means for distributing such costs
to various classes of customers based on their respective responsibilities for each particular type
of service. Current customer classes include residential, nonresidential, septage, and effluent
accounts. These classes group together customers with similar service characteristics and provide
a means for allocating costs to customers.
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Service requirements are based on class wastewater volume contributed, estimated BOD and
TSS concentrations, customer cost per bill and effluent delivery cost per kgal of treated effluent
sales.

Class cost of service is the product of unit costs of service times the customer class service
requirements. Unit costs are the quotient of functionalized cost of service divided by the
applicable units of service and provide the foundation for rate design.

Comparison of class cost of service with class revenue under existing rates shows the adjustment
needed in class revenue to meet cost of service.

Unit Cost of Service

Unit cost of service forms the basis for rate design and is the quotient of net cost of service
divided by the applicable units of service. The unit cost of service based on the proportional
demands of all customers.

The summary of the cost of service for each customer classification is compared to the projected
FY 2016-17 revenues generated from the same customers, adjusted for growth, without a
revenue adjustment. Overall as summarized in Table 30, the system increases required by FY
2016-17 totals approximately 20%. The difference between the cost of service customer costs
and the revenue generated from the current rates provides the necessary adjustment to user
charges necessary to achieve cost of service results by FY 2016-17 discussed in the next section.

Table 30: FY 2016-17 Class Cost of Service and Revenue Comparison
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WASTEWATER RATE DESIGN

In the development of schedules of wastewater rates, a basic consideration is to establish
equitable charges to customers commensurate with the cost of providing service. The only
method of assessing entirely equitable wastewater rates would be the determination of each
customer’s bill based upon their particular service requirements including individually measured
discharges. Since this is impractical, schedules of rates are normally designed to meet average
conditions for groups (classes) of customers having similar service requirements. Appendix F
includes tables that show the development of the proposed wastewater rates. RFC developed
rates for the three-year study period and January 1st effective date. The effective date is 6 months
through the fiscal year and revenues and projected assuming 50% of the bills and billed
wastewater use for a particular year are affected by the increased charges.

Current Rates
Current rates have been in effect since January 1, 2013. A separate base charge is assessed
monthly per bill to residential and non-residential customers. Volume rates vary by customer
class estimated monthly average winter consumption based on October through March water use.

Proposed Rates
Revenue requirements and cost of service allocations described in previous sections of this report
provide the basis for designing wastewater rates. Revenue requirements show the need for
adjustments and the level of revenue required. Cost of service allocations lead to unit costs of
service, which are used in the rate design process as a basis for determining whether proposed
rates will reasonably recover cost of service from customer classes as well as provide the total
level of revenue required.

RFC developed cost of service rates for the FY 2016-17 test year that proportionately recover
class cost of service from each customer class under a single alternative rate structure. RFC
developed proposed rates for each year of the study period that provide a smooth transition from
existing rates to FY 2016-17 cost of service rates and generate the additional revenue needed to
adequately meet revenue requirements. Tables 31 and 32 summarize existing and proposed FY
2014-15 through FY 2016-17 monthly service charges and volume rates and compare the
proposed rates for to the test year 2016-17 total class cost of service over the three-year period.

Table 31: Proposed Wastewater Monthly Service Charge
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Table 32: Proposed Wastewater Volume Charge

Appendix D summarizes historical billing data analysis used to project wastewater sales by
usage tier for each customer class and meter size.

The proposed rate alternative differs from the structure of the existing rates. The proposed rates
for FY 2016-17 will further the City’s efforts to consolidate the wastewater volume charges. By
FY 2016-17, the City will have eliminated all but one separate customer class and have a
residential rate, a single non-residential (general) rate, a rate for septage haulers and a rate for
restaurants. Volume rates are applicable to all wastewater usage and are designed to recover
volume-related costs.

�������	��������	�������

The City provides service to treated effluent customers. Current customers include both contract
and non-contract customers. Table 33 summarizes the projected FY 2014-15 effluent sales per
acre-foot (AF) of water, contracted price per AF and contract expiration date. The vast majority
of treated effluent water sales are provided to contract customers or additional customers with
user charges tied to contracted customers.

Table 33: Current Effluent Customers and Contracts

Based on FY 2016-17, volume-related charges per 1,000 gallon is $4.80. The converted cost is
approximately $1,560 per AF based on 325,851 gallons per acre-foot of water. Non-contract
customers are currently charged of rate of $500 per AF representing approximately 32 percent of
the average treated volume rate. Since the City does not incur additional costs of treatment and
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would otherwise recharge the water into the Aquifer providing a future water source for the City,
RFC recommends the City modify the non-contract treated effluent rate increasing the percent of
the treated water rate to 70% over multiple years. This practice is consistent with industry
standards which often price treated effluent as at a percent of potable water.

Table 34 summarizes proposed effluent rate adjustments over the study-period which transitions
to 70% over many years. It should be noted that the revenue generated from non-contract
customers are small enough to not affect the overall financial plan and rate revenue adjustments.

Table 34: Proposed Effluent Volume Rates

Typical Monthly Wastewater Bills
In order to demonstrate the impact of the proposed rate increases on City wastewater customers,
RFC has run a bill impact analysis. A typical residential customer that uses 5,000 gallons per
month, will see their monthly bill increase $4.09 from $39.72 to $43.81. This increase represents
a percentage increase of 10.3% to the customer’s bill. A non-residential (general) customer using
25,000 per month will see their monthly bill increase $11.38 from $149.71 to $161.09,
representing a 7.6% increase.
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