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I.

EXECUTIVE SUMMARY

INTRODUCTION AND BACKGROUND
The Amador Water Agency (Agency) provides water service through more than 7,200
residential, commercial, industrial, and irrigation water service connections, as well as to
several public agencies. The Agency currently delivers about 1.4 billion gallons of safe, reliable
water per year through a water distribution system that includes 230 miles of pipelines, as well
as water production, transmission, treatment, and storage facilities.
The water system operation is primarily funded 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. In addition, it has increased operational efficiency by installing a new financial
and utility billing system; outsourcing billing, collections, and auto-pay functions;
implementing a new vehicle lease program; incorporating radio-read technology into water
meters; and installing a hydroelectric generator at the Tanner Water Treatment Plant, as well as
planning a second generation station to the reservoir serving the Ione Water Treatment Plant.
Because of conditions during the recent drought that caused a decline in revenues due to
mandated cutbacks in customers’ water use, the Agency has also deferred needed maintenance
and capital projects, and utilized much of its limited financial reserves.
To help address the financial needs of the water system, the Agency contracted with The Reed
Group, Inc. to develop a five-year financial plan, as well as to update the cost of service analyses
supporting its water rates and rate structures. This report describes and presents the financial
plan, identifies annual water rate revenue requirements for this five-year planning period,
describes the cost of service analyses supporting water rate calculations, and proposed a fiveyear rate plan.
In 2013, the Agency adopted a system-wide water rate structure to improve financial stability
and reduce risk, more equitably reflect the costs of providing water service, and simplify rate
setting and administrative processes. In 2015, the Agency continued to simplify water rates by
terminating the pumping surcharge applicable to the Central Amador Water Project (CAWP)
service area, eliminating the residential tiered water rate structure, and moving to transition all
remaining flat rate customers to metered water rates. In addition, the Agency adopted
temporary water shortage rate surcharges to help reduce the financial impact associated with
drought conditions. Finally, in both 2013 and 2015, the Agency adopted five-year schedules for
annually adjusting water rates to counter the effects of inflation.
The Agency is currently emerging from a multi-year drought that resulted in a 27 percent
reduction in water demand, relative to 2013, as a result of state-mandated water use reductions.
In FY 16-17, water demand rebounded by about 6 percent, relative to FY 15-16. The rebound in
water demand is estimated to gradually continue for about 4 more years. However, due to the
permanent reduction in water demand as a result of conservation efforts (e.g., changed
landscapes) and anticipated new state-mandated water conservation requirements, by FY 21-22
total water demand is estimated to only return to about 84 percent of pre-drought levels. This is
the new reality, in which the Agency will be operating its water system.
THE REED GROUP, INC.
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WATER SYSTEM FINANCIAL PLAN
The Agency’s water system experienced significant financial strain during the recent drought.
During this period of time, the Agency took steps to reduce costs wherever possible, deferred
capital projects, utilized available financial reserves, refunded most of its long-term debt to
reduce annual debt service costs, and implemented temporary water shortage surcharges to
provide supplemental revenues. Even with these actions the cash balances in the Agency’s
water system reserves are very low. Estimated cash balances for the water system as of June 30,
2017 are estimated to be:
Unrestricted operating funds
Unrestricted capital funds
Restricted capital funds
Restricted loan and debt service reserves

$4,500
$87,600
$1,129,400
$248,600

Total water system cash balance

$1,470,100

While the Agency will use a portion of restricted capital funds for specified purposes, the cash
resources to support smooth operations and manage cash flow requirements is extremely
limited. In 2015, the Agency modified its financial reserve policy to include two designated
reserves. Under these policies, the Agency seeks to establish and maintain an Operating
Reserve equal to at least 2 months (16.7 percent) of annual operating and maintenance costs,
including debt service, as well as a Capital Replacement Reserve equal to at least 1 percent of
the value of water system fixed assets, net of accumulated depreciation. At present, the target
and actual values for these designated reserves are:

Target Operating Reserve
Target Capital Replacement Reserve
Total designated reserves

Target

Actual

$1,298,000
$877,000

$4,500
$87,600

$2,175,000

$92,100

While FY 16-17 revenues and available resources were marginally adequate to cover operating
and maintenance costs and meet debt service obligations, the low balances in the Operating
Reserve and Capital Replacement Reserve are unsustainable and represent significant financial
risk.
With respect to the capital program, the Agency has been extremely successful at obtaining
grant funds for many projects (more than $7.5 million in recent years), and low interest loans for
other projects. Participation fee revenues, and Community Facilities District (CFD) special taxes
also have helped support the capital improvement program. Nevertheless, general water rate
revenue also should help support the capital improvement program because grants and lowinterest loans are not always available. The water system’s capital improvement program for
the next five years totals about $18.4 million; about $2.2 million of this should come from water
rate revenues.
The five-year financial plan developed as part of this study determined that current water rates
are insufficient to cover operating and maintenance costs, meet debt service obligations,
adequately support the capital improvement program, and meet reserve policy goals. In light
of the current and estimated future needs of the water system, it is recommended that the
Agency increase its water rates in each of the next five years in order to: (1) cover all operating
and maintenance costs, (2) meet debt service obligations, including debt service coverage

THE REED GROUP, INC.

PAGE 2

WATER SYSTEM FINANCIAL PLAN
AND RATE UPDATE STUDY

AMADOR WATER AGENCY

requirements, (3) provide adequate funding to support the capital improvement program, and
(4) reach minimum Operating Reserve and Capital Replacement Reserve targets by the end of
the five-year planning period.
In order to achieve these financial goals, it is recommended that the Agency increase the overall
level of water rates, with the following annual adjustments:
October 2017
July 2018
July 2019
July 2020
July 2021

8.5%
4%
4%
4%
4%

The water system financial plan model developed with this study reflects information,
assumptions, and estimates that are believed reasonable at the present time. However,
conditions change. It is recommended that the Agency review the financial condition of the
water system annually as part of the budget process, and perform a more comprehensive
financial plan and water rate update every three to five years, unless otherwise needed sooner.
The financial analyses presented in this report indicate that the revenue generated by the
current and proposed water rates would not exceed the cost of providing service, including
maintaining prudent reserves.
Details of the financial plan analyses and the determination of annual water rate revenue
requirements are presented in Section II of this report.

PROPOSED WATER RATES
Exhibit I-1 presents proposed water rates schedules spanning the five-year planning period. It
is recommended that initial rate adjustments be implemented by October 1, 2017, with each
subsequent adjustment occurring on July 1 from 2018 through 2021.
Proposed water rates generally follow the existing water rate structures, though they have been
adjusted to reflect the revenue requirements and cost of service analyses developed in this
study. Water rates include separate uniform water usage rates for general water service
(treated retail service), untreated water service, Mule Creek State Prison (MCSP), and five
wholesale customers. The water rates also include monthly service charges based on the size of
the water meter for general water service and untreated water service customers, as well as
individually calculated monthly service charges for MCSP and each wholesale customer.
Finally, the water rates include fixed monthly debt service charges. Proposed monthly debt
service charges vary by the size of the water meter, with reduced amounts for untreated water
service customers and customers in the Lake Camanche service area, as well as individually
calculated monthly debt service charges for MCSP and each wholesale customer.
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All rate structure adjustments are made with the proposed rates for October 2017. In each
subsequent year, both the water usage rates and the monthly debt service charges would
remain the same. Only the monthly service charges would be changed with each subsequent
rate adjustment. By changing the water rates in this manner, the percentage of water rate
revenue derived from water usage charges will gradually decline from the current 48 percent to
about 40 percent by FY 21-22. This gradual shift towards increased revenue stability is an
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important objective and is tied to the need to improve financial stability and to more accurately
reflect that most of the Agency’s costs are fixed, rather than varying with the amount of water
delivered to customers.
Details of the cost of service analyses that support the proposed water rates are presented in
Section III of this report. Section IV describes the water rate design and rate calculations.
Effects of Proposed Water Rates on Water Bills
The vast majority of the Agency’s water service customers are single family homes. Exhibit I-2
summarizes how proposed water rates for October 2017 would affect the monthly water bills
for single family customers, under a range of monthly water usage values. Because the water
usage rate is unchanged with the proposed water rates, the change in each customer’s water bill
will mainly be the result of the increase in the monthly service charge (although any customer
decision to increase or reduce water usage also would impact the bill). Also, the change in bill
amounts between the AWS service area and the CAWP service area are the same because the
water rates applicable to these service areas are the same, both before and after the rate
adjustments. While the Lake Camanche service area will experience a slightly higher increase
in monthly bills, the bill amounts are lower than in any other service area due to the smaller
debt service charge. Under proposed water rates, water bills in the La Mel Heights service area
would decrease and will be the same as bills in the AWS and CAWP service areas.

Exhibit I-3 provides a summary of the change in single family water bills, for each service area,
based on average water usage, over the five-year period covered by the proposed rate plan. As
noted above, once new rates are implemented in October 2017, water bills will be the same
across service areas, except that the Lake Camanche service area will have a smaller debt service
charge than other areas, and therefore lower water bills. With each rate adjustment from July
2018 through July 2021, only the monthly service charge will increase. Both water usage rates
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and monthly debt service charges will remain the same for all customers. As a result, changes
in bill amounts with each rate adjustment will be identical across service areas for a given meter
size. This is illustrated for single family homes in Exhibit I-3.

Following the initial adjustment in October 2017, the monthly water bills for all single family
water bills (with a standard 5/8” meter) will increase between $2.57 and $3.03 with each
subsequent adjustment. For other customer types shown in Exhibit I-1, the specific impacts of
the proposed water rates on bill amounts will depend on water service area, customer class,
meter size, and water usage. Under the proposed water rates for October 2017, Mule Creek
State Prison and the Agency’s five wholesale customers, will be affected as follows:
•

The City of Jackson’s annual water costs are expected to increase about $49,400, or 6.0
percent.

•

The City of Plymouth’s annual water costs are expected to increase about $22,300, or
11.7 percent. However, this increase is more than offset by costs savings related to the
refunding of Plymouth pipeline debt, which will save the City about $29,300 annually.
As a result, net annual cost savings to the City is about $7,700.

•

Drytown CWD’s annual water costs are expected to increase about $2,400, or 6.1 percent.

•

Pine Grove CSD’s annual water costs are expected to increase about $5,200, or 2.8
percent.

•

Mace Meadow MWC’s annual water costs are expected to increase about $700, or 0.6
percent.

•

Mule Creek State Prison’s annual water costs are expected to increase about $106,500, or
nearly 17 percent.
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Beginning in July 2018, only the monthly service charges will be adjusted; the water usage rates
and debt service charges will remain unchanged from October 2017 through July 2021.

ADOPTING PROPOSED WATER RATES
The water system financial plan and water rate update study was prepared in close
coordination with Agency staff, particularly with regards to the capital improvement program
and the FY 17-18 budget. In addition, two public workshops (special meetings) were conducted
with the Board of Directors to review and discuss all aspects of the financial planning process
and the development of water rates. Direction provided by staff and Board members has been
incorporated into the study, resulting in an improved rate plan proposal.
In order to adopt the proposed five-year rate plan, the Agency will need to follow the
requirements contained in Article XIII D of the California Constitution (Proposition 218). This
includes a Notice of Public Hearing to be mailed to all affected property owner and customers
at least 45 days prior to a public hearing.
In 2015, the Agency adopted a schedule for annually adjusting water rates each July from 2016
to 2020 to offset the effects of inflation. With the proposed five-year rate plan described in this
report, those automatic rate adjustments will be unnecessary. If the Agency Board adopts the
new rate schedule described in this report, then the annual inflationary adjustments scheduled
for July 2018, July 2019, and July 2020 will be rescinded.
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II.

WATER SYSTEM FINANCIAL PLAN

This section of the report describes the financial plan and related recommendations for the
Agency’s water system. The five-year financial plan is used to determine annual water rate
revenue requirements. The annual rate revenue requirement is the amount of revenue needed
from water rates to cover planned operating, maintenance, debt service, and capital program
costs with consideration of other revenues and financial reserves.

FUND STRUCTURE AND CASH FLOWS
The financial plan is an annual cash flow model. As a cash flow model, it differs from standard
accounting income statements and balance sheets. The financial plan models sources and uses
of funds into, out of, and between the various funds and reserves of the water system.
The financial plan model is based on the Agency’s current water system fund/reserve structure
and chart of accounts, and reflects the Agency’s reserve policies. This structure provides a
helpful framework for evaluating the financial needs of the utility and for clearly demonstrating
how operating and maintenance costs, debt service obligations, and capital program needs are
addressed. The reserve structure includes an Operating Reserve within the Water Operating
Fund, as well as a Capital Replacement Reserve within the Capital Fund. Exhibit II-1 presents
a schematic diagram of the funds/reserves and major cash flows associated with the financial
plan model.
An understanding of the fund/reserve structure is helpful in understanding the financial plan
worksheets that model estimated annual cash flows through the water utility from one year to
the next. The fund/reserve structure is comprised of:
•

Water Operating Fund – The Water Operating Fund is the primary fund within the
water utility. Most of the water system’s revenues, including water rate revenues, flow
into the Operating Fund and all operating and maintenance costs and debt service
payments are paid out of this fund. Funds are also transferred from the Operating Fund
to the Capital Fund to help pay for capital projects intended to rehabilitate and upgrade
water system facilities. Funds are also transferred from the Capital Fund and certain
restricted funds to the Operating Fund in support of debt service payments. These
transfers represent the use of participation fee and CFD special taxes to help pay debt
service costs. The estimated balance in the Operating Fund as of June 30, 2017 is about
$4,500.
o

Operating Reserve – The Agency has an existing policy to strive to maintain an
Operating Reserve equal to 2 months (16.7 percent) of annual operating and
maintenance costs, including debt service, for the water system. The purpose of the
Operating Reserve is to provide sufficient funds for temporary operations in case of
unforeseen events or irregular working capital needs. The target Operating Reserve
of $1,298,000 going into for FY 17-18. The amount in the reserve of about $4,500 at
the end of FY 16-17 is about $1,293,500 below the target balance for the Water
Operating Fund.
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Available Balance – The annual year-end balances in the Operating Fund in excess of
the target amounts for the Operating Reserve are shown in the financial plan as
Available Balance. After all other obligations are met the Available Balance is
available to offset rate increases. The financial plan model would normally seek to
reduce any positive Available Balance over time. However, due to the Agency’s
very limited Operating Fund balance, one of the goals of this financial plan is to
reach the target minimum Operating Reserve balance, and establish a small positive
Available Balance, by the end of the five-year planning period. The negative values
shown in the Available Balance represents the shortfall in reaching the minimum
target Operating Reserve.

Water Capital Fund – The Water Capital Fund is used to account for revenues and
funds available for capital project expenditures. Capital projects funded from this fund
are intended to rehabilitate, upgrade, and/or expand the water system. The financial
plan model generally seeks to increase the balance in the Capital Fund to reach and
slightly exceed the target Capital Replacement Reserve amount, while also covering the
costs of planned capital projects. At present, the Capital Fund is largely supported by
grant and loan proceeds, and water system participation fee revenue, as well as transfers
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from other funds. However, water rate revenues also should support the capital
program through annual transfers from the Operating Fund to the Capital Fund as grant
and low-interest loans are not always available nor should they be depended on as a
stable source for future funding because it is unknown if state and federal grant and
loan programs will remain funded or in existence. As described later in this section,
current funding levels for the capital program are generally insufficient to meet overall
capital program needs, and a portion of the revenues that would be raised by the
proposed rate adjustments is intended to help ensure adequate long-term funding of the
capital program and the rehabilitation and upgrade of the water system.

•

o

Capital Replacement Reserve – The Agency has an existing policy to strive to maintain
a Capital Replacement Reserve balance equal to 1 percent of the water system capital
asset value, net of accumulated depreciation. The reserve was established to
accumulate sufficient funds for the repair, replacement, or rehabilitation of water
system facilities. As of the end of FY 15-16, the water system net capital asset value
and target reserve balance was about $877,000.

o

Available Balance – The balances in the Capital Fund in excess of the target amounts
for the Capital Replacement Reserve are shown in the financial plan as Available
Balance. The financial plan model would normally seek to reduce any excessive
positive Available Balance over time. However, due to the Agency’s very limited
Capital Fund balance, one of the goals of this financial plan is to reach the target
Capital Replacement Reserve balance, and establish a small positive Available
Balance, by the end of the five-year planning period.

Other Funds – The Agency maintains other funds within its operations for various
purposes. These funds have a bearing on the water system financial plan, as indicated
below:
o

Agency General – The Agency General Fund is used by the Agency to account for
property tax revenues, available for any Agency purpose, and the general
administrative activities of the Agency. Within the financial plan model, monies are
transferred annually to the Water Operating Fund to help pay debt service on the
GSL project. As described later in this report, it is recommended that a small
amount of property tax revenue also be directed to reducing debt service payments
of the La Mel Heights service area. Also, funds from Agency General are transferred
to the Water Capital Fund to pay for capital projects costs designated to be funded
by property tax revenue.

o

Community Facilities District #1 (CFD #1) – In 2013, the Agency established a special
tax applicable to certain properties within the Amador Water System (AWS) service
area. Special tax revenues accrue to the CFD #1 Fund. A portion of special tax
revenue is available for water treatment improvements in the AWS service area. The
financial plan model includes funds transferred from the CFD #1 Fund to the Water
Capital Fund to help pay for qualifying water treatment improvements. Another
portion of the special taxes is available to pay debt service costs associated with the
Amador Transmission Line (ATL). Annual transfers of this portion of special tax
revenue are made from the CFD #1 Fund to the Water Operating Fund to cover a
portion of ATL debt service costs.
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AWS Participation Fee Fund – The Agency maintains the AWS Participation Fee Fund
to account for revenues received from the AWS participation fees. While the AWS
participation fee has been rescinded, monies and loan receivable assets still reside in
this fund. A portion of the AWS Participation Fee Fund is intended for water
treatment improvements. The financial plan model includes funds transferred from
the AWS Participation Fee Fund to the Water Capital Fund to help pay for qualifying
water treatment improvements (WTP component of AWS participation fees). The
Buy-In component of the AWS Participation Fee Fund is available to pay debt
service costs associated with the Amador Transmission Line (ATL). Annual
transfers of are made from the AWS Participation Fee Fund (Buy-In component) to
the Water Operating Fund to cover a portion of ATL debt service costs.
A portion of monthly debt service charge revenue is related to repayment of loans
originated from the AWS Participation Fee Fund. Repayment of these obligations is
shown in the financial plan model as annual transfers from the Operating Fund to
the AWS Participation Fee Fund, and allocated to the Buy-In component. Those
monies then return to the Operating Fund to cover a portion of ATL debt service
costs.

o

Wastewater General Fund – Some internal loans originating from the water system are
payable by the Wastewater General Fund. Repayment of these obligations is
reflected in the financial plan model as annual transfers from the Wastewater
General Fund to the AWS Participation Fee Fund and Ridge Cluster System Fund,
where these loans originated.

o

Outside Service – Small transfers are made annually from the Agency’s Outside
Services Fund to reflect the reimbursement of costs from the Water Operating Fund.

o

Ridge Cluster System Fund - A portion of debt service charge revenue is related to
repayment of loans originated from the Ridge Cluster System Fund. Repayment of
these obligations is reflected in the financial plan model as annual transfers from the
Operating Fund to the Ridge Cluster System Fund.

FINANCIAL PLAN ASSUMPTIONS
The financial plan was created to reflect estimated actual revenues and expenses from FY 16-17,
as well as the FY 17-18 budget and financial conditions as of the beginning of the fiscal year.
The financial plan also reflects the Agency’s debt service obligations and capital improvement
program, as identified by Agency staff, during the five-year planning period.
The process used to develop the financial plan involved estimating future revenues and
expenditures based on estimates of future conditions using the FY 17-18 budget, existing debt
service schedules and a capital improvement plan. The financial plan is based on the best
available information and reasonable assumptions; future estimates have been reviewed with
staff and are believed to be reasonable. Primary assumptions reflected in financial plan
analyses are described below, with additional information presented in Exhibit II-2:
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!

Interest Rates – Interest earned on fund/reserve balances is estimated to be 0.5 percent
per year in FY 17-18, 0.75 percent in FY 18-19, 1.0 percent in FY 19-20, 1.25 percent in FY
20-21, and 1.50 percent in FY 21-22. Interest calculations are based on beginning-of-year
balances. These interest rates reflect the recent return from the Local Agency Investment
Fund (LAIF), as well as a gradual return towards historical averages. Interest accrues to
each of the funds. The Agency also pays interest on outstanding long-term debt
obligations. The interest payments on outstanding debt are those contained in existing
contracts and repayment schedules.

!

Inflation Rates – The financial plan analyses include general inflation at 3.0 percent per
year and construction inflation also at 3.0 percent per year. General inflation is currently
slightly above 3.0 percent per year, as reported by the Bureau of Labor Statistics for the
San Francisco-Oakland-San Jose area. Construction inflation, as indicated by the
Engineering News Record’s 20-Cities Construction Cost Index has increased about 3.0
percent per year for the past five years.
These inflation assumptions have been
reviewed with staff and are reasonable for financial planning purposes.

!

Growth Projections – The financial plan assumes that the customer base (number of active
general service and untreated water connections) will grow by 0.5 percent per year
throughout the planning period. This is equivalent to about 36 new connections per
year. This estimate has been reviewed with staff and is believed to be reasonable for
financial planning purposes.

!

Customer Demand – The Agency was under state-mandated water use restrictions during
the recent drought. Customer water demand in FY 15-16 was about 27 percent below
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the pre-drought level from 2013. Water demand is beginning to rebound with FY 16-17
water demand about 5 percent higher than FY 15-16. Average customer water demands
are assumed to continue to rebound from the recent drought levels over the next four
years. A full rebound to pre-drought water usage is not forecast or included due to the
permanent reductions in usage by customers who have implemented permanent
measures like water efficient fixtures and low-water use landscapes, and anticipated
new long-term water conservation requirements mandated by the California
Legislature. Exhibit II-3 graphically summarizes past and projected water production,
as representative of the pattern of water demand over this period. The water demand
assumptions used in the financial plan analyses are believed reasonable and have been
reviewed with staff.

!

Operation and Maintenance Costs – The financial plan model is based on current operating
and maintenance costs as reflected in the FY 17-18 operating budget, with future
estimates based on the inflation and growth assumptions described above. One
additional staff position has been added in both FY 19-20 (GIS/Mapping Technician)
and FY 21-22 (Instrument Tech./Electrician). Assumptions were reviewed with Agency
staff and are deemed reasonable for financial planning purposes.

!

Cost Savings from Hydroelectric Generation – The Agency began to generate power
through the Tanner hydropower project in FY 16-17, and is expected to see net energy
benefits starting at about $86,000 annually and gradually increasing over the life of the
facility. In addition, the Ione hydropower project is expected to be operational by FY 1920 with estimated net energy benefits starting at about $111,000 annually.

THE REED GROUP, INC.

PAGE 13

AMADOR WATER AGENCY

WATER SYSTEM FINANCIAL PLAN
AND RATE UPDATE STUDY

!

CalPERS Unfunded Accrued Liability – In FY 16-17 the Agency contributed about $172,000
towards its unfunded retirement liability. Contributions toward this obligation are
estimated to increase to $479,000 by the end of the planning period, based on a schedule
provided by Agency staff.

!

Fixed Asset/Equipment Lease – The Agency has taken steps to reduce costs and improve
efficiencies by beginning to lease certain vehicles and equipment. While fixed
asset/equipment lease expenses increase during the planning period, these are offset by
reductions in vehicle and equipment purchases and maintenance.

!

Capital Facilities Fees and Standby Charges – The financial plan reflects anticipated
revenues from capital facilities fees associated with the Ridge and Hillside cluster
system loan obligations. However, it is recommended that standby charges for the
CAWP-Retail and Lake Camanche service areas be rescinded once propose water rates
are successfully implemented. These standby charges are an artifact of past water
systems financial structures and are not easily updated to achieve intended purposes.

!

External Long-Term Debt Obligations – In FY 16-17 the Agency refunded six outstanding
long-term debt obligations with the issuance of the 2016 Revenue Refunding Bonds
($28,475,000 par amount). The refunding has resulted savings to the Agency of about
$250,000 annually over the life of the bonds. The Agency also has about $8.0 million
outstanding in a USDA loan related to the Gravity Supply Line project, as well as a
number of smaller loans. External water system debt obligations are summarized in
Exhibit II-4. The water utility currently pays about nearly $2.5 million annually on debt
service related to external debt.
The Agency is required to maintain water system revenues at a level that meets a debt
service coverage requirement1. This requirement is currently being met, although
marginally. Based on estimated water system revenues and operating expenses, the
proposed water rates are expected to provide a debt coverage ratio in excess of 1.25.
Under terms of the USDA loan for the GSL project, the Agency is required to annually
contribute an amount equal to 10 percent of principal and interest payments into a debt
service reserve account. Reserve contributions are required for ten years, and then the
reserve is available to make debt service payments, if conditions warrant. Contributions
to the reserve are shown along with principal and interest payments in Exhibit II-4.

!

1

Internal Loans – The Agency created a number of internal loans to address financial
constraints created when each water service area was treated as a separate enterprise.
Monthly debt service charges for each service area ensure that those customers in service
areas that benefitted from the loans also repay the loans. In addition, monies received
from loan payments (most loan payments are receivable to the AWS service area) are
used for the benefit of customers of the originating service area. For example, loan
payments due to the AWS service area are used to pay ATL debt service. Exhibit II-5
summarizes existing water system internal loans, including a few loans made from the
water system to the wastewater system.

Debt service coverage is calculated as net revenues (defined as gross revenues minus annual
operating and maintenance expenses) divided by annual debt service. Debt covenants contained in
the 2016 Revenue Refunding Bonds require that debt service coverage exceed 1.25.
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Two existing loans appear to be unnecessary to continue under the Agency’s current
water system financial structure. In one example, loan payments from CAWP-W to
repay a loan from CAWP-W Participation Fee Fund are used to pay a portion of GSL
debt service. The component of the debt service charge related to the GSL is reduced by
an amount equal to the loan payment. In other words, the source of funding to repay
the internal loan can simply be used to directly repay the GSL loan. It therefore is
recommended that the two loans that meet these criteria should be terminated to
provide more transparent accounting of the funds.
!

Capital Improvement Program – The capital improvement program, as developed by staff,
includes 36 projects totaling about $18.4 million (in future dollars) over the five-year
planning period. With the exception of a 2017 Water Supply Fund (WSF) loan from
Amador County for CAWP water rights application and a 2018 California Energy
Commission (CEC) loan for the Ione Hydropower Project, no new long-term debt is
included in the financial plan analysis. The capital improvement plan reflected in the
financial plan is presented in Exhibit II-6. Multiple funding sources, including more
than $12 million in grant funds, are identified in the exhibit. Water rate revenues are
expected to provide support for about $2.2 million of the five-year capital program.

Exhibits II-7 and II-8 provide the details of the financial plan model for the Agency’s Water
Operating Fund and Water Capital Fund, respectively. The financial plan reflects proposed
annual adjustments to the overall level of water rates necessary to cover estimated future
operating and maintenance costs, debt service obligations, and capital program needs with
consideration of other revenues, as well as reaching the Operating Reserve and Capital
Replacement Reserve target minimums.
If the rate adjustments proposed in this study are adopted, the previously approved automatic
annual water rate adjustments for inflation will be superseded and rescinded. These automatic
adjustments would have occurred in July 2018, July 2019, and July 2020.
Exhibit II-9 graphically summarizes the annual revenues, expenses, and year-end balances of
both the Water Operating Fund and the Water Capital Fund through the five-year planning
period. The graphs indicate that by the end of the planning period, both the minimum
Operating Reserve target and the minimum Capital Replacement Reserve target will be met.

FINANCIAL PLAN FINDINGS AND CONCLUSIONS
The preceding portion of this section described the basic framework and assumptions
underlying the financial plan analyses for the water system. Specific findings and conclusions
pertaining to the financial condition of the water system include the following, beginning with a
description of the current financial situation.
In FY 17-18, the financial condition of the Agency’s water system can be summarized as follows:
•

Estimated cash in the Operating Fund as of June 30, 2017 is only about $4,500. This is
about $1,293,500 below the 2-month target Operating Reserve of $1,298,000.

•

Estimated FY 17-18 water rate revenue, without a rate adjustment, is about $6.89 million
including water usage revenue, monthly service charge revenue, and monthly debt
service charge revenue.

THE REED GROUP, INC.

PAGE 17

AMADOR WATER AGENCY

THE REED GROUP, INC.

WATER SYSTEM FINANCIAL PLAN
AND RATE UPDATE STUDY

PAGE 18

AMADOR WATER AGENCY

THE REED GROUP, INC.

WATER SYSTEM FINANCIAL PLAN
AND RATE UPDATE STUDY

PAGE 19

AMADOR WATER AGENCY

WATER SYSTEM FINANCIAL PLAN
AND RATE UPDATE STUDY

•

Estimated total non-water rate Operating Fund revenues and transfers in for FY 17-18
total about $967,000.

•

Estimated FY 17-18 operating and maintenance costs, excluding debt service costs, of
about $5.30 million.

•

Debt service costs on external debt, as well as transfers representing internal loan
payments to the AWS Participation Fee Fund, Ridge Cluster System Fund, and the
Agency General Fund, total about $2.59 million.

•

A transfer from the Operating Fund to the Capital Fund of $200,000 in support of capital
project expenditures from the Capital Fund.

•

Without a rate adjustment, the balance in the Operating Fund could fall from $4,500 at
the beginning of the fiscal year to about -$240,000 at the end of the fiscal year.

From the summary above, it is clear that an increase in the overall level of water rates is
urgently needed to: (1) cover all water system costs, (2) eliminate the financial deficit, (3) begin
to build an Operating Reserve consistent with the Board’s adopted policy, (4) begin to build the
Capital Replacement Reserve consistent with the Board’s adopted policy, and (5) meet debt
service coverage requirements, as specified in bond documents. It is recommended that the
Agency immediately increase the overall level of water rates by 8.5 percent. This would
increase annual water rate revenues from about $6.89 million to about $7.48 million. Because of
the time required to provide public notice of proposed rate increases and to conduct a public
hearing, the soonest new water rates can be implemented is October 2017.
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In addition to an immediate adjustment to the overall level of water rates, annual rate
adjustments also are needed at the beginning of each fiscal year, from July 2018 through July
2021, in order to continue to meet financial obligations and continue to build financial reserves.
Annual rate adjustments for each of these four years are proposed based on the financial plan
analyses. With these adjustments, both the Operating Reserve and Capital Replacement
Reserve minimum target levels will be reached by the end of the five-year planning period. In
the meantime, the Agency’s water system will continue to operate with a degree of increased
financial risk.
The water system financial plan model reflects information, assumptions, and estimates that are
believed to be reasonable at the present time. However, condition change. It is recommended
that the Agency review the financial condition of the water system annually, as part of the
budget process, and perform a more comprehensive financial plan and water rate update study
every 3 to 5 years.

DETERMINING ANNUAL WATER RATE REVENUE REQUIREMENTS
The calculation of water rates follows a three-step process, which includes (1) the determination
of the annual water rate revenue requirement, (2) the distribution of costs to cost components
and then the allocation of those costs to each customer class, and (3) the design of water rates to
recover costs from each customer in proportion with their demands on the water system and
capacity requirements.
The annual water rate revenue requirement is the amount of revenue needed from water rates
in order to cover ongoing operation and maintenance costs (including regulatory compliance to
provide safe and reliable water service), debt service obligations, water system rehabilitation
and upgrades, and maintenance of prudent financial reserves with consideration of other
revenues and resources. The financial plan model was used to determine the annual water rate
revenue requirements. The revenue requirement for FY 17-18 is the basis for the water rate
calculations presented in this report. Efforts have been made to ensure the analyses are as
complete and accurate as possible. However, the Agency’s water system operates in a dynamic
environment in which economic conditions, customer water demands, external costs, legal
mandates, and other factors are outside of the Agency’s direct control. Future conditions and
events cannot be fully known at this time. In addition, there are obligations, such as keeping up
with the long-term replacement and rehabilitation needs of the water system, that the Agency
likely cannot fully address during the five-year planning period covered by this study, due to
concern about economic conditions and the impacts of increasing water rates.
The proposed water rate adjustments and the rate analyses in this report are intended to
provide the Agency with water rates that provide a proportionate distribution of costs to all
customers, even though not all costs are fully incorporated into the financial analyses. From
this standpoint, all water rates contained in this report are less than the full cost of providing
service. Items not fully reflected in the financial plan and rate analysis include:
•

Water system rehabilitation and replacement needs consistent with the age and
condition of infrastructure and life cycle replacement.

•

More prompt (less than five years) establishment of minimum target balances for the
Operating Reserve and Capital Replacement Reserve.

•

Full funding of future retiree health benefit costs unfunded retirement obligations.
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In time, the Agency will need to address these needs in order to ensure the long-term
sustainability of water system facilities and operations, as well as the financial stability of the
Agency.
Exhibit II-10 presents the annual water rate revenue requirement of about $7.48 million used in
water rate calculations to be effective in October 2017. The revenue requirement is based on
budgeted operating and maintenance costs for FY 17-18, estimated non-rate revenues, transfers
into and out of the Operating Fund for various purposes, debt service obligations (including
external debt and internal loans), and contributions to the Operating Reserve. This amount is
about 8.5 percent higher than the revenues that would be generated in FY 17-18 under the
current water rates, effective in July 2017.
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III.

COST OF SERVICE ANALYSIS

This section of the report presents and describes the cost of service analysis that supports the
water rate recommendation developed in Section IV on water rate design. The cost of service
analysis is the second step, following determination of the revenue requirement, in the threestep rate setting process.
The cost of service analysis presents the manner in which water system costs are
proportionately allocated to each customer class served by the Agency. While it may at first
appear straightforward to simply allocate costs across each group of customers, several
important considerations make this task fairly complex.
Section II of this report described how the water rate revenue requirement was determined
based on the five-year financial plan and a focus on the financial needs of the water system in
FY 17-18. That revenue requirement is $7.48 million for the water rates proposed for October
2017. This section begins with a summary of customer account, water usage, and other
information that helps to characterize the demands placed on the water system, and provides
the bases for cost allocations.

CUSTOMER AND WATER USE CHARACTERISTICS
Information on customers and water usage can be presented in a number of different ways,
with each serving a different purpose. Purposes include providing information to illustrate the
composition of the customer base, and providing information in a manner that aids in the
allocation of costs for cost of service analyses.
Exhibit III-1 summarizes the number of customer accounts and estimated annual water usage
for single family residential, multi-family, commercial/industrial, public agency, and untreated
water customers, as well as Mule Creek State Prison (MCSP), the City of Jackson, the City of
Plymouth, Drytown County Water District (CWD), Pine Grove Community Services District
(CSD), and Mace Meadows Mutual Water Company (MWC). MCSP is by far the Agency’s
largest retail customer, with unique water demand characteristics; other large users are all
wholesale customers that receive treated water and own and operate their own water
distribution systems and provide retail water service to their own water service customers.
Because of their unique capacity requirements and demand characteristics, MCSP and each
wholesale customer are treated as an individual customer class for cost allocation purposes.
The Agency’s general service customers include about 7,045 residential, multi-family,
commercial/industrial, and public agency customer accounts that receive treated water
customers from the Agency’s treated water distribution system. The Agency also provides
untreated water service to about 190 customer accounts. These customers receive water service
from the Amador Canal, the Ione Canal, or untreated water transmission pipelines.
The water system is comprised of four water service areas. These include:
•

Amador Water System (AWS) – The Amador Water System service area includes water
service in and around Sutter Creek, Ione, and Amador City, as well as to the City of
Jackson, City of Plymouth, Drytown CWD, and MCSP. The service area includes about
3,534 general service customers and 190 untreated water customers.
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•

Central Amador Water Project (CAWP) – The Central Amador Water Project service
area includes water service along the Highway 88 corridor in and around Pine Grove
and Pioneer, and includes the Pine Grove CSD and Mace Meadows MWC. It includes
about 2,733 general service customers. The service area is primarily residential with
some commercial, industrial, and public agency customers.

•

Lake Camanche – The Lake Camanche service area includes about 725 customer
accounts. The service area is primarily residential with a small number of commercial
establishments.

•

La Mel Heights – La Mel Heights is a small subdivision located off of Shake Ridge Road.
It includes 53 residential water service connections.

COST CATEGORIZATION AND FUNCTIONAL ALLOCATION
The cost of service analysis begins by breaking down the overall revenue requirement (i.e., cost
to be recovered from water rates) into cost categories. This is largely achieved through the
budget structure. However, for some cost categories, such as salary and benefit costs, and
operation and maintenance costs, it is necessary to split these broad groups of costs along
functional lines as well. The six primary functional distinctions used in the rate study include
supply/transmission, water treatment, treated water distribution, untreated water distribution,
customer, and administration. Descriptions of the cost categories used in the cost of service
analysis are provided below. The next sub-section provides details on how salary and benefit
costs were further split along functional lines.
•

Salary and Benefit Costs – All salary and benefit costs, including retirement benefits, are
included in a single cost category. Salary and benefit costs are allocated along the six
functional lines described above. Because of the detailed analysis that went into this
allocation, it is separately described in the next sub-section.

•

Operation and Maintenance Costs – Most operation and maintenance costs are direct
costs associated with the operation of water facilities. Based on line-item details
contained in the budget account structure, operation and maintenance costs have been
segregated along the supply/transmission, water treatment, treated water distribution,
and untreated water distribution functional lines.

•

Administrative Costs – Office expenses and director expenses are centrally budgeted,
and grouped as administrative expenses. Central budgeting occurs through the Agency
General Fund (Fund 05) and these administrative expenses are then assigned to the
water and wastewater system through inter-fund transfers. Some administrative items,
such as legal expenses and insurance, are directly budgeted in the water system, and
that structure is maintained in the cost of service analysis.

•

Fixed Asset/Equipment Lease Costs – Fixed asset and equipment lease costs are a
relatively minor part of the budget and represent purchases or leases of equipment used
in offices, shops, and in the field, as well as tools and instruments.

•

Debt Service Costs – Debt service costs are a significant part of the overall revenue
requirement. Most debt service costs are segregated by water service area and the rate
analysis includes a calculation of monthly debt service charges for each water service
area so that the debt obligations of one area are not borne by customers in other areas.
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•

Transfers and Reserve Contribution – This category covers the amounts included in the
water rate revenue requirement to: (1) reflect the transfer of internal loan payments
received by the Operating Fund and payable to the AWS Participation Fee Fund, Ridge
Cluster System Fund, and Agency General; (2) support the rehabilitation and
replacement of water system facilities through transfers to the Capital Fund; and (3)
begin to build the Operating Reserve, consistent with adopted policy.

•

Non-Rate Revenues – Non-rate revenues are applied against costs on a functional basis
and thereby help to reduce water rates. There are several non-rate revenue sources that
each offset certain costs, as summarized below.
o

City of Plymouth payments associated with the financing for the Plymouth pipeline
(now included in the 2016 Revenue Refunding Bonds) are applied against those debt
service payments.

o

PG&E contract payments, a portion of participation fees, and a portion of CFD
special tax revenue all offset the annual ATL debt service costs (now included in the
2016 Revenue Refunding Bonds).

o

A portion of the Agency’s general-purpose property tax revenue is applied to cover
40 percent of GSL debt service costs, based on decisions during the 2013 water rate
study.

o

A small amount of property tax revenue is applied against La Mel debt service costs
and a small amount of water system participation fee revenue is applied against ATL
debt service; these are both discretionary uses of these funds.

o

Interest earnings and miscellaneous service revenues are used to offset water system
costs, and thereby reduce water rates.

In identifying and allocating costs to functional components, staff and staff-related costs were
analyzed separately from other costs. The allocation of staff-related costs is described below.

ANALYSIS OF STAFF-RELATED COSTS
The analysis of staff costs, including salaries, benefits, and retirement benefits, is comprised of
the following:
•

Detailed staff costs included in the FY 17-18 budget.

•

Analysis of staff positions within the Agency by position title and assigning each
position to one of the broad categories listed below. Exhibit III-2 summarizes the
results of this assignment.
o
o
o
o

o

Customer
Administrative
Water treatment
Transmission/distribution
! Raw water transmission
! Treated water distribution
! Untreated water distribution
Wastewater
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Staff positions identified functionally in the transmission/distribution category are split
into the supply/transmission, treated water distribution, and untreated water
distribution categories. For purposes of rate setting the supply/transmission function
relates to raw water conveyance, primarily to treatment facilities. Treated water
distribution costs include distribution of treated water to retail customers. Untreated
water distribution costs include distribution of untreated water to customers, including
canal operations. Of the 31.8 percent of water system staff costs identified as
transmission/distribution, 5.0 percent was allocated as supply/transmission, 24.3
percent at treated water distribution, and 2.4 percent as untreated water distribution.
•

Once identified, wastewater-related staff costs, including administrative costs associated
with wastewater operations, were removed from the staffing analysis.

•

Reviewed the detailed staff analysis included in the 2013 water rate study.
included considering:

This

o

Assignment of staff positions as used in developing the budget.

o

Summary of historical time records for each staff position.

o

Estimates provided by managers of how their staff members spend their time across
functional areas.

These sources of information helped to inform decisions on how to allocate salaries and
benefits to the water system, the wastewater system, and the Agency’s general activities.
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The results of the allocation of water system staff-related costs are presented in the upper
portion of Exhibit III-3. This includes a summary of the functional allocation of staff-related
costs, as well as the subsequent distribution of these costs to functional cost components, as
described in the next sub-section. Total water system salary and benefit costs of about
$3,166,000 are used in rate calculations.

FUNCTIONAL ALLOCATION OF COSTS
Once the overall revenue requirement is defined, and costs have been categorized and
functionalized, the detailed cost allocation steps can proceed. The procedure for allocating costs
to various customer classes is complicated by the fact that the Agency provides water service to
customers that receive treated and untreated water, as well as to retail and wholesale
customers.
The cost allocation process recognizes and reflects the different service
characteristics and different demand characteristics associated with these variations in service.
There are a number of ways to allocate costs for rate setting purposes. Some are rather complex
requiring detailed knowledge of water system costs, cost drivers, and customer water use
characteristics. Others are somewhat simpler to understand and administer. Because the
Agency provides different services to a variety of customer types, a more complex cost
allocation methodology is warranted. However, the complexity must also be tempered by the
availability and quality of information.
The cost allocation methodology used herein consists of two primary steps. The first is to
allocate costs to functional cost components based on the nature of the cost. The second is to
distribute cost components to each customer class. In some cases, the allocation of costs follows
obvious assignments, while others require experienced judgment.
Ten cost components are used in the cost allocation methodology, as defined below.
•

Capacity Cost Components – Capacity cost components relate to the capacity of the
water system. Customers that have the ability to place greater or lesser demands on the
water system should bear a greater or lesser share of these costs. Four types of capacityrelated costs were identified for allocating water system costs, including:
o

Supply/Transmission Costs – Costs associated with the capacity to produce and convey
raw water supplies to treatment facilities are included in this component.
Supply/transmission costs are assigned to all customers in relation to the maximum
month water demand placed on the water system. This peak demand is the measure
of the capacity requirement imposed by each group of customers.

o

Water Treatment Costs – Costs associated with the capacity to treat water are included
in this component. Water treatment costs are assigned to all customers that received
treated water in relation to the maximum month water demand placed on the
system. Again, this peak demand is the measure of the capacity requirement
imposed by each group of treated water customers.

o

Treated Water Distribution Costs – Costs associated with the capacity to distribute
treated water to retail customers are included in this component. Treated water
distribution costs are assigned to a general water service customers in proportion to
the hydraulic capacity associated with the size of the water meter.
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Untreated Water Distribution Costs – Costs associated with the capacity to deliver
untreated water to irrigation or other untreated water customers are included in this
component. This includes costs associated with maintaining the Amador and Ione
canals. Untreated water distribution costs are assigned to untreated water service
customers in proportion to the hydraulic capacity associated with the size of the
water meter.

•

Customer Cost Component – Customer costs are associated with serving customers,
including meter reading, utility billing, and customer service. Board-related expenses
are also commonly treated as customer costs, as the Board represents each customer
equally. Customer costs are allocated equally to all customers, regardless of the demand
placed on the water system.

•

Commodity Costs Components – Commodity costs are assigned to customers based on
annual water usage. These components generally include all variable costs, but also
include fixed costs that are reasonably recovered on the basis of actual water usage.
Examples include energy for pumping and chemicals for water treatment, but may also
include other direct and indirect cost of operations. Similar to capacity cost components,
four separate commodity cost components are needed to reflect the variation in service
types.

•

o

Raw Water Costs – Costs associated with raw water supply and transmission that
should be shared by all customers in relation to water usage.

o

Treated Water Costs – Costs associated with water treatment that should be shared by
all treated water customers in relation to water usage.

o

Treated Water Distribution Costs – Costs associated with the distribution of treated
water to general service customers and the use of the water distribution system.
These costs are allocated to all general service customers in relation to water usage.

o

Untreated Water Distribution Costs – Costs associated with the distribution of
untreated water to customers and the use of the untreated water distribution system.
These costs are allocated to all customers receiving untreated water in relation to
water usage.

Debt Service Costs – Debt service costs remain as obligations of each water service area
and are handled separately. Certain revenues that are applied against debt service costs
are also incorporated in the calculation of monthly debt service charges. Separate
schedules of monthly debt service charges are developed for each water service area in
Section IV of this report.

Exhibit III-3 illustrates how the overall revenue requirement is allocated to functional cost
components. The basis for assigning each cost category to the functional component varies.
Some are one-to-one direct assignments (e.g., customer staff costs are directly allocated to the
customer cost component), while others are allocated by a variety of means, as summarized
below:
•

Administrative staff costs and CalPERS UAL costs are allocated to functional
components in relation to the allocations of supply/transmission, water treatment, and
water distribution capacity costs. These administrative costs are allocated to the
capacity components, whereas operational staff costs are allocated on the basis of usage.
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•

Most operating and maintenance costs are directly allocated to commodity components
based on the nature of the costs. Other operating expenses are allocated indirectly to all
users on the basis of the four capacity components. The allocations across the four
capacity components generally reflect the investment made in the four different
components of the water system.

•

Fixed asset/equipment lease expenses and water system rehabilitation and replacement
costs are also allocated to capacity components in relation to the investment in the water
system in various types of facilities (supply/transmission, water treatment, treated
water distribution, and untreated water distribution), based on a review of the Agency’s
fixed asset records.

•

Two short-term external loans, scheduled to be fully repaid within the five-year
planning period, are excluded from debt service charge calculations and included in the
general water rates on the basis of capacity allocations.

•

Operating reserve contributions are allocated to all users on the basis of actual water
usage through an indirect allocation using the result of the allocation of salary and
benefit costs and water system operating and maintenance costs across the four
commodity cost components.

•

Most non-rate revenues and transfers into the Operating Fund are applied against
appropriate operating or debt service costs, as previously described. Most other nonrate revenues are applied against commodity costs in the same manner that reserve
contributions are indirectly applied on the basis of water usage.

DETERMINATION OF UNIT COSTS
Once costs are allocated to functional cost components, each component cost is then divided by
the number of units to arrive at unit costs for each component. Units were derived from the
information contained in Exhibit III-1, as summarized below.
•

Supply/transmission capacity units – This is the demand on the water system during the
maximum month expressed in millions of gallons per day (mgd). The maximum month
water demand for the water system is 6.52 mgd.

•

Water treatment capacity units – This is the demand for treated water on the water system
during the maximum month expressed in mgd. The maximum month treated water
demand of the water system is 5.66 mgd.

•

Treated water distribution capacity units – This is the total number of 5/8” equivalent
meters represented by general service customers. Each meter size is related to a 5/8”
meter on the basis of hydraulic capacity. As an example, a 2” meter is equivalent to
eight 5/8” meters. There are 8,689 equivalent meters receiving general water service
from the Agency, including MCSP.

•

Untreated water distribution capacity units – Similar to general service customers,
untreated water capacity units is the total number of 5/8” equivalent meters represented
by customers receiving untreated water. There are 483 equivalent meters receiving
untreated water from the Agency.
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•

Customer units – There are 7,241 customer accounts (water meters) receiving water
service from the Agency. This includes general service, untreated water, and wholesale
customers.

•

All water commodity units – This is the total annual volume of water delivered to all
customers served by the Agency. The total annual water sales volume to all water
service customers is 1,784,700 CCF.

•

Treated water commodity units – This is the total annual volume of treated water delivered
to customers. The total annual treated water sales volume, including deliveries to
general service and wholesale customers, is 1,641,000 CCF.

•

Distributed treated water commodity units – This is the total annual volume of treated water
delivered to general service customers receiving treated water, including Mule Creek
State Prison. The total annual volume of retail treated water deliveries is 1,089,200 CCF.

•

Distributed untreated water commodity units – This is the total annual volume of untreated
water delivered to customers. The total annual volume of untreated water deliveries is
143,700 CCF.

The calculation of unit costs is presented in Exhibit III-4. Units are summarized at the top of
the exhibit. Costs are carried forward from the functional distribution of costs in Exhibit III-3,
summarized by cost category. Each of these costs is divided by the units to arrive at unit costs,
which are summarized in aggregate at the bottom of Exhibit III-4.

COST DISTRIBUTION TO CUSTOMER CLASSES
Unit costs presented in Exhibit III-4 are then used to distribute the costs of providing water
service to each customer class, as presented in Exhibit III-5. Customer classes include:
•

General treated water service, including
o Single family and multi-family residential customers
o Commercial, industrial, public agency, and irrigation customers

•

Mule Creek State Prison

•

Resale customers
o City of Jackson
o City of Plymouth
o Drytown County Water District
o Pine Grove Community Services District
o Mace Meadows Mutual Water Company

•

Untreated water service customers
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Unit costs related to each functional component are multiplied by the demand units for each
customer class. Only the relevant functional components are included in the derivation of the
total cost of service for each customer class. The resulting allocation of the total water rate
revenue requirement (excluding debt service to be included in monthly debt service charges),
by customer class, is shown in the right side of Exhibit III-5. These costs, allocated to each
customer class on the basis of capacity requirements and service demands, are carried forward
into the rate design step, presented in the next section of this report.
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IV.

WATER RATE DESIGN

This section of the report describes and presents the calculation of water rates for the Amador
Water Agency. The water rates are based on the water rate revenue requirement presented in
Section II of this report, and the cost of service analysis presented in Section III of this report.
The proposed water rate schedules provide proportional distribution of water system costs to
all users within the areas served by the Agency.

CURRENT WATER RATES
In 2013, the Agency adopted a system-wide water rate structure to improve financial stability
and reduce risk, more equitably reflect the costs of providing water service, and simplify rate
setting and administrative processes. In 2015, the Agency continued to simplify water rates by
terminating the pumping surcharge applicable to the CAWP service area, eliminating the
residential tiered water rate structure, and moving to transition all remaining flat rate customers
to metered water rates. In addition, the Agency adopted temporary water shortage rate
surcharges to help reduce the financial impact associated with drought conditions. Finally, in
both 2013 and 2015, the Agency adopted schedules for annually adjusting water rates to counter
the effects of inflation. In accordance with these procedures the Agency increased water usage
rates and monthly service charges by 3.0 percent effective July 1, 2017. Monthly debt service
charges are unaffected by this inflationary adjustment.
Exhibit IV-1 presents the Agency’s water rates effective July 1, 2017. The rate structure includes
separate uniform water usage rates for general service customers, MCSP, wholesale customers,
and untreated water customers. It also include monthly debt service charges based on the size
of the water meter for retail customers and on service requirements for other accounts, and also
monthly debt service charges that vary for each water system service area. Currently, about 48
percent of water rate revenue is derived from water usage rates, about 25 percent is derived
from monthly service charges, and about 27 percent is derived from monthly debt service
charges. In light of the impacts of the recent drought and state-mandated water use reductions
imposed on the Agency, the Agency’s Board of Directors has expressed concerns regarding the
revenue variability associated with changes in water demand, relative to predominately fixed
costs of providing water service. Without any changes in the existing water rate structure, the
percentage of rate revenue from usage rates will increase as water demand rebounds from
drought conditions. Such change in water demand may bring usage revenue to exceed 50
percent of the total within a couple of years and continue to expose the Agency to revenue
instability should another drought occur or the state imposes significant new long-term water
conservation mandates on the Agency and other local water providers.

RATE SETTING OBJECTIVES
The development of water rate recommendations has been guided by several rate-setting
objectives. These objectives were reviewed with Agency staff and include:
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•

Water rates should generate sufficient revenues to meet the financial obligations related
to operations, debt service, water system rehabilitation and replacement needs, and
maintenance of prudent reserves as determined through the calculation of the water rate
revenue requirement.

•

Water rates should reflect an equitable apportionment of the costs of providing service
to each customer and customer class consistent with legal requirements and industry
standards.
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•

Water rates should be modified to gradually increase the proportion of rate revenue
generated from fixed charges, with a smaller portion tied to variable water usage in
order to increase the stability and predictability of water service revenues.

•

Changes to the rate structure should be sensitive to the impacts on customer water bills.

WATER RATE CALCULATIONS
The cost of service analysis presented in Section III resulted in a distribution of the water rate
revenue requirement to each customer class based on customer, capacity, and demand
characteristics. The next step in the rate setting process is to calculate water rates for each class.
Proposed water rates include fixed monthly service charges and water usage charges for each
customer class. These are uniform across all water service areas. Separately, monthly debt
service charges are updated for customers within each water service area to reflect debt service
costs appropriately assigned to each service area, as well as the effect of offsetting revenues.
Monthly Water Service Charges and Water Usage Rates
Exhibit III-5 presented the results of the cost of service distribution of costs to customer classes.
Water rates for customers in each class are derived from the costs distributed to each class.
Costs associated with each customer class are divided into three rate components. Maintaining
the same general rate structure, the proposed water rates include:
•

Uniform water usage rates for each customer class.

•

A monthly service charge based on the capacity requirements associated with each
customer (i.e., meter size for general service and untreated water customers and specific
capacity requirements for MCSP and each wholesale customer).

•

Monthly debt service charges based on the debt obligations associated with each service
area and the capacity requirements of each customer (i.e., meter size for general service
and untreated water customers and specific capacity requirements for MCSP and each
wholesale customer).

In designing the water rates additional consideration is given to the relative mix of revenue to
be generated from monthly service charges versus water usage charges. The Agency was
adversely impacted by reduced water sales that occurred during the recent drought, even with
a temporary water shortage rate surcharge in place for a portion of the drought. The Board of
Directors requested that the revenue mix gradually shift to decrease the emphasis on usage
charge revenue. This will be accomplished by maintaining water usage rates for general water
service and wholesale customers at the current level, and generating needed new revenue
through adjustments in the service charges.
The calculation of water usage rates and monthly service charges for each customer class is
summarized in Exhibit IV-2. Monthly debt service calculations are presented later in this
section. In calculating the specific water usage rates and monthly service charges for each
customer, the following considerations were made:
•

Maintain the water usage rates for general water service and wholesale customers at the
current amounts.
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•

All monthly service charges include an equal amount for customer costs, regardless of
meter size or customer class.

•

Costs not recovered through water usage revenue and the customer component of the
service charge are recovered based on meter size (hydraulic capacity) and included in
the monthly service charge.

•

Monthly service charges for general service customers and untreated water customers
are made equal to simplify the rate structure; the difference in costs of service between
these customer classes is maintained through the difference in the water usage rates.

•

The revenue generated from each customer class is set equal to the total costs allocated
to each class, as shown in Exhibit III-5.

Adjusting the water rates as indicated above results in a slight decrease in the percentage of
water rate revenue generated by usage charge from the current 48 percent to about 46 percent.
A five-year rate plan is proposed. Beyond the initial rate adjustment proposed for October
2017, the additional rate adjustments to be effective each July from 2018 through 2021 also are
proposed to meet the anticipated revenue needs of the water system, as determined in
accordance with the financial plan presented in Section II of this report. Consistent with the
desire to reduce the percentage of revenue from usage charges, it is recommended that each
subsequent rate adjustment include only changes to the monthly service charges, but not to the
water usage rates. It is estimated that by FY 21-22 these rate adjustments will shift the revenue
mix such that about 40 percent of total water rate revenue will be derived from water usage
charges and 60 percent from monthly service charges and monthly debt service charges to
better reflect that the majority of the Agency’s costs to provide water service are fixed and, as a
result, to increase the stability of the Agency’s financial picture.
Monthly Debt Service Charges
The Agency has a number of long-term debt obligations, as summarized in Section II. The
repayment of these obligations associated with specific service areas will remain an obligation
of each water service area. However, since 2013 new debt has been issued on a system-wide
basis and is allocated across the entire water system, independent of service area. The general
water system debt is shown separately in the debt service charge calculations.
The debt service charges reflect costs associated with external debt, as well as from internal
loans. The debt service charges are calculated in much the same manner as monthly service
charges, with the charges varying by meter size.
Exhibit IV-3 presents the calculation of monthly debt service charges for each water service
area. Specific considerations in the calculation of the monthly debt service charges include:
•

The 2014 American River Bank Loan (Springbrook software) and the 2015 Amador
County WSF Loan (Ione Backwash) will both be repaid within the five-year planning
period of this study. Those loan obligations are not included in the debt service charge
calculations because of their short lives.

•

The debt service charge for the City of Jackson, City of Plymouth, and untreated water
customers exclude Plymouth pipeline debt obligations (the City of Plymouth pays 69.05
percent of Plymouth pipeline debt service through a direct charge, per agreement).
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•

The debt service charge for untreated water customers excludes ATL debt service
obligations, as most of these customers are served from the Amador Canal.

•

The debt service charges for Pine Grove CSD and Mace Meadows MWC exclude CAWPRetail loan obligations.

•

Annual debt service costs associated with the ATL reflect revenue offsets totaling about
$465,000 per year from CFD #1 special taxes, participation fees, PG&E contract
payments, and internal loan payments received by the AWS operating account.

•

Annual debt service costs related to the Plymouth pipeline are reduced by 60.95 percent
(about $146,500) based on payments made directly by the City of Plymouth for these
costs.

•

Annual debt service costs for the related to the GSL pipeline are reduced by 40 percent
(about $144,200) using property tax revenue available from the Agency General Fund.

•

Annual debt service costs for the La Mel Heights service area are reduced by about
$12,100 using property tax revenue available from the Agency General Fund.

•

Some of the revenue offsets included in the debt service charge calculations reflect a
discretionary use of Agency resources and are intended, in part, to equalize the debt
service charges across service areas, where possible, thereby simplifying the overall rate
structure.

•

Funds from the repayment of internal loans are to replenish the fund/reserve accounts
from which the loans were made. Furthermore, all funds received through internal loan
payments to repay the AWS Participation Fee Fund and AWS operating account are
expended for the benefit of AWS customers by applying these funds to ATL debt
service.

•

As loan obligations are paid off, the debt service charge will be reduced by the amount
corresponding to the retired debt.

The proposed monthly debt service charges should remain fixed for the entire five-year
planning period, unless obligations are paid off sooner or there are significant changes to the
revenue offsets.

PROPOSED 5-YEAR WATER RATE PLAN
Complete water rate schedules for the five-year planning period are presented in Exhibit IV-4.
As noted previously, the proposed rate plan holds the water usage rates at a constant amount
through the rate plan period. In addition, the monthly debt service charges also remain fixed
for the five-year period. All new water revenues to meet the financial needs of the water system
will be generated by adjustments in the monthly service charges. With this rate plan, the
percentage of water rate revenue derived from water usage charges would decline from the
current 48 percent to about 40 percent by FY 21-22, even with the anticipated rebound in water
demand.
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Any update to the cost of service analysis and or change to rate structures can cause some
customers to pay more and others to pay less, even in a revenue neutral setting. The proposed
water rates have been developed based on annual water rate revenue needs, as described in
Section II, on a uniform and consistently applied cost of service methodology, as described in
Section III, and on rate design concepts intended to achieve stated rate setting objectives, as
described in this Section. Because the water usage rate for most customers remains the same the
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impact of changes in the water rates is more uniformly applied. The proposed water rates
reflect the cost of providing service to each customer class and service type, and thereby
provide a more equitable and uniform basis for charging all water service customers.
The proposed water rates continue to simplify and bring uniformity to the Agency’s water rate
structures. The rates are intended to meet the revenue needs of the Agency as identified by the
financial plan, and provide a reasonable and fair allocation of costs to each customer and based
on a proportionate distribution costs that reflect service requirements and water demands.
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