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AGENDA

• Board direction

• Cost of Services Study Committee
• Members
• Principles

• Cost of Services Study details
• Overhead and indirect cost allocations
• Debt service allocation
• Other non-rate revenue
• Prop. 218 requirements
• Draft rate models



AGENDA CONTINUED

• Revised timeline

• Next steps



BOARD DIRECTION

• The District shall conduct, complete and implement
the results of a Cost of Services study as soon as 
possible to confirm whether the charges and
differences in charges among various rate 
classifications are appropriate

• Board reviewed first draft of COS Study
• Additional meeting requested by Board for further 

review and direction



INVOLVING THE COMMUNITY
COMMUNITY BASED COMMITTEE MEMBERS



COMMITTEE MEMBERS – COMMUNITY 
BASED MEMBERS

• Kim Beal, Cameron Park

• Albert Hazbun, El Dorado Hills

• Tom Heflin, Camino

• Doug Leisz, Placerville 

• Greg Prada, Cameron Park 



COMMITTEE MEMBERS – DISTRICT STAFF

• Jim Abercrombie, General Manager

• Mary Lynn Carlton, Communications Director

• Mark Price, Finance Director

• Dana Strahan, Drinking Water Manager

• Elizabeth Wells,  Engineering Manager



COMMITTEE CONSULTANT

• Greg Clumpner – HDR Project Manager
• Master’s degree in Agricultural Economics from UC Davis
• 26 years experience of national and international 

experience in water, sewer and recycled water 
projects

• Completed 120 water and sewer rate studies, primarily for 
California clients

• Regularly addresses workshops on conservation-oriented 
water rates and Prop. 218 requirements

• Regular presenter at AWWA and related industry conferences,
speaking on rate design, water conservation, and utility 
financial planning



BEGINNING THE PROCESS
ESTABLISHING THE FOUNDATION



PRINCIPLES FOR GUIDING THE 
RATE-SETTING PROCESS
• Principle 1 – Establish rates in compliance with all applicable 

Federal, State and local laws and regulations

• Principle 2 – Establish rates that are fair and equitable within the 
limitations of reasonable and attainable data and the District’s 
administrative systems, personnel and finances

• Principle 3 – Attempt to make rates simple to understand for the 
public and reasonable to administer

• Principle 4 – Establish stable and predictable rates over time to 
the extent possible within the District’s overall financial plan



PRINCIPLES FOR GUIDING THE 
RATE-SETTING PROCESS
• Principle 5 – Make rates cost-based to the extent possible

• Principle 6 – Set rates to promote efficient customer use

• Principle 7 – Establish uniform rates within a service class; do not 
differentiate by area, within a service class, nor by pumped 
versus gravity water service

• Principle 8 – Calculate water, sewer, and recycled water rates 
independently, without subsidies where practicable



PRINCIPLES FOR GUIDING THE 
RATE-SETTING PROCESS
• Principle 9 – Establish agricultural irrigation rates that recognize 

agriculture’s role in the District’s formation and development, the 
quality of water required to serve these customers, and the level 
of service provided 

• Principle 10 – Establish recycled water rates that encourage   
efficient use and recognize the resource benefits of reuse

• Principle 11 – Allocate property tax revenues reasonably among 
commodities

• Principle 12 – Consider financial tests, such as debt service 
coverage, in all District financial planning and rate adjustments



OVERHEAD AND INDIRECT COST
ALLOCATIONS



OVERHEAD AND INDIRECT COST 
ALLOCATIONS

• Committee reviewed overhead and indirect cost
allocation methodologies using detailed staff 
reports and discussing many approaches such as: 
customer, operational FTEs*, expense including labor 
and expense excluding labor

• One committee member discussed the need for a
detailed time and motion study

* Full-time equivalent



OVERHEAD AND INDIRECT COST 
ALLOCATIONS

• Refer to detailed spreadsheet



OVERHEAD AND INDIRECT COST 
ALLOCATIONS

•



OVERHEAD AND INDIRECT COST 
ALLOCATIONS

• Staff and consultant evaluated 2 other Districts’ 
allocation methodologies
• Rancho Murieta and South Tahoe Public Utility District
• Committee decided a detailed time and motion study 

was not necessary

• Committee supported using District’s past overhead
and indirect allocation methodologies
• Considered methodologies reasonable
• 9 to 1 majority vote



DEBT SERVICE ALLOCATION



DEBT SERVICE COVERAGE BY OFFICIAL 
STATEMENT SUMMARY

Face Value
water ww water ww total

2003A 0.5739    0.4261    42,485,698.98    31,539,301.02      74,025,000.00         
2003 B 0.6520    0.3480    59,849,979.45    31,950,020.55      91,800,000.00         
2004A 0.5270    0.4730    39,759,016.95    35,685,983.05      75,445,000.00         
2004B 0.1390    0.8610    1,150,657.46      7,126,716.10        8,277,373.56           
2009A 0.5600    0.4400    74,079,598.55    58,205,401.45      132,285,000.00       

2008A 0.6700    0.3300    74,172,344.53    36,532,655.47      110,705,000.00       
2010A 291,497,295.90  201,040,077.65   492,537,373.56       

decrease in 2003A 0.5739    0.4261    (3,897,033.38)     (2,892,966.62)      (6,790,000.00)          
decrease in 2004A 0.5270    0.4730    (9,343,592.95)     (8,386,407.05)      (17,730,000.00)       

refinanced=2008A 0.6095    0.3905    (61,000,636.91)  (39,076,736.65)    (100,077,373.56)     

0.59047  0.40953  217,256,032.66  150,683,967.34   367,940,000.00       



DEBT SERVICE ALLOCATION

• Committee reaffirmed the debt service allocation 
using the Board approved Official Statements as 
reasonable allocation of cost between water and 
wastewater
• 9 to 1 majority vote



DEBT SERVICE COVERAGE

• Staff proposed ranges
• 1.35 to 1.50 with FCCs
• 1.10 to 1.25 without FCCs

• Other utilities
• EBMUD has target of 1.6 (with FCCs)
• CCWD ranges from 1.5 to 2.0 and above (with FCCs)

• Critical to long-term financial stability and transition
to increased pay-as-you-go project financing



DEBT SERVICE ALLOCATION

• Provides adequate revenue to meet coverage and
fund smaller capital replacement projects

• Committee discussed the need to phase in over time



OTHER NON-RATE REVENUE



OTHER NON-RATE REVENUE

• Property taxes  
• Committee unanimously supported Principle 11 

which was adopted by the Board
• Study shows that property taxes supplement both 

water and wastewater revenue requirements
• Property tax is used so that each enterprise fund 

meets debt service coverage
• Property tax is non-rate revenue not subject to 

Prop. 218



PROPERTY TAX ALLOCATION

Year Water
Debt Service 

Coverage
Wastewater

Debt Service 
Coverage

2010 44% 1.46% 56% 1.26%

2009 60% 0.83% 40% 0.81%

2008 40% 1.45% 60% 1.47%

2007 50% 2.27% 50% 1.44%

2006 50% 3.85% 50% 1.25%

2005 52% 2.05% 48% 1.26%

2004 56% 0.84% 44% 0.95%



PROP. 218 REQUIREMENTS



PROP. 218 REQUIREMENTS

• Revenues derived from the fee or charge must not 
exceed the funds required to provide the property-
related service

• Revenue from the fee or charge must not be used 
for any purpose other than that for which the fee or 
charge is imposed



PROP. 218 REQUIREMENTS

• No fee or charge may be imposed for general 
governmental services, such as police, fire, 
ambulance, or libraries, where the service is 
available in substantially the same manner as it is 
to property owners

• The amount of a fee or charge imposed upon any 
parcel or person as an incident of property 
ownership must not exceed the proportional cost of 
the service attributable to the parcel



PROP. 218 REQUIREMENTS

• The fee or charge may not be imposed for service, 
unless the service is actually used by, or 
immediately available to, the owner of the 
property in question. Fees or charges based on 
potential or future use of a service are not 
permitted. Stand-by charges must be classified as 
assessments and must not be imposed without 
compliance with the proportionality requirements 
for assessments



PROP. 218 REQUIREMENTS
2012 Water
(in millions)

2012 Wastewater
(in millions)

Total Revenue Requirements $40.5 $25.9

Net Revenue from Rates $22.5 $21.1

Other Non-Rate Revenue

Property Tax and Misc. $ 9.3 $ 6.6

Hydro Revenue $ 8.0 ---

Recreation Revenue $ 1.0 ---

Total Other Non-Rate Revenue $18.3 $ 6.6

Balance of Funds $ 0.3 $ 1.8



PROP. 218 REQUIREMENTS

• The COS Study rate structure is expected to 
generate sufficient revenue to meet the District’s 
annual maintenance and operation expenses, as 
well as the rate funded capital costs and debt 
service coverage required to provide water or 
wastewater service



PROP. 218 REQUIREMENTS
• Legal standard for COS Study: Use appropriate 

industry principles and guidelines, including AWWA 
and other industry best management practices

• Court decisions on Prop. 13, similar laws:  Cost 
allocations for services provided are to be
judged by a standard of reasonableness with some 
flexibility permitted to account for system-wide 
complexity



PROP. 218 REQUIREMENTS

• Fair and equitable allocation of rates among water,
wastewater and recycled water services

• Fully-disclosed cost allocation methodologies

• Detailed cost of service rate model
• Committee comments

• Fair methodology
• Well documented
• Fact-based process
• Great model
• Reasonable proposals for Board consideration

• 9 to 1 majority vote



RATE STUDY OVERVIEW



 

Figure 1 – Overview of Rate Study Components 

 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Compares the sources of funds (revenues) to the 
expenses of the utility to determine the overall 
sufficiency of current rates and determine the future 
rate adjustments needed. 

Revenue Requirement 
Analysis 

Allocates the revenue requirements to the various 
customer classes of service in a “fair and equitable" 
manner, and ensures rates meet Proposition 218 
requirements. 

Cost-of-Service 
Analysis 

Considers how fixed charges and volume-based rates 
are designed to collect the target level of revenues. Rate Design Analysis 



WATER RATE MODEL 
OVERVIEW



COST OF SERVICES ANALYSIS 
TERMS AND FLOW CHART



DRAFT WATER RATE MODELS





































SEWER RATE MODEL - OVERVIEW



COST OF SERVICES ANALYSIS 
TERMS AND FLOW CHART WASTEWATER



DRAFT SEWER RATE MODELS































DRAFT RECYCLED WATER RATE 
MODELS











COST OF SERVICES STUDY MODEL 
SUMMARY



REVENUE REQUIREMENTS DRAFT MODEL
• Water

• Overall water revenue may require an increase in 
addition to the previously Board adopted 5% rate 
increase based on several contingencies
• District Capital Improvement Plan (CIP)
• District Budget
• Domestic Irrigation customer class results 
• Debt service coverage targets
• Potential refinancing opportunity
• Fixed vs. variable cost allocation revision

• The proposed cost of services allocation methodology 
will have a different effect on each customer class 



REVENUE REQUIREMENTS DRAFT MODEL

• Wastewater
• The previously Board adopted 5% rate increase in 

overall wastewater revenue appears to be adequate
• Single family residence rates may not require the 

previously adopted 5% increase in 2012 based on several 
contingencies
• District Capital Improvement Plan (CIP)
• District Budget
• Regulatory requirements
• Potential refinancing opportunity

• The proposed cost of services allocation methodology 
will have a different effect on each customer class 



NEXT STEPS

• Postpone Community Workshops until the financial
plan is updated
• Revised Capital Improvement Plan (CIP) reduced 

by $50 million over 5 years
• 2012 Budget development
• $1.2 million Mello Roos payment
• Debt restructuring proposal
• Establish debt service coverage goals
• Fixed vs. variable cost allocation revision



NEXT STEPS CONTINUED
• Board review of updated financial plan

• Workshops to be scheduled following financial plan
update and Board review

• Board to consider customer feedback

• Board to consider rate adjustments



NEXT STEPS CONTINUED

• Community Workshop Agenda
• Cost of Services Study review
• Capital Improvement Plan (CIP)
• Average bill comparison  
• Domestic Irrigation customer class
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