Amador Water Agency 2015 Urban Water Management Plan
Revised Public Draft

June 2015 Rate Update and
Water Shortage Financial
Strategy

Appendix M June 2015 Rate Update and Water Shortage
Financial Strategy

June 2016

AMADOR WATER AGENCY

FY 15-16 Water Rate Update and
Water Shortage Financial Strategy

Final Report

June 3, 2015

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY

AMADOR WATER AGENCY

TABLE OF CONTENTS

I.

SUMMARY AND RECOMMENDATIONS ...............................................................................1
Planned Changes in Water Rates for FY 15-16.......................................................................1
Proposed Changes to Water Rates During Normal Conditions ..............................................2
Proposed Temporary Water Shortage Rate Surcharges...........................................................4
II. WATER RATE UPDATES FOR NORMAL WATER SUPPLY CONDITIONS ............................6
Inflationary Adjustment to Water Rates and Charges for July 2015 ......................................6
Termination of CAWP-Retail Pumping Surcharge and Increase in Debt Service Charge .....7
New Uniform Water Rate Structure for Single Family Customers ........................................8
Transition of Flat Rate Customers to Metered Water Rates ...................................................9
Schedule of Annual Automatic Inflationary Rate Adjustments............................................10
III. WATER SHORTAGE FINANCIAL ANALYSIS ......................................................................12
Stages of Water Supply and Shortage....................................................................................12
Financial Implications of Water Shortage..............................................................................12
Water Shortage Financial Analysis .......................................................................................13
Special Conditions for FY 15-16 ............................................................................................17
Temporary Water Shortage Rate Surcharges ........................................................................18
Potential Impact of Water Shortage Rates on Customer Bills ...............................................21

THE REED GROUP, INC.

AMADOR WATER AGENCY

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY
I.

SUMMARY AND RECOMMENDATIONS

The Amador Water Agency (Agency) provides water service to about 6,900 residential,
commercial, industrial, and irrigation customers, as well as to several public agencies. The
Agency delivers about 1.6 billion gallons of water per year through a water distribution system
that includes 230 miles of pipelines, as well as water production, treatment, and transmission
facilities.
The Agency’s water system operation is funded mainly through water rates and service
charges. Those revenues are used to pay for the ongoing operation, maintenance, repair, and
replacement of the existing water system, including administrative costs and debt service
payments. The Agency continues to make every effort to keep costs down while maintaining
the high level of service that customers have come to expect. Over the past several years, the
Agency has reduced the number of staff positions from 66 to 41, reorganized staff, and
implemented labor concessions. Because of drought conditions, the Agency also has had to
decrease project spending, defer needed maintenance, and utilize limited financial reserves.
This report describes six distinct changes to the Agency’s water rates planned or proposed for
FY 15-16. The first two changes will occur automatically, based on previous actions taken by
the Board of Directors. The other four actions will require the Agency to follow the formal rate
adoption process provided in Article XIIID of the California Constitution (Proposition 218),
including a notice to all affected property owners and customers at least 45-days prior to a
public hearing. These six changes are:
1. Implementation of a 2.5 percent inflationary adjustment to water usage rates and
monthly service charges (but not monthly debt service charges) to be effective July 1,
2015 (automatic change);
2. Termination of the existing CAWP-Retail pumping surcharge and increasing the CAWPRetail debt service charge as approved in June 2013 to be effective as soon as the Gravity
Supply Line (GSL) project is operational (automatic change);
3. Elimination of the 3-tier water usage rate structure for single family customers, which if
approved will be replaced by a uniform water usage rate effective August 1, 2015;
4. Transition of all remaining flat rate customers to metered water rates as soon as possible;
5. Imposition of a new five-year schedule of automatic annual inflationary adjustments to
water rates through July 2020; and
6. Adoption of new temporary water shortage rate surcharges on water usage rates, which
would be used only during the time when the Agency’s Board of Directors has declared
a water shortage condition.
Planned Changes in Water Rates for FY 15-16
In 2013, the Agency adopted new system-wide water rates. At that time, the Board of Directors
also (1) adopted a schedule for annually adjusting water usage rates and monthly service
charges, and (2) determined that the CAWP-Retail pumping surcharge would be terminated
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and the CAWP-Retail monthly debt service charge would be increased to incorporate GSL debt
service requirements, as soon as the GSL becomes operational.
Implementation of Inflationary Rate Adjustments for FY 15-16
In accordance with procedures adopted in 2013, a 2.5 percent increase in water usage rates and
monthly debt service charges is planned for July 1, 2015. The rate increase is based on the
change in the San Francisco-Oakland-San Jose Consumer Price (SF-CPI) from February 2014
through February 2015. The annual inflationary rate adjustment is also subject to a 3 percent
annual cap. The adjustment does not affect monthly debt service charges. Water service
customers are being provided with the required written notice of the change through the Public
Notice.
Exhibit II-1, on page 7 of this report, presents the new water rate schedule to be effective on
July 1, 2015. Monthly debt service charges are not included in the exhibit because they are
unaffected by the inflationary adjustment.
Termination of CAWP-Retail Pumping Surcharge and Increase to CAWP-Retail Debt Service Charge
When adopting new water rates in 2013, the Agency also implemented a pumping surcharge
for customers in the CAWP-Retail service area related to the extraordinary costs of pumping
water from the Mokelumne River to the Buckhorn Water Treatment Plant (WTP). The Agency
is constructing a new pipeline to convey water from a higher point on the Mokelumne River by
gravity to the Buckhorn WTP. When that pipeline becomes operational sometime within the
next few months, the Agency will terminate the CAWP-Retail pumping surcharge thereby
reducing the cost of water service for all CAWP-Retail customers.
In addition, the monthly debt service charge for CAWP-Retail customers adopted in 2013
included the debt service payments associated with the gravity pipeline. However, the Agency
Board determined that the CAWP-Retail monthly debt service charge would be implemented at
only 89 percent of the full amount until the gravity pipeline is completed and operational.
When the gravity pipe becomes operational, the pumping surcharge will be eliminated and the
debt service charge will be increased to the full, previously adopted amount.
Proposed Changes to Water Rates During Normal Conditions
Three changes to the Agency’s normal water rates are proposed; they will be considered during
a water rate hearing scheduled for July 21, 2015.
Elimination of Uniform Water Usage Rate for Single Family Customers
At present, water rates for single family homes include a 3-tier water usage rate structure. The
Agency’s Board of Directors will consider simplifying the water rate structure by eliminating
the three tiers and replacing them with a uniform water usage rate. The proposed uniform
water rate is $2.30 per CCF, which is the same water usage rate the Agency will charge to its
other treated water general service customers (inclusive of the planned July 1, 2015 inflationary
adjustment). The rate structure change will not affect either the monthly service charges or the
monthly debt service charges, nor will it affect the water rates of untreated and wholesale water
service customers.
On April 20, 2015, the Fourth District Court of Appeal issued a decision in Capistrano Taxpayers
Association v. City of San Juan Capistrano (SJC decision). The SJC decision focused on, among
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other things, tiered water pricing. Under the SJC decision the appellate court affirmed that
public agencies have authority to design tiered water rate structures. However, the court
narrowly read Proposition 218 and determined that agencies cannot justify any portion of a
higher rate on a conservation objective alone.
The SJC decision may not be the last word on Proposition 218’s effect on tiered water rates. The
court of appeal deciding that case ignored rulings by previous courts of appeal that recognized
the discretion of water agencies to determine the cost of water service and the impossibility of
calculating water rates with mathematical precision. In the interest of reducing uncertainty and
to ensure that the Agency’s water rates continue to comply with legal requirements, the Agency
is considering eliminating the 3-tier water usage rate structure and replacing it with the uniform
water usage rate applicable to other general service customers.
This rate structure change will result in a number of single family water bills increasing, even
though the change itself is not intended to generate additional revenue. Because the change
will increase some water bills it is necessary for the Agency to go through the Proposition 218
formal rate adoption process.
Transition of Flat Rate Customers to Metered Water Rates
Fewer than 100 legacy customers continue to use water from the Agency under a flat rate
schedule. In compliance with State law, the Agency has been installing water meters on these
water services and collecting metered water usage data. State law also requires that all water
service customers pay for service based on metered water usage by the end of 2024. Because of
the continuing and deepening drought, and mandatory water use restrictions imposed by the
State, during its April 9, 2015 regular meeting, the Agency Board of Directors determined that
all flat rate customers should be transitioned to metered water rates as soon as possible. For
most flat rate customers, the transition will occur on August 1, 2015.
Exhibit II-2, on page 11 of this report, presents the complete normal metered water rate
schedule, including water usage rates, monthly service charges, and monthly debt service
charges applicable to metered water service to be effective on August 1, 2015, if approved
during the public hearing on July 21, 2015. These water rates will apply to flat rate customers
transitioned to metered rates.
Adopting New Schedule of Inflationary Rate Adjustments Through July 2020
Under an existing schedule previously adopted by the Board of Directors, on July 1 of each year
the Agency adjusts all water usage rates and monthly service charges by the change in the
Consumer Price Index between February of the then-current year and February of the thenprevious year. Annual inflationary increases are capped at 3 percent. In no event must any
such rate adjustment result in rates that exceed the cost of providing water service. Monthly
debt service charges are not adjusted for inflation.
The existing annual adjustment schedule was adopted for a five-year period ending in July
2018. Because the Agency is considering other changes to water rates that require the formal
rate adoption process and public hearing, the Board of Directors will also consider adopting a
new five-year schedule for annual inflationary adjustments from July 1, 2016 through July 1,
2020. No changes to the adjustment calculation described above are proposed.
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Proposed Temporary Water Shortage Rate Surcharges
California is now in its fourth year of drought. The Amador Water Agency and all of California
are confronting limited water supplies. In January 2014, California’s Governor called for a 20
percent voluntary reduction in water use. On April 1, 2015, the Governor called for a 25 percent
mandatory statewide reduction in water use. The State Water Resources Control Board
adopted an emergency regulation requiring all urban water suppliers, including the Agency to
impose significant reductions in their customers’ water usage.
In response to the continuing drought, the Agency adopted four stages of water supply
shortage and has developed specific water use restrictions and other actions that apply to each
stage. These stages are defined as follows:
Normal supply conditions
Stage 1 – Water Alert
Stage 2 – Water Warning
Stage 3 – Water Crisis
Stage 4 – Water Emergency

No water use restrictions1
Up to 20% use reduction goal
21% to 30% use reduction goal
31% to 40% use reduction goal
41% to 50% use reduction goal

Reduced water sales inevitably reduce the Agency’s water rate revenues. The Agency’s
finances are affected in several ways by water shortage conditions, including (1) reduced water
sales and water sales revenue; (2) reduced pumping and other water production and treatment
costs; and (3)increased water conservation program costs.
Based on the Agency’s revenue and cost structures, any reduction in operating and
maintenance costs from reduced water sales will likely be offset by increased conservation
program costs, and a financial deficit will be created because of reduced water sales revenue. In
response to water shortage conditions, and the financial deficit created, the Agency can take
several actions, including:
•

Using money from the Agency’s Operating Reserve2 intended, in part, for rate
stabilization;

•

Supplementing water rate revenues through imposition of water shortage surcharges;
and/or

•

In the more severe stages of shortage, reducing the annual funding of capital
improvement projects to preserve cash for operations.

Drought conditions and reduced water sales have largely depleted the Agency’s financial
reserves, and the funding of the Operational Reserve is a goal at present. As the Agency enters
the fourth year of drought, the current financial situation is unsustainable. While the Agency
has cut costs wherever possible and is relying on its limited reserves to meet financial
obligations, State-mandated restrictions on water use is necessitating supplemental water rate
revenue. As a result, proposed temporary water rate surcharges are required to help cover the
Agency’s ongoing cost of providing water service during periods of declared water shortage.
Exhibit III-6, on page 19 of this report, presents proposed temporary water shortage surcharges
1
2

Waste and unreasonable use of water is always prohibited.
On May 28, 2015, the Agency’s Board of Directors adopted a policy to formally establish an
Operating Reserve and a Capital Replacement Reserve. The Agency will strive to maintain in its
Operating Reserve an amount equal to two months of annual operating and maintenance costs.
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for each stage of water shortage, as they would be overlaid on the Agency’s normal water rates
for FY 15-16. No changes to the water rates would occur under normal conditions. The water
shortage surcharges are incremental increases only in the water usage rates. The amount
(percentage) of increase would vary with each stage of shortage. The Agency’s monthly service
charges and monthly debt service charges would be unaffected by the water shortage
surcharges.
Once adopted, the temporary water shortage rate surcharges would be implemented when the
Agency’s Board of Directors declares a water shortage condition, and the surcharges would be
terminated as soon as the shortage conditions end. Because the Board of Directors has already
declared Stage 2 – Water Warning conditions for 2015, the proposed water shortage rate
surcharges would be implemented effective on August 1, 2015, if adopted following the public
hearing on July 21.
The proposed water shortage rates are intended to help eliminate the financial deficit created by
reduced water sales. These surcharges are both appropriate and necessary in the current
financial environment, with limited financial reserves. In the long-term, the Agency should
establish and fund a Rate Stabilization Reserve, which could be utilized to help bridge the
deficit gap.
Under the proposed temporary water shortage rate surcharges, customers that achieve or
exceed water use reduction goals, in general, will have similar or slightly lower water bills than
they normally pay. Customers that do not reduce water usage or do not reach use reduction
goals will see their water bills increase, relative to normal bills. Details of the financial and
water rate analyses are presented in the body of this report. This includes examples of how the
proposed water shortage surcharges would affect various customers including those that do
reduce water usage and those that do not.
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WATER RATE UPDATES FOR NORMAL WATER SUPPLY CONDITIONS

In June 2013, the Amador Water Agency adopted new system-wide water rates covering all
service areas served by the water system. In July 2014, the water usage rates and monthly
service charges were increased by 2.4 percent as an inflationary adjustment, based on a schedule
adopted in June 2013 for automatically adjusting water rates annually for a period of five years.
At this time, for a variety of reasons, the Agency is considering several changes to the water
rates for the upcoming fiscal year (FY) 15-16. This section of the report describes each of these
proposed changes, which include:
•

The next scheduled automatic annual inflationary adjustment, to be effective July 1, 2015

•

Termination of the pumping surcharge and an increase in the monthly debt service
charge as adopted in 2013 for CAWP-Retail customers when the GSL begins operation

•

A new uniform water rate structure for single family customers

•

A transition of flat rate customers to metered water rates

•

Extension of the schedule for automatically adjusting water rates for inflation

The first two bulleted items above can occur without a formal rate adoption process or public
hearing. The last three items will require the Agency to engage in the formal rate adoption
process required by Article XIIID of the California Constitution (Proposition 218), including a
public notice to property owners and customers at least 45 days prior to a public hearing.
Proposed water shortage rate surcharges, described later in this report, also will require the
formal Proposition 218 rate adoption process.
Inflationary Adjustment to Water Rates and Charges for July 2015
Based on the procedure approved in June 2013, on July 1 of each year from 2014 through 2018
the Agency adjusts water usage rates, monthly service charges, and the CAWP-Retail pumping
surcharge by the change in the Consumer Price Index (SF-CPI), as calculated by the US Bureau
of Labor Statistics, for the San Francisco-Oakland-San Jose area (Series CUURA422SAO)
between February of the then-current year and February of the then-previous year, subject to a
3 percent annual cap set by the Board. This adjustment is also limited by Proposition 218’s
requirement that prohibits water rate adjustments from exceeding the cost of providing the
service.
Based on the change in the SF-CPI between February 2014 and February 2015 the Agency’s
water usage rates, monthly service charges, and the CAWP-Retail pumping surcharges will all
be increased by 2.5 percent effective July 1, 2015. Monthly debt service charges are unaffected
by the inflationary adjustment. Consistent with statutory requirements, water service
customers will be advised of the change 30 days prior to the effective date. The required notice
to customers is being included with the Public Notice related to other proposed changes in
water rates that will require a public hearing.
The Agency is entering a fourth year of drought, with reduced water demands and a mandate
from the State to reduce water use by at least 24 percent. Because of reduced water sales, the
Agency has experienced a significant decline in water rate revenues. The 2.5 percent increase in
water usage rates, monthly service charges, and the CAWP-Retail pumping surcharge will be
insufficient to meet all of the Agency’s revenue needs with the continued drought and the
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resulting severe water use reductions imposed by the State. Nevertheless, the previously
approved 2.5 percent increase is an important addition to the Agency’s revenues, and is
necessary to help ensure that the Agency can continue to meet its service and financial
obligations, including providing funding for capital improvement projects and, if possible,
replenishing depleted reserves.
Exhibit II-1 presents the water rates to be adjusted as a result of this inflationary adjustment.
Monthly debt service charges are not shown in this exhibit, as they will not be adjusted for
inflation.

Termination of CAWP-Retail Pumping Surcharge and Increase in Debt Service Charge
In June 2013, the Agency’s Board of Directors adopted a temporary pumping surcharge for
customers in the CAWP-Retail water service area to reflect the extraordinary costs associated
with pumping water from the Mokelumne River to the Buckhorn Water Treatment Plant (WTP)
using the Tiger Creek and Silver Lake Pines pump stations.
The Agency received a $5.07 million grant and an $8.33 million low interest loan from the US
Department of Agriculture (USDA) to construct the Gravity Supply Line Project (GSL). The
GSL is a pipeline that will convey water from a diversion point higher up on the Mokelumne
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River by gravity to the Buckhorn WTP. Once completed, the existing pump stations will only
be needed for standby and emergency purposes. The gravity system created by the GSL is
expected to save the Agency hundreds of thousands of dollars in pumping costs annually.
Pumping and pump-related costs include electricity for pumping the water from the current
diversion works, standby power charges, power production foregone by PG&E, and pump
station maintenance. Not all of these costs will be eliminated when the GSL begins operation
and some costs will increase. The current pumping surcharge is based on the estimated
difference in pumping and pump-related costs between the current pumped operation and
gravity operation with the GSL.
With the inflationary adjustment to water rates effective July 1, 2015 (see Exhibit II-1), the
CAWP pumping surcharge will be $0.83 per CCF. Once the GSL is completed and begins
operation, the temporary CAWP-Retail pumping surcharge will be terminated. This is
anticipated to occur in the summer or early fall of 2015. Once terminated, all customers in the
CAWP-Retail service area will see a reduction in their water bills as a result of this change.
In adopting new water rates in 2013, the Agency’s Board of Directors also adopted monthly
debt service charges for the CAWP-Retail service area. The adopted charge included existing
debt service obligations, as well as the debt service associated with the USDA loan for the GSL
project. Because that project was not yet complete, the Agency implemented CAWP-Retail debt
service charges at 89 percent of the adopted total, with the intention to increase the debt service
charge to the full amount once the GSL begins operation. The increase in the CAWP-Retail debt
service charge will occur at the same time as the pumping surcharge is terminated. This is
anticipated to occur in the summer or early fall of 2015.
New Uniform Water Rate Structure for Single Family Customers
Water rates adopted in June 2013 included a 3-tier water usage rate structure for single family
customers. A tiered rate structure was initially introduced in the Agency’s water rates with
single family customers in the Amador Water System (AWS) service area in 2011, and was
extended to all single family customers in 2013 with adoption of system-wide water rates.
In addition to reflecting the cost of providing service, the 3-tier water usage rate structure was
designed and intended to help encourage water conservation and efficient water use. The tier
structure is balanced with other general service (retail treated water) customers in that the
weighted average rate based on residential customer usage patterns across the 3-tier structure is
equal to the uniform rate for other general service customers.
As shown in Exhibit II-1, above, once adjusted for inflation the 3-tier water usage rates for
single family customers will include water rates of $2.02 per CCF, $2.52 per CCF, and $3.15 per
CCF for the first, second, and third tiers, respectively. The existing uniform water rate for other
general service customers (multi-family, commercial and institutional treated water users) will
be $2.30 per CCF after adjustment.
The water allocated to the first tier is equivalent to about 250 gallons per day (gpd) per single
family unit, and was considered representative of indoor water usage at the time the tier
structure was developed in 2011. The second tier extends up through about 1,000 gpd, and was
considered to represent a reasonable range of usage to incorporate irrigation needs. Based on
water use data from FY 10-11, which was used during the 2013 water rate study, the
distribution of water use across the three tiers was determined to be 55.6 percent in the first tier,
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33.6 percent in the second tier, and 9.8 percent in the third tier. With drought-related reductions
in water usage a smaller percentage of water sales is occurring in the second and third tiers, and
a larger percentage in the first tier.
Tiered rates were calculated with inclining steps (tiers) to provide a water conservation
incentive, as well as to provide a lower cost for basic consumptive needs (first tier). Specific
analysis of the costs to be included in each of the three tier rates was not performed, as the 3-tier
structure, taken as a whole, was determined to reflect the cost of service to single family
customers3.
In April 2015, the Fourth District Court of Appeal issued a decision in Capistrano Taxpayers
Association v. City of San Juan Capistrano (SJC decision). The SJC decision focused on Proposition
218’s requirements for setting tiered water rates. In the SJC decision, the court of appeal ruled
that public agencies have authority to design tiered water rate structures. However, the court
narrowly read Proposition 218 and ruled that it is insufficient for a water agency to merely
balance its total costs of service with its total revenues and instead must justify individual tier
rates solely on the higher costs incurred to provide service at higher levels of water usage.
In light of this recent decision, the Agency reviewed the water rate analysis performed in 2013
and presented in the System-Wide Cost of Service and Water Rate Study dated April 25, 2013 to
assess its consistency with the SJC decision. The Agency determined that the base cost of
service analysis performed in 2013 remains valid, as does the rate structure generally, including
the division between fixed and variable rate components.
The SJC decision has introduced legal uncertainty into the setting of water rates because the
court of appeal’s ruling conflicts with Water Code sections 370 through 374, which specifically
approve tiered water rates calculated to encourage water conservation,4 and other recent
appellate court decisions addressing general water rate setting under Proposition 218 including
Morgan v. Imperial Irrigation District and Griffith v. Pajaro Valley Water Management Agency.
Therefore, in order to reduce uncertainty about the validity of the Agency’s existing water
rates, the Agency is proposing to eliminate the 3-tier water usage rate structure and replace it
with the existing uniform water usage rate applicable to other general service customers.
This change will result in a number of single family water bills increasing, even though the
change overall will be revenue neutral. Because the change will increase some water bills,
however, it is necessary for the Agency to conduct a Proposition 218 rate adoption process,
which includes a 45-day Public Notice to property owners and customers before a public
hearing on the proposed change.
Transition of Flat Rate Customers to Metered Water Rates
Less than 100 legacy customers in Sutter Creek, Amador City, and along the Amador Canal
continue to use water from the Agency under a flat rate schedule. In compliance with State law,
the Agency has been installing water meters on these water services and collecting water usage
data based on the Agency’s Water Code. State law also requires that all water service customers
pay for service based on metered water usage by January 1, 2025. Because of the continuing
3
4

In combination with monthly service charges and debt service charges.
See Water Code section 370 stating in part the Legislature’s intent that “allocation-based conservation
water pricing is an alternative method that can be used by public entities to encourage water users to
conserve water, increase efficient uses of water, and further discourage waste of water.”
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and deepening drought, and mandatory water use restrictions imposed by the State, during its
April 9, 2015 regular meeting, the Agency Board of Directors determined that all flat rate
customers are to be transitioned to metered water rates as soon as possible. In any case, it
should be noted that the law requiring metering of all water service connections provides that
public agencies should begin charging metered rates to customers with water meters no later
than one year after a meter is installed on their water service connection.
Exhibit II-2 presents the complete normal metered water rate schedule, including water usage
rates, monthly service charges, and monthly debt service charges applicable to metered water
service. This schedule would be effective on August 1, 2015, if the Agency’s Board of Directors
approves it during the upcoming public hearing.
Customers currently paying flat water rates will be transitioned to the Water Agency’s metered
water rates effective on the first billing cycle following the customer’s receipt of information
containing water usage data for a 12-month period. For most flat rate customers, the transition
will occur on August 1, 2015.
Schedule of Annual Automatic Inflationary Rate Adjustments
In June 2013, the Agency’s Board of Directors adopted a schedule for automatically adjusting
water usage rates and monthly service charges for changes in inflation. Under the existing
schedule, on July 1, 2014 through 2018 the Agency adjusts all water usage rates and monthly
service charges by the change in the Consumer Price Index (SF-CPI) as calculated by the US
Bureau of Labor Statistics for the San Francisco-Oakland-San Jose area (Series CUURA422SAO)
between February of the then-current year and February of the then-previous year. Annual
inflationary increases are capped at 3 percent. Regardless of the change in the SF-CPI year over
year, the actual rate adjustment will be limited by Proposition 218’s requirement that the rates
cannot exceed the Agency’s cost of providing water service. Monthly debt service charges are
not adjusted for inflation.
The Board of Directors adopted the existing annual adjustment schedule for the maximum fiveyear period provided by state law. Because the Agency is considering other changes to water
rates that require the formal rate adoption process and public hearing, the Board of Directors
also will consider adopting a new five-year schedule of inflationary adjustments in water rates
that would begin on July 1, 2016 and end on July 1, 2020. Agency staff is recommending that
the Board continue using the same formula for annual inflationary adjustments described
above.
Inflationary adjustments to the water rates affect only the water usage rates and monthly
service charges. The adjustments will not affect monthly debt service charges.

THE REED GROUP, INC.

PAGE 10

AMADOR WATER AGENCY

THE REED GROUP, INC.

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY

PAGE 11

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY

AMADOR WATER AGENCY

III.

WATER SHORTAGE FINANCIAL ANALYSIS

An entirely new addition to the Agency’s water rate structure is a proposed temporary water
shortage rate surcharge, which would be implemented only during water shortage conditions
declared by the Board of Directors and which would apply only to the water usage portion of
the Agency’s existing water rates. The temporary surcharges would be part of the Agency’s
financial strategy to address the financial strains created by reduced water sales caused by a
drought or other longer-term water shortage condition.
An extended water shortage can have an adverse financial impact on the Agency’s water utility
and its ability to provide water service and meet financial obligations, including debt
repayment obligations. In the face of the current drought situation, a financial analysis was
conducted to determine the potential impacts to the water utility of reduced water sales within
its service area, and to revise the Agency’s financial strategy for responding to drought
conditions.
Stages of Water Supply and Shortage
Beyond normal water supply conditions, the Agency has defined four stages of water supply
shortage to assist with water resource conservation and management and emergency planning.
These stages include:
Normal supply conditions
Stage 1 – Water Alert
Stage 2 – Water Warning
Stage 3 – Water Crisis
Stage 4 – Water Emergency

No water use restrictions
Up to 20% use reduction goal
21% to 30% use reduction goal
31% to 40% use reduction goal
41% to 50% use reduction goal

Coming on the heels of a very dry year in 2013, on January 17, 2014 Governor Brown declared a
drought state of emergency and asked Californians to reduce water use by 20 percent. He also
called upon urban water agencies to implement water shortage contingency plans. Drought
conditions are continuing in 2015, with the winter snowpack being the lowest on record. On
April 1, 2015, Governor Brown declared mandatory water use reductions of 25 percent
statewide. As a result of deepening drought conditions, the Agency’s Board of Directors
declared Stage 2 – Water Warning conditions with a goal to reduce overall water use by 25
percent relative to 2013 water use.
Financial Implications of Water Shortage
This section of the report focuses on the financial effects of water shortage on the Agency’s
finances. The Agency’s operations and financial condition are affected in several ways by a
water shortage. Changes in operating costs and revenues include:
•

Reduced water sales and water sales revenue;

•

Reduced pumping and other water production and treatment costs; and

•

Increased water conservation program costs.

While the reduction in water sales revenue will be partially offset by the reduction in certain
operating costs such as for electricity for pumping and chemicals for treatment, revenue will
decline more than costs because certain costs are fixed and do not depend on the volume of
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water that the Agency diverts, treats and distributes through its water system. As a result, a
financial deficit is created. In addition, the Agency is faced with increased costs as it works to
inform and assist customers in meeting water use reduction goals.
In response to the water shortage, and the financial deficit created, the Agency has the ability to
take a variety of actions. The analysis presented herein focuses on three potential courses of
action, including:
•

Using money from the Agency’s Operating Reserve5 intended, in part, for rate
stabilization;

•

Supplementing water rate revenues through imposition of temporary water shortage
rate surcharges on water usage; and

•

In the more severe stages of shortage, reducing annual funding of capital improvement
projects to preserve cash for operations.

The Agency also may seek to reduce operating costs and may, where possible, seek additional
outside revenues such as water conservation grants and/or loans. However, this analysis
focuses on only the potential response actions listed above.
Water Shortage Financial Analysis
Using the Agency’s FY 14-15 budget and CY 2014 water use information, an analysis of the
potential financial impacts of water shortages was developed. The first step was to “normalize”
the FY 14-15 budget information by making adjustments to reflect revenues and expenses under
normal supply and demand conditions, as well as to assume a fully funded Operating Reserve
(reserve recommendations related to water shortage are explained later in this report). The
analysis then estimated the magnitude of reduced revenue, reduced costs, and increased costs
that may be associated with each stage of water shortage. The top portion of Exhibit III-1
summarizes the estimated financial impacts of water shortage (based on normalized FY 14-15
costs, revenues, and water usage) and assesses potential changes in revenues and expenses
relative to normal water supply conditions and at the extreme end of each stage of water
shortage. This normalized analysis assumes that water rates have been adjusted to cover the
costs of operations and annual debt service, as well as supporting the water system’s capital
improvement needs. In other words, normal water rates have been adjusted to fully cover the
cost of providing service during normal periods of water supply and normal operations.
Exhibit III-1 shows the financial deficit would increase with each successive and more severe
stage of water shortage. Under water shortage conditions, the financial deficit grows as water
sales decline. While total expenses would also decline, the fall in revenues would significantly
exceed the decline in expenses. The financial deficit could grow to more than $2 million with a
Stage 4 – Water Emergency. The financial magnitude of each of the factors contributing to the
deficit at each stage of water shortage is included in the top portion of Exhibit III-1. Exhibit III2 graphically illustrates how the financial deficit increases with increasing severity of water
shortage conditions.
5

On May 28, 2015, the Agency’s Board of Directors adopted a policy to formally establish an
Operating Reserve and a Capital Replacement Reserve. The Operating Reserve is intended to
provide funds for temporary operations during unforeseen events or irregular working capital needs,
including for rate stabilization. The Agency will strive to maintain in its Operating Reserve an
amount equal to two months of annual operating and maintenance costs.

THE REED GROUP, INC.

PAGE 13

AMADOR WATER AGENCY

THE REED GROUP, INC.

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY

PAGE 14

AMADOR WATER AGENCY

FY 15-16 WATER RATE UPDATE AND
WATER SHORTAGE FINANCIAL STRATEGY

To mitigate the financial impacts resulting from a water shortage, a multi-pronged approach is
suggested and illustrated in the bottom portion of Exhibit III-1. Spreading the response across
multiple areas helps to mitigate the impact in any single area. The suggested responses are
described below, and graphically presented in Exhibit III-3. The multi-pronged financial
response strategy includes:
1. Drawdown of Operating Reserves – During water shortages the Agency would rely in
part on its Operating Reserve to help bridge the deficit gap. The amount that would be
needed from the Operating Reserve would depend on the stage declared by the Board
and duration of drought. The amounts shown at the bottom of Exhibit III-1 and
reflected graphically in Exhibit III-3 represent estimated annual amounts that might be
withdrawn from the reserve. The reliance on the Operating Reserve would range from
about $318,000 in Stage 1 to about $662,000 in Stage 4.
Because the Agency’s Operating Reserve is not currently fully funded its usefulness
during the current drought is limited. The current funding target for the Operating
Reserve is equal to two months (16.7 percent) of annual operating and maintenance
costs. Based on the water shortage financial analysis presented in this report, i is
recommended that the Agency establish a funding target for the Operating Reserve
equal to three months of annual operating and maintenance costs, including debt
service6. Based on the FY 14-15 budget, the increased funding of the Operating Reserve
would be about $685,000. This would be sufficient to assist in bridging drought-created
financial deficit for two years of moderate shortage or one year in the most severe
conditions. Once the Agency is able to adequately fund the Operating Reserve at this
initial increased level, the Board of Directors may want to consider establishing a higher
target amount (e.g., $1 million). This decision would depend on the Agency’s risk
tolerance, and an updated analysis of financial condition and financial needs.
2. Impose Temporary Water Shortage Rate Surcharges – In water shortage situations,
many water utilities implement temporary water shortage rate surcharges to (1) help
reduce the financial deficit created by the shortage, and (2) provide customers with a
greater financial incentive for reducing water usage. This report recommends imposing
a water shortage rate surcharge in each stage of declared water shortage. While the
details of the water shortage rate surcharges are explained later in this report, the
temporary surcharges would effectively increase the normal water usage rates, but not
the monthly service charges or debt service charges, during the period of declared water
shortage. It is suggested that water shortage rate surcharges provide incremental
increases to the normal water usage rates of 15 percent in Stage 1 – Water Alert, 30
percent in Stage 2 – Water Warning, 45 percent in Stage 3 – Water Crisis, and 60 percent
in Stage 4 – Water Emergency. These charges would provide an estimated additional,
$494,000, $865,000, $1,112,000, and $1,235,000, respectively, during these stages of
shortage, and would thereby help to bridge the financial deficit gap caused by water
shortage.

6

Alternatively, a Rate Stabilization Reserve could be established separate from the Operating Reserve
with an initial funding target of one month of operating and maintenance costs, including annual
debt service.
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3. Reduce Annual Transfer for Capital Program – In the most severe water shortage
situations the Agency could preserve operating cash and reduce the financial deficit
created by a water shortage by reducing the planned annual transfer of funds from the
Operating Fund to the Capital Fund. The reduced annual transfer may or may not have
an impact on the planned capital project expenditures as the reduced transfer may
reduce the balance in the Capital Fund, but not necessarily preclude moving forward
with planned projects.
The combined effect of using any available funds from the Operating Reserve, augmenting
water rate revenue with temporary water shortage rate surcharges, and reducing transfers to
the Capital Fund would help to mitigate the financial impact of a water shortage at each defined
Stage. Exhibit III-4 presents the analysis of estimated annual revenues and expenses at each
stage of water shortage, based on implementation of the response actions suggested above.
This exhibit is based on normalized revenues and expenses for FY 14-15 and the assumption
that adequate funds would be available from the Operating Reserve.
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Special Conditions for FY 15-16
The Agency’s current financial condition has been significantly impacted by drought conditions
and reduced water sales in recent years. As a result, the Agency has very limited financial
reserves, and is unable to adequately fund the Operating Reserve as intended in the new
reserve policy. Upon review of the Agency’s financial condition and the limited availability of
reserves, the Board of Directors provided direction that new temporary water shortage
surcharges should be calculated such that, at the midpoint of each stage of water shortage, the
temporary water shortage rate surcharges would provide sufficient supplemental revenue to
minimize the drawdown of the Agency’s limited remaining financial reserves.
As a result of this direction, the water shortage financial analysis was revised. Exhibit III-5 is a
revised version of Exhibit III-1. It includes estimated water use reductions of 15 percent, 25
percent, 35 percent, and 45 percent respectively in Stages 1, 2, 3, and 4 (instead of 20 percent, 30
percent, 40 percent, and 50 percent), as well as increased temporary water shortage rate
surcharges calculated based on eliminating the use of financial reserves to bridge the deficit gap
created by reduced water sales. Thus calculated, the temporary surcharges on the water usage
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rates only would be 18 percent, 34 percent, 54 percent, and 75 percent, respectively, for the four
stages of shortage.

Temporary Water Shortage Rate Surcharges
This section describes proposed water shortage rate surcharges to be implemented during
declared water shortages.
The Agency’s normal water rate structure includes a monthly service charge based on the size
of the water meter, a monthly debt service charge based on service area and meter size, a tiered
water usage rate structure for single family customers, and uniform water rates for other
customer classes. Proposed changes (described in Section II of this report) would eliminate the
tiered rate structure for single family customers and replace it with the uniform rate already
applicable to other treated water general service customers. Under normal conditions, on an
overall basis about 46 percent of annual water rate revenues is generated from the fixed service
and debt service charges, with about 54 percent of revenue from water usage charges.
The multi-pronged strategy for addressing the financial deficit created by a water shortage and
resulting reduced water sales includes using available Rate Stabilization Reserves,
implementing a temporary water shortage rate surcharge, and, in the most severe conditions,
reducing funding for the capital program. Because the Agency currently has a limited
Operating Reserve, the Board of Directors determined that temporary water shortage rate
surcharges, at least at the present time, should essentially bridge the deficit gap created by
water shortage. The proposed temporary water shortage rate surcharges, shown in Exhibit III6, are intended to serve this purpose. The temporary surcharges affect the water usage rates,
but not the fixed service charges or debt service charges.
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To help encourage water conservation and to help close the financial deficit created by a water
shortage, it is recommended that the Agency adopt temporary water shortage rate surcharges to
be implemented during declared stages of water shortage. The temporary rate surcharges
would be an incremental increase in the normal water usage rates, and would provide
additional revenue for the Agency. A temporary rate surcharge would be implemented only
when the Board declares a water shortage stage and this charge would be terminated as soon as
the Board declares an end to the declared shortage condition. Customers that exceed water use
reduction goals may have similar or slightly lower water bills with the water shortage
surcharges than they would with normal water usage and normal water rates.
Exhibit III-6 presents the proposed normal water usage rate schedule for FY 15-16, with water
shortage surcharges laid over the normal usage rates in Stages 1 through 4. As an example, the
proposed uniform water usage rate for general service customers to be effective August 1, 2015
is $2.30 per CCF (1 CCF = 100 cubic feet = 748 gallons). In Stage 2, a 34 percent temporary water
shortage rate surcharge would mean adding $0.78 per CCF to the normal water rate as the
water shortage surcharge, bringing the total water usage rate to $3.08 per CCF.
Because the water shortage surcharges would only apply to the water usage rates, and not to
the fixed monthly service charges or debt service charges, the proposed temporary water
shortage rate surcharges would represent approximately an 8.1 percent, 13.6 percent, 19.1
percent, and 22.9 percent temporary increases in total water rate revenue in Stages 1 through 4,
respectively. These are relatively modest revenue increases for dealing with significant water
supply shortages. Exhibit III-7 graphically illustrates how temporary water shortage rate
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surcharge revenue would affect overall water rate revenue during each stage of water shortage.
The exhibit illustrates that the water shortage surcharge revenue would help bring total water
rate revenue in line with the full cost of providing water service, but would not generate excess
revenue.

Any extra revenue that might be generated through the temporary water shortage rate
surcharges would be used to offset the extraordinary costs of operations during water shortage
conditions, and also could be used to replenish depleted financial reserves. Once the Agency
has established and funded the recommended three month Operating Reserve (or a separate
Rate Stabilization Reserve), it may be possible to reduce the water shortage rate surcharges
shown in Exhibit III-6 to the percentages originally developed assuming the planned use of
reserves during periods of water shortage. Exhibit III-8 shows how the proposed water
shortage rate surcharges bridge the financial deficit without reliance on reserves. This exhibit
should be compared with Exhibit III-3, which includes the use of a funded Operating Reserve
during periods of water shortage.
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Potential Impact of Water Shortage Rates on Customer Bills
To the extent possible, the water shortage rate structure has been designed such that customers
exceeding water use reduction goals may have similar or slightly lower water bills than they
pay with normal usage and normal rates. Customers that do not conserve or do not meet
reduction goals will have higher water bills. Because the water shortage surcharges apply to all
water usage, all customers will contribute to bridging the financial gap created by water
shortage in proportion to water usage. Of course, those customers that use the least amount of
water, or conserve the most, will pay less through the water shortage rate surcharges. Because
the water shortage rates do not affect the monthly service charges or debt service charges, the
impact of the water shortage surcharges on the total water bill is mitigated.
Exhibit III-9 illustrates how three different single family residential customers (with a standard
5/8” water meter in the Amador Water System service area) would be affected by the water
shortage surcharges across each of the stages of water shortage. Monthly water bills are shown
for customers that, under normal conditions, use 8 CCF (typical), 4 CCF (representative of
winter usage), and 20 CCF (representative of summer peak). Water bills are calculated for
customers meeting the requested water use reduction goals, and customers that do not conserve
at all. The analysis would be similar for single family customers in other service areas and for
customers in other customer classes, with the main difference being the amount of the debt
service charge applicable to the particular service area.
Exhibit III-9 illustrates that customers achieving water use reduction goals will have only small
changes in their total water bill and may have slightly lower water bills than they normally pay,
particularly if they exceed water use reduction goals. Customers that do not conserve, or do not
reach use reduction goals, will pay more than they would normally pay for normal water usage.
The magnitude of the impact varies with the specific water use of the customer and the stage of
water shortage.
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The Agency recognizes that some customers, under normal conditions, use very little water and
have already implemented conservation measures and practices. The Agency appreciates these
efforts. The water shortage rate structure is not intended to penalize low water using customers
that are in this situation. As an example, a customer using only 4 CCF monthly (100 gpd) in a
Stage 2 – Water Warning would have a water bill of $38.68 of which $3.13 is from the water
shortage rate surcharge. This additional amount is not punitive, but represents a proportionate
share of the extra costs of providing water service under water shortage conditions.
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