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Executive Summary

Introduction and Background
In early 2014, the Amador Water Agency (Agency) contracted with The Reed Group, Inc.
to develop a system-wide approach to its wastewater rates. The Agency owns and
operates wastewater collection systems and certain treatment and disposal facilities
serving three separate wastewater service areas, which were formed and evolved as the
wastewater needs within the County grew and matured. These wastewater service areas
include: (1) Wastewater Improvement District #1 (WW ID#1), (2) the Lake Camanche
wastewater service area (also known as Wastewater Improvement District #11), and (3)
the Martell wastewater service area (also known as Wastewater Improvement District
#12). WW ID#1 is comprised of nine small wastewater systems, which were previously
aggregated together under a single improvement district.

These nine areas include

Eagles Nest, Surrey Junction, Wildwood, Gayla Manor, Viewpoint, Fairway Pines,
Jackson Pines, Pine Grove, and Tiger Creek Estates. The areas served are primarily
residential, except that Martell and Pine Grove are both primarily commercial.

The

Martell service area receives wastewater treatment and disposal services from the City of
Sutter Creek and the Amador Regional Sanitation Authority (ARSA), respectively. All
other wastewater collection, treatment, and disposal facilities are owned, operated, and
maintained by the Agency.
Purpose of System-Wide Wastewater Rates
This wastewater cost of service and rate study has been performed following the
conclusion of a similar water rate study and preparation of the System-Wide Cost of
Service and Water Rate Study report, completed in 2013. That study resulted in uniform
water rates for the four water service areas, which has provided multiple benefits. The
Agency now seeks the same benefits for its wastewater service operations.
At present, the wastewater rates within each wastewater service area are intended to
reflect and recover the costs of providing service within each area. When all rates reflect
the cost of service then the Agency, as a whole, is financially stable and service to all
customers can be secure and reliable. The Agency has historically acted to adopt new
wastewater rates for each service area in separate, independent actions. However, this
practice creates a financial vulnerability in that if rates in one area do not reflect the cost
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of service, for any reason, the financial deficit can threaten the financial stability of the
Agency as a whole. When this has occurred, the Agency has had to fund operations
within some service areas using loans from the reserves of other service areas. This
practice not only poses a threat to cost of service requirements, it is unsustainable and
places the Agency’s overall ability to meet financial and service obligations at significant
risk.
This situation is not new.

In 2002, the Amador County Grand Jury said: It is

recommended that AWA adopt a single rate for potable water and a single rate for waste
water. Since then, the Agency consolidated seven water service areas into the CAWPRetail service area and also consolidated nine wastewater service areas into WW ID#1.
The recent system-wide water rate study brought all water rates under a single structure.
The current system-wide wastewater rate study will complete the process of unifying and
streamlining wastewater rate structures.
As with water rates, the Agency believes that a single system-wide and uniform set of
wastewater rates, reflecting the fact that many of the costs of providing wastewater
service are uniform, Agency-wide costs, would provide many benefits to the Agency and
its customers. The co-equal goals of improved equity in the wastewater rates and greater
financial stability prompted this system-wide cost of service and wastewater rate study.
Cost savings associated with simplified accounting, financial planning, and rate analyses
offer additional benefits.
During the course of this study, the Agency’s Board of Directors considered wastewater
rate issues during several regular board meetings. Meeting dates included August 14,
September 11, September 25, and October 9, 2014. The October 9 meeting included a
public workshop in which all wastewater customers were invited to attend or to submit
questions. In addition, an evening workshop is scheduled for November 18, and the
required formal public hearing is scheduled for December 11, 2014.
Wastewater Rate Revenue Requirement
The proposed system-wide wastewater rates are intended to meet the wastewater rate
revenue needs of the Agency. The wastewater rate revenue requirement is that amount
of revenue needed to: (1) cover ongoing operation and maintenance costs, (2) meet all
debt service obligations, including repayment of principal and interest, (3) support
rehabilitation and replacement projects contained in the capital improvement program
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(CIP), and (4) begin to re-establish required and prudent financial reserves.

The

determination of the wastewater rate revenue requirement also considers the effects of
non-rate revenues, such as participation fee revenues related to new development,
interest earnings, and other miscellaneous revenues. In total, about 8 percent of all
wastewater system costs would be covered by non-rate revenue sources.
The Agency is working to improve its financial stability.

Financial reserves for the

wastewater service areas have been depleted, and wastewater rates have not been
adjusted in a few years. In order to continue to operate in a sound and responsible
manner, the Agency must adjust wastewater rates. The ability to maintain expected
levels of service, to respond to emergencies, and to maintain wastewater system
infrastructure is hampered by the current financial situation.
Recognizing the customer sensitivity to wastewater rate increases, the proposed
wastewater rates reflect a path with a five-year transition to re-establish an operating
reserve consistent with current policy direction and practices, as well as provide stable
funding for operations and maintenance, debt obligations, and capital program needs.
Estimated annual wastewater rate adjustments to meet financial goals are summarized
below. Details of wastewater system financial obligations are presented in Section II of
this report.
•

January 2015

2.5 percent, with system-wide rate restructuring

•

July 2015

4 percent

•

July 2016

6 percent

•

July 2017

6 percent

•

July 2018

Inflationary adjustment, with 3 percent cap

•

July 2019

Inflationary adjustment, with 3 percent cap

The overall annual system-wide wastewater rate revenue requirement proposed herein is
approximately $1,412,000, which is about $35,000 (2.5 percent) higher than current
wastewater rate revenues. This increase has been moderated, in part, by the Agency’s
efforts to reduce staff levels, cut costs, and improve efficiencies. The proposed increase
in the overall level of rate revenues is necessary primarily to:
•

Continue to meet the financial obligations of providing wastewater service in each
service area

•

Reduce the depletion of financial reserves and eventually help establish an
operating reserve equal to two-months of annual operating and maintenance
expenses over about a 5-year period

THE REED GROUP, INC.

PAGE 3

SYSTEM-WIDE COST OF SERVICE
AND WASTEWATER RATE STUDY

AMADOR WATER AGENCY

•

Help fund planned replacement and rehabilitation projects based on the 5-year
capital improvement program.

The wastewater rate revenue requirement, as used in wastewater rate calculations, is
summarized below. Current wastewater rate revenues total about $1,377,000 annually
across all three service areas.

Operation and maintenance
Debt service
Transfer for CIP projects
Use of available reserves
Non-rate revenue offsets/transfers

Wastewater Rate
Rev. Requirement
$1,322,400
$206,500
$75,000
($64,100)
($128,100)

Total Wastewater Rate Revenue Reqmt.
Percent change from current

$1,411,700
2.5%

Details of the determination of the wastewater rate revenue requirement are presented in
Section II of this report. This revenue requirement does not, however, reflect the full cost
of providing wastewater service to customers, including providing for the long-term
rehabilitation and replacement of the Agency’s wastewater facilities. In particular, the
revenue requirement does not fully fund:
•

All planned wastewater system rehabilitation and replacement projects
appropriately paid for through wastewater rates

•

Prompt replenishment of prudent financial reserves

•

Costs associated with retiree health benefit liability.

Nevertheless, Agency staff believes the proposed overall level of wastewater rates is
sufficient to continue ongoing operations and places the Agency on a path toward greater
financial stability. Additional wastewater rate increases may be needed in future years,
and continued vigilance of costs and cash flow management are required.
Proposed System-Wide Wastewater Rates
The system-wide wastewater rates bring increased uniformity in the apportionment of
costs to all customers in developing equitable charges for wastewater service across all
wastewater service areas. Similar to the water rates adopted by the Agency in 2013,
under the proposed system-wide approach to wastewater rates the only difference in
rates across service areas is related to the repayment of existing debt obligations.
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Proposed Wastewater Rate Schedule
Proposed system-wide wastewater rate schedules to be implemented through July 2017
are presented in Exhibit I-1. All wastewater bills will include: (1) a monthly service
charge, (2) a wastewater usage charge determined by winter water usage and
consideration of wastewater strength, and (3) a monthly debt service charge.

Under the proposed wastewater rates, service charges and debt service charges will vary
with capacity requirements as determined by the number of dwelling units (DUs) or
equivalent dwelling units (EDUs) of each customer.
Wastewater usage rates apply uniformly across all wastewater service areas.

The

proposed rates effectively include a single usage charge for all single family residential
customers, and uniform usage rates for non-residential customers based on each
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customer’s winter water usage and the appropriate wastewater strength category (low,
medium, and high). The Martell service area currently has the non-residential strengthbased usage rates, while other service areas do not.
Monthly wastewater service charges are intended to recover the fixed portion of operating
and maintenance costs not recovered through wastewater usage charges. Most service
charges are for 1 EDU, however, larger customers that require more capacity are
assigned a higher number of EDUs, based on their service requirements.
Monthly debt service charges are also tied to the number of EDUs for each customer and
also to the wastewater service area, as the debt obligations of each service area are
unique and remain the sole obligations of the respective area.
All wastewater service customers of the Agency will benefit from the proposed
wastewater rates through greater equity achieved by the uniform and consistent
allocation of costs to all customers and customer classes. The change in an individual
customer’s wastewater bill resulting from the proposed rates will vary depending on the
wastewater service area, customer class, number of EDUs, and winter water use (as
proxy for wastewater flow). Section IV of this report provides information on how single
family and other customers would be affected by the proposed wastewater rates.
Future Adjustments to Wastewater Rates
As noted earlier in this section, and described more fully in Section II of this report, the
proposed wastewater rates for FY 14-15 only partially meet the financial obligations of the
Agency.

The proposed wastewater rates for January 2015 are a first-step towards

financial stability and revenue sufficiency. Three future adjustments to the wastewater
rates should be considered by the Agency.
Adjustments to Wastewater Rates to Meet Financial Objectives
As specified in Section II regarding the five-year financial plan for the wastewater system,
the Agency should annually adjust wastewater rates each fiscal year beginning in July
2015, based on the estimates indicated below:
•

July 2015

4 percent

•

July 2016

6 percent

•

July 2017

6 percent
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These near-term adjustments will help ensure that wastewater rates adequately cover the
Agency’s wastewater system costs and also enable the operating reserve to be
replenished to a minimum target balance, as described and shown in Section II.
Changes to the rates would affect the monthly service charges and usage rates, but not
the monthly debt service charges, as debt obligations remain fixed.
Automatic Wastewater Rate Adjustments for Inflation
By 2018, it is estimated that wastewater rates could be adjusted annually by about the
rate of general inflation (estimated to be 3 percent in the financial plan). As authorized by
California Government Code section 53756, and as adopted for the Agency’s water rates,
the Agency should consider adopting automatic adjustments to wastewater rates based
on changes to a specified consumer price index for the remainder of the five-year
planning period.
Consistent with the previous paragraph, it is recommended that the Agency adopt a
formula for automatically adjusting wastewater rates effective on July 1, 2018 and July 1,
2019. These adjustments would apply to monthly service charges and wastewater usage
rates based on changes in the San Francisco consumer price index (SF-CPI). The
inflationary adjustment would not apply to debt service charges, which reflect specific
fixed annual debt service payment obligations. Similar to the decision of the Board of
Directors concerning water rate adjustments, this annual inflationary adjustment to
wastewater rates should be capped at 3 percent per year, as selected by the Board. In
addition, as required by the California Constitution, the proposed automatic rate
adjustments must not exceed the cost of providing water service regardless of any higher
adjustment amount adopted by the Agency’s Board.
Automatic adjustments may not be sufficient to address all the financial needs of the
Agency. However, those adjustments would serve as a prudent measure to help protect
against deterioration in the value of rate revenue as costs rise over time. Agency staff
should monitor the actual growth in costs to provide wastewater service and notify the
Board if those costs are increasing in excess of the maximum annual percentage
adjustment in rates adopted by the Board.
Rate Reductions Associated with Retirement of Debt
Monthly debt service charges should be reduced, and eventually eliminated, as existing
debt obligations are retired. The timing of incremental reductions in each of the debt
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service charges is presented in Section IV of this report. If the Agency incurs new longterm debt, and wishes to increase any of the debt service charges, such increases would
need to be approved through a formal rate-setting process.
Benefits of Proposed System-Wide Wastewater Rates
The benefits to the Agency and all customers of the proposed system-wide approach to
wastewater rates include, but are not limited to, the following:
•

System-wide wastewater rates will help provide financial stability and viability, and
help ensure that the Agency’s financial and service obligations can be met with
reduced risk and uncertainty

•

Constitutional requirements for establishing wastewater rates that reflect the cost
of providing service, and that each customer’s utility bills reflect a proportionate
and equitable share of costs, will be met in a more comprehensive, uniform, and
justifiable manner

•

System-wide wastewater rates would be consistent with a recommendation of the
Amador County Grand Jury, which in 2002 said: It is recommended that AWA
adopt a single rate for potable water and a single rate for waste water

•

The Agency’s rate setting process will be streamlined with a single process that is
more efficient, cost-effective, and transparent than multiple, duplicative processes

•

Wastewater rates are subject to a uniform set of cost allocation principles, thereby
improving equity for customers across service areas

•

Customers will benefit from improved financial stability and certainty for the
Agency, and improved equity in wastewater rates and wastewater bills

•

Administrative and customer service costs will be reduced through simplification
and increased consistency in the wastewater rates

•

The new system-wide rate approach provides an opportunity to further reduce
administrative and operating costs by streamlining and improving budgeting, cost
accounting, and administrative practices

THE REED GROUP, INC.

PAGE 8

SYSTEM-WIDE COST OF SERVICE
AND WASTEWATER RATE STUDY

AMADOR WATER AGENCY

II.

Financial Plan and Wastewater Rate Revenue Requirement
This section of the report describes the analyses to develop a five-year financial plan and
to determine annual system-wide wastewater rate revenue requirements. The systemwide wastewater revenue requirement for 2015 is used in the determination of
wastewater rates in the following sections. The revenue requirement is the overall level
of wastewater rate revenue intended to cover ongoing operation and maintenance costs,
debt service obligations, wastewater system rehabilitation and replacement needs, and
replenishment of reserves, with consideration of non-rate revenues and available
reserves.

System-Wide Rate Approach
The Agency is authorized to provide water and wastewater services throughout Amador
County. It owns, operates, and maintains water and wastewater facilities serving several
service areas within Amador County. Over the years, the Agency has been asked to take
over the operation of several small water and wastewater systems, including county
service areas (CSAs), by the County. Gradually, the Agency has aggregated many of
these service areas.
While a separate budget and chart of accounts is maintained for each water and
wastewater service area, the division of labor across each area is not well delineated and
is difficult to track.

The same is true for many non-labor operating costs such as

equipment, tools, supplies and materials, fuel and chemicals, and other costs. Operation
and maintenance staff often work across various water and/or wastewater service areas,
with a focus on operational requirements at any given time, rather than being dedicated
to a single area.

Because of each service area’s unique facilities and operational

requirements, the needs of each service area can change weekly, monthly, and annually.
Therefore, an analysis of the distribution of staff resources at any one time is necessarily
limited and may not be reflective of long-term resource distribution. The allocation of
administrative staff costs to various service areas under the current framework is similarly
challenging and unsatisfactory.
Current accounting and rate-setting practices have led to concern over potential disparity
in wastewater rates. Some believe that increased precision in segregating the costs for
operating each service area will lead to greater accuracy in accounting for those costs
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and therefore enable the Agency to accurately structure specific rates for each service
area. However, precision is not practically achievable given the Agency’s operational
limitations, nor would such precision necessarily lead to greater accuracy because costs
of operating each service area can vary radically over time for a variety of reasons,
including the costs of replacing significant facilities. The current situation, however, has
resulted in perceived inequity and unfairness in the rates. Current rate-setting practices
also require multiple processes, each with significant incurred costs and staff time
requirements. The existing process is inefficient and therefore unsatisfactory.
This situation is not new.

In 2002, the Amador County Grand Jury said:

It is

recommended that AWA adopt a single rate for potable water and a single rate for waste
water.
In light of these conditions, in 2013 the Agency streamlined the process for setting water
rates by combining then-existing separate rates for each water service areas into a single
system-wide rate setting process.

A similar process is warranted for the Agency’s

wastewater service areas. The benefits to the Agency and its customers of the proposed
system-wide approach to wastewater rates include, but are not limited to, the following:
•

System-wide wastewater rates will help provide financial stability and viability, and
help ensure that the Agency’s financial and service obligations can be met with
reduced risk and uncertainty

•

Constitutional requirements for establishing wastewater rates that reflect the cost
of providing service and that each customer’s utility bills reflect a proportionate
and equitable share of costs will be met in a more comprehensive, uniform, and
justifiable manner

•

The Agency’s rate setting process will be streamlined with a single process that is
more efficient, cost-effective, and transparent than multiple duplicative processes

•

Wastewater rates are subject to a uniform set of cost allocation principles, thereby
improving equity for customers across service areas

•

Customers will benefit from improved financial stability and certainty for the
Agency, and improved equity in wastewater rates and wastewater bills

•

Administrative and customer service costs will be reduced through simplification
and increased consistency in the wastewater rates

•

The new system-wide rate approach provides an opportunity to further reduce
administrative and operating costs by streamlining and improving budgeting, cost
accounting, and administrative practices
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Five-Year Financial Plan for the Wastewater System
A five-year financial plan was developed for the wastewater system to estimate annual
revenue requirements needed to meet the Agency’s wastewater operating and
maintenance costs, debt service obligations, and capital improvement program needs
with consideration of other wastewater revenues, the availability of financial reserves, and
existing reserve practices.
The financial plan is an annual cash flow model. As such, it differs from standard
accounting income statements and balance sheets.

The financial plan models the

sources and uses of funds into, out of, and between the various funds and reserves of the
wastewater utility.
The financial plan model incorporates an operating fund, a capital replacement reserve,
and a participation fee fund on a system-wide basis for the wastewater system. This
presentation helps to provide transparency as to the sources and uses of funds for each
type of obligation.
Fund Structure and Cash Flows
An understanding of the fund/reserve structure is helpful to understand the financial plan
exhibits that model the annual cash flows. The fund/reserve structure is comprised of:
•

Operating Fund – The operating fund is the primary fund within the wastewater
system. Most revenues, including wastewater rate revenues, flow into the
operating fund and all operating and maintenances costs, including debt service
costs, are paid out of this fund. Money is also transferred from the operating fund
to the capital replacement reserve in support of the capital improvement program.
An operating reserve is also reflected within the operating fund.
o

Operating Reserve – The financial plan model seeks to maintain an
minimum operating reserve equal to two-months (16.7 percent) of annual
operating and maintenance expenses, including debt service. The
purpose of the operating reserve is to provide working capital and funds
for unplanned operating and maintenance expenditures. At the end of FY
13-14, the target operating reserve balance was about $231,000, and the
actual total operating fund balance was $345,000, or higher than the
target minimum.
While the financial plan seeks to maintain a two-month operating reserve,
the limited size of the wastewater operation warrants a larger operating
reserve. It is recommended that the Agency consider establishing a 25
percent wastewater operating reserve, as a long-term objective (i.e.,
beyond the current planning period).

o
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the available balance. After all obligations are met the available balance
can be used to offset rate increases, and the financial plan model
generally seeks to reduce this balance by adjusting the wastewater rates.
Negative amounts in the available balance indicate that the operating
fund is below the target operating reserve amount, indicating a need to
increase wastewater rates. Because of a need to fund the capital
replacement reserve (described next) and support an ongoing capital
replacement, upgrade, and rehabilitation program, the available balance
of the operating fund is negative for most of the five-year planning period.
•

Capital Replacement Reserve – The capital replacement reserve is used to
account for capital project expenditures related to rehabilitating, replacing, and
upgrading wastewater facilities. This reserve is supported by annual transfers of
money from the operating fund (from rate revenues). The financial plan model
seeks to maintain a positive balance in this reserve. Annual transfers into the
reserve are adjusted with the goal of (1) providing adequate funding for planned
capital improvement projects, and (2) attempting to smooth out annual
wastewater rate increases.

•

Wastewater Participation Fee Fund – The participation fee fund is used to
account for wastewater participation fee revenues and related expenses, in
accordance with statutory requirements. Participation fee revenues can be used
for capital projects that provide capacity benefits to new development, as well as
related debt obligations. Because participation fees represent a buy-in to the
existing systems, fee revenue can also be used for capital replacement, upgrade,
and rehabilitation of wastewater facilities. Participation fee funds used for debt
service are transferred to the operating fund, which is where the debt service
payments are reflected.

Financial Plan Assumptions
The financial plan was created to reflect the FY 14-15 budget and financial conditions as
of the beginning of the fiscal year. The financial plan also reflects debt service schedules
and capital improvement plans, as identified by staff, during the five-year planning period.
Development of the financial plan involved estimating future revenues and expenses
based on inflation and interest rates, wastewater service demands, anticipated capital
improvement needs, and other information. The Agency does not have formal estimates
of future operating and maintenance costs, and capital improvement needs are defined at
a planning level. The financial plan is based on the best available information and
reasonable assumptions; however, no assurance can be made as to the accuracy and
completeness of the estimates.
Primary assumptions reflected in the financial plan are summarized below:
•

Inflation Rates – General inflation, applicable to operating and maintenance costs,
is assumed to be 3 percent per year. For capital project expenditures, inflation for
construction costs is assumed to be 4 percent per year.
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•

Interest Rate – Interest earnings are estimated based on beginning of year fund
and reserve balances. Annual interest rates are assumed at 0.25 percent in FY
14-15 and gradually increasing to 0.75 percent at the end of the five-year
planning period.

•

Growth Estimate – The financial plan conservatively assumes no new growth in
the customer base during the planning period.

•

Wastewater Demands – Wastewater demands are estimated based on winter
water usage characteristics (with minimal irrigation water demand) using data
from February and March of 2014. In the absence of growth, no change in
wastewater demand is anticipated.

•

Operation and Maintenance Costs – Annual operation and maintenance costs
are estimated based on the FY 14-15 budget with modifications (as described
later in this section) to bring a system-wide perspective to the analysis. Annual
operation and maintenance costs increase each year based on the general
inflation rate of 3 percent per year. An additional cost related to the disposal of
treated wastewater through the Amador Regional Sanitation Authority (ARSA) of
$20,000 per year is also incorporated into the financial analysis.

•

Debt Obligations – Annual debt service payments are scheduled based on
repayment schedules for each external and internal loan. Repayment schedules
are presented later in this section.

•

Capital Improvement Projects – The estimated cost and timing of capital
improvement projects was provided by Agency staff. Costs have been escalated
to the year of construction using the construction inflation rate of 4 percent per
year. The capital improvement project list is presented later in this section.

Financial Plan Results
The five-year financial plan results are summarized in Exhibit II-1, and also presented
graphically in Exhibit II-2. Results of the financial plan analysis are summarized below.
•

Current wastewater rate revenues are generally sufficient to cover operating and
maintenance expenses, including debt service payments. However, the current
level of rates is not sufficient to support the ongoing capital improvement needs of
the wastewater system.

•

Planned capital program expenditures in FY 14-15 will require the use of funds
from the operating fund, resulting in the operating fund balance falling well below
the operating reserve target balance.

•

Gradual wastewater rate increases will require the Agency to continue to utilize
limited financial reserves to meet financial obligations. It will be a few years
before the gradual rate increases provide adequate funding of the wastewater
system to cover costs for operation and maintenance, debt service, and capital
program needs, as well as to then gradually begin to re-establish the target
minimum operating reserve.
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An initial financial plan, which incorporated a recommended 25 percent operating
reserve, suggested that to meet financial objectives, a 4.5 percent overall wastewater rate
increase would be needed for January 2015, followed by 5 percent annual rate increases
at the beginning of each fiscal year from FY 15-16 through FY 17-18. Beyond that time,
financial plan estimates suggest that annual wastewater rate adjustments might be
limited to the pace of general inflation.
Upon presentation of this information to the Board of Directors, direction was provided to
reduce the operating reserve target to 16.7 percent (2-month minimum) and to reduce the
initial rate increases, which are timed just six months apart. A revised financial plan
resulted in wastewater rate plan that includes a 2.5 percent overall wastewater rate
increase in January 2015, followed by a 4 percent increase in July 2015 and 6 percent
annual rate increases in July 2016 and July 2017. Beginning in FY 18-19, the revised
financial plan estimates suggest that annual wastewater rate adjustments might be
limited to the pace of general inflation.
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Wastewater rate recommendations presented in this report reflect this revised financial
plan, and the smaller increases in wastewater rates.
The Agency should closely monitor financial conditions and needs on an ongoing
(annual) basis, and update the financial plan model and future estimates at least every
three to five years, or when conditions or plans change sufficiently to warrant an update.
Actual future conditions, such as system demands, operating and maintenance costs,
and capital project timing and costs may differ from the financial plan assumptions
reflected herein.

Material differences affecting the overall financial condition of the

wastewater system may warrant closer review and/or an earlier update.
Determining the 2015 Wastewater Rate Revenue Requirement
The annual wastewater rate revenue requirement is the amount of revenue needed from
wastewater rates in order to cover ongoing operation and maintenance costs, debt
service obligations, regulatory compliance, wastewater system rehabilitation and
replacement needs, and replenishment of reserves with consideration of other revenues
and available reserves. This study and wastewater rate calculations are largely based on
the FY 14-15 budget and related information, as well as the five-year financial plan
described above.
The recommended 2015 revenue requirement and rate analyses contained in this report
are intended to provide the Agency with wastewater rates that provide a proportionate
distribution of costs to all customers, even though not all costs are fully incorporated into
the rate analysis (proposed annual wastewater rate increases, described with the
financial plan, will eventually bring the wastewater rate up to the full cost of service).
From this standpoint, the wastewater rates contained herein are less than the full cost of
providing service. Items not fully reflected in the rate analysis for 2015 include:
•

Wastewater system rehabilitation and replacement needs as reflected in the
current 5-year CIP, which should be supported through wastewater rates

•

Prompt establishment of prudent operating reserves

•

Full funding of future retiree health benefit costs.

The extent to which each of these costs has been limited in the rate analyses presented
herein is described elsewhere in this report. Once the recommended multi-year rate
adjustments are implemented, the Agency should re-address its financial needs in order
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to ensure the long-term sustainability of wastewater system facilities and operations, as
well as the financial stability of the Agency.
Ongoing Operation and Maintenance Costs
Wastewater rate analyses contained herein rely on the FY 14-15 budget for estimates of
operating and maintenance costs.

FY 14-15 budgeted operating and maintenance

expenditures are summarized as follows:
Amador Water
Agency Total

Wastewater Service
Areas Combined

Salaries and Benefits
Operation and Maintenance
Administration
Fixed Assets
Retiree Health Benefits

$3,489,965
1,801,965
1,179,866
152,000
150,000

$472,125
519,190
151,174
21,453
21,050

Total

$6,773,796

$1,184,992

Debt service payment obligations are excluded from this presentation of operating and
maintenance costs because they are specifically scheduled with principal and interest
payments due each year. Wastewater system rehabilitation and replacement needs,
non-rate revenues, and reserve considerations are also separately addressed. From the
information above, the wastewater system represents about 17.3 percent of the Agency’s
operating and maintenance expenses.
While this report and the rate analyses presented herein focus on the costs and
wastewater rates for the Agency’s wastewater service areas, the analysis also considers
the Agency’s overall costs and the distribution of those costs across the water system,
the wastewater system, Agency general activities, and outside services.

This is

particularly necessary with respect to the distribution of staff and staff-related costs
(including retiree health benefits) and to administrative costs. In addition, a portion of the
Agency’s staff-related costs are capitalized each year as part of the cost of water and
wastewater system improvements.

Capitalized staff-related costs are removed from

operational costs.
Details of how staff-related costs and administrative costs are allocated between water
service areas and wastewater service areas are described in Section III of this report. In
the cost allocation process, the way certain operating and maintenance costs are
categorized is also modified so that costs can be viewed on more of a functional basis.
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The operating and maintenance costs reflected in the wastewater rate revenue
requirement are summarized below.
Estimated Combined
Wastewater Service
Area O&M Costs
Salaries, Benefits, & Retiree Health Benefits
Administrative Costs
Wastewater Collection/Disposal Costs
Wastewater Treatment Costs
Other Operating Costs
Fixed Asset Costs
Total

$645,100
193,700
156,900
283,200
28,300
15,200
$1,322,400

The presentation of cost information has been modified to accommodate cost of service
analysis and rate calculations.

The resulting wastewater system operation and

maintenance costs are about $137,400 or 11.6 percent higher than reflected in the
budget for FY 14-15.
Exhibit A-1, in Appendix A, provides additional details on how the FY 14-15 budget was
adjusted to provide estimates for rate analyses, as well as how Agency costs were
allocated to the wastewater system for system-wide wastewater rate analysis. Further
explanations are also included in Section III of this report.
Capital Improvement Program
Exhibit II-3 presents the Agency’s wastewater capital improvement program (CIP) for FY
14-15 through FY 18-19. The program totals about $785,000 over the five-year period in
current dollars.
The Agency anticipates using a variety of revenues and funding sources for the CIP.
These may include wastewater rates, property taxes, participation fees, grants, loans,
and/or other sources. Major projects may require funding from grants or loans, with loans
repaid over time, or may require participation fees, paid by new development.
Participation fees are used to help pay for projects that provide capacity benefits for new
development or reimburse the Agency for previous capacity investments.

As a

reimbursement for prior capacity investments, fee revenue can be used to replace,
upgrade, or rehabilitate wastewater facilities. However, in the current economy with
limited development, participation fee revenues may be limited, and the timing of
expansion-related capital projects may be tied to the timing of development activity.
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While external funding sources and non-rate revenues may pay for a portion of planned
CIP expenditures, a majority of the program will need to be funded through wastewater
rates.

Of the $785,000 identified in the CIP, $435,000 would be paid for through

wastewater rates to cover water system rehabilitation and replacement project costs.
This amounts to an annual average of $87,000 from wastewater rates to meet
rehabilitation and replacement needs. Wastewater rates, at present, do not provide any
material or consistent funding for system rehabilitation and replacement needs.
Wastewater Rate Support of the Rehabilitation and Replacement Projects
Because nearly one-half of the rate-supported portion of the CIP is planned for FY 14-15,
most of the funding in the current year will need to come from existing reserves. The
financial plan indicates a transfer from the operating fund to pay for the projects. The
initial (2015) wastewater rates have been developed to provide $75,000 annually in
support of the CIP. Subsequent annual rate adjustments will provide gradually increased
funding for the CIP.
Without an accumulated capital replacement reserve available for capital improvements,
the Agency may need to defer certain rehabilitation and replacement projects or seek
other forms of funding. It is important to recognize, however, that the deferral of needed
replacement and rehabilitation projects (normally funded through wastewater rates) can
lead to higher maintenance costs, increased future project costs, less reliable wastewater
service, and the need for even higher wastewater rates in the future. The adverse
consequences of project deferral, however, need to be balanced with concerns regarding
the current economy and the acceptability of proposed rate increases.
As described in this section, proposed wastewater rates do not include sufficient funds to
build a recommended 25 percent operating reserve, and only achieve a 16.7 percent
operating reserve after five years. Over time, as the wastewater rates gradually increase,
they may provide the ability to rebuild a more prudent operating reserve. Once that
reserve is funded, that funding could be re-directed to increase funding for rehabilitation
and replacement projects, without an additional increase in wastewater rates.
Debt Service Obligations
The Agency has both external and internal debt obligations associated with the
wastewater service areas. Each are described and summarized below.
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External Debt Obligations
At present, the Agency has two outstanding external wastewater debt obligations. These
two obligations are summarized in Exhibit II-4. Each of the debt obligations is specifically
related to a particular wastewater service area, and the repayment of each debt will
continue to be an obligation of that service area.
•

Pine Grove SWRCB Wastewater Loan – In 2001, the Agency obtained a
$278,600 loan from the California State Water Resources Control Board
(SWRCB) to help finance treatment facilities serving the Pine Grove area. At
present, the outstanding balance on the loan is about $115,400 and annual debt
service payments are about $18,400. The loan is scheduled for repayment in FY
20-21.

•

Settlement Agreement with City of Sutter Creek – In 2012, the Agency
entered into a settlement agreement with the City of Sutter Creek related to
disputes regarding past operation and maintenance expenses, as well as costs
for additional treatment capacity. The agreement stipulates that the Agency will
pay the City $594,226 in quarterly installments over seven years. At present, the
obligation has an outstanding balance of about $361,000, and the annual
payments are about $85,500.

Combined, the two external long-term debt obligations listed above and summarized in
Exhibit II-4 total about $103,900 in annual debt service payments.
Internal Loans
In recent years, the Agency formalized a number of internal loans from one fund to
another in order to provide the necessary cash for continued operations and maintenance
when cash reserves for the affected service area were insufficient.

Resolutions

formalizing these internal loans include repayment terms and identify which funding
source is to be repaid as loan payments are made. Loaned money has come from
sources from within the Agency.
Six loans, with current outstanding balances, were made to Wastewater ID#1 from either
the Amador Water System or Agency General funds. Two existing loans provided funds
to the Camanche wastewater system from the Martell wastewater system.
repayment schedules are also summarized in Exhibit II-4.

Loan

The six loans made to

Wastewater ID#1 have an aggregate outstanding balance of about $1,347,000 with
annual loan payments totaling about $55,300. The two loans made to the Camanche
wastewater system have an aggregate outstanding balance of about $1,184,000 with
annual loan payments totaling about $45,800. Most of these internal loans are not
scheduled for full repayment until FY 2040-2041.
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Loan payments from the Camanche wastewater system will repay the Martell wastewater
system. To ensure that these funds are used for the benefit of Martell customers, the
loan payments from Camanche are then directed to repaying the obligation associated
with the settlement agreement between the Agency and the City of Sutter Creek.
Other Revenues
In addition to wastewater rate revenue, the Agency receives a variety of other revenues.
Some of these revenues can be used to offset costs that would otherwise be covered
through wastewater rates.

The non-rate revenues available to the Agency are

summarized below, with estimated amounts that can be used to help offset wastewater
rate revenue needs.
•

Participation Fees – Participation fees are one-time fees paid by new
development to pay for capacity in the wastewater system. Participation fees are
collected from new development in the Martell and WW ID#1 service areas.
However, due to a lack of available capacity, participation fees are not collected in
the Camanche service area at this time. Participation fee revenue is accounted
for in a separate fund and fee revenues must be used for the purpose for which it
was collected.
A portion of the Martell participation fee revenues and
accumulated reserves are applied toward paying a portion of the Sutter Creek
settlement agreement. This amount is $27,000 annually.

•

General Property Tax Revenue – The Agency annually receives a portion of the
County’s property tax revenue. This revenue is available for any Agency
purpose. While the Agency does not currently use property tax revenue to
support wastewater operations or capital improvement need, it could decide to do
so. This is a discretionary decision.

•

Standby Fees – The Agency collects standby fees from customers in many of
the areas included within Wastewater ID#1. Annual standby fee revenue totals
about $49,000 annually. A portion of standby fee revenue is directed toward
repaying loan obligations within Wastewater ID#1, and the balance is used to
offset fixed costs of wastewater operation and maintenance.

•

Miscellaneous Revenue – The Agency receives a small amount of revenue
from various miscellaneous sources such as late charges, other service fees, and
interest earnings. Other miscellaneous revenue is estimated at about $6,300
annually. This amount is used to help offset wastewater system costs generally
in the rate analysis.

In aggregate, a total of $128,100 in non-rate revenue has been applied to offset
wastewater system costs and thereby help reduce the overall wastewater rate revenue
requirement.

This amount includes about $45,800 in annual loan payments from

Camanche (to Martell) that are then applied towards the Sutter Creek settlement
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agreement obligation. These non-rate revenues cover about 8 percent of estimated total
wastewater system costs.
Financial Reserves
Beyond covering costs, wastewater rates should assist the Agency in maintaining
required and prudent financial reserves.
Wastewater System Operating Reserves
It is recommended that the Agency seek to maintain a 25 percent (3-month) operating
reserve within the wastewater operating fund. This benchmark was initially applied in
developing the financial plan and system-wide wastewater rates. Based on the FY 14-15
budget, the operating reserve should be about $382,000.
Wastewater rate revenues should be set at a level sufficient to establish, and then
maintain, an adequate operating reserve, while covering all operating and maintenance
costs and supporting the capital improvement program. The Agency will continue in a
strained financial situation until this situation is corrected.
Balancing an offsetting interest in keeping wastewater rates as low as possible with the
need to re-establish operating reserves, the Agency’s Board of Directors directed that the
rate analysis presented herein includes revenues sufficient to rebuild a 16.7 percent (2month) operating reserve over a 5-year period, through gradual increases in the
wastewater rates. The initial (2015) wastewater rates do not provide any funding for
replenishing the operating reserve (though it does help to reduce the drawdown). Based
on the financial plan and proposed annual wastewater rate increases, the operating
reserve will not reach the 16.7 percent target level until FY 19-20.
While the lower operating reserve target may be deemed necessary at this point in time,
it is recommended that the Agency consider establishing a 25 percent operating reserve
as a long-term target to be achieved within five to ten years. An operating reserve is an
important financial safeguard needed to protect the Agency and customers from financial
risk associated with unplanned expenses or emergency conditions. Given the relatively
small scale of the Agency’s wastewater operation a 25 percent reserve is a prudent
minimum. Many utilities of similar size maintain operating reserves of 50 to 100 percent
of annual operating costs.
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Summary of 2015 Wastewater Rate Revenue Requirement
The overall system-wide wastewater rate revenue requirement for 2015 is approximately
$1,412,000, and summarized in Exhibit II-5. This amount is about $35,000 (2.5 percent)
higher than the current overall level of wastewater rate revenues.

Because of the

Agency’s efforts to reduce staff levels, cut costs, and improve efficiencies, the overall
level of current wastewater rate revenues is sufficient to cover anticipated operation and
maintenance costs, as well as debt service costs, with consideration of other revenues
and continued use of financial reserves.

The increase in the overall level of rate revenues is necessary primarily to provide
ongoing funding for the wastewater capital improvement program. Future wastewater
rate increases (proposed at 4 percent for FY 15-16 and 6 percent for both FY 16-17 and
FY 17-18) will provide funds to gradually reverse the drawdown of reserves and then
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replenish the operating reserve to the 16.7 percent target balance by the end of FY 1920. The revenue requirement does not fully address all of the financial needs of the
Agency’s wastewater system. In particular, the revenue requirement does not:
•

Allow for growth in the operating budget beyond 3 percent for annual inflation

•

Fully support the planned projects to rehabilitate and replace aging wastewater
system facilities appropriately paid for through wastewater rates

•

Immediately re-establish a prudent operating reserve, but does so over a fiveyear period

•

Fully reflect long-term retiree health benefit costs.

Nevertheless, it is believed that the proposed wastewater rates will assist the Agency in
improving its financial condition and enabling it to meet essential financial obligations.
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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 wastewater rate recommendations developed in Section IV on wastewater
rate design. The cost of service analysis is the second step, following determination of
the revenue requirement, in the three-step rate setting process.
The cost of service analysis presents the manner in which wastewater 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 all wastewater service areas,
several important considerations made this task fairly complex. As the Agency re-aligns
its accounting and budget structures, the cost allocation process will become simpler.
Section II, on the annual revenue requirement, described how the wastewater rate
revenue requirement was determined, in part, by adjusting FY 14-15 to reflect a calendar
year 2015 rate calculation. However, even determining the wastewater system revenue
requirement required consideration of the allocation of staff-related costs, administrative
costs, and certain other factors among the Agency’s water system operation, wastewater
system operation, and Agency general functions. So, even the revenue requirement
determination involved cost allocation steps.
This section begins with a summary of customer account, wastewater flow generation,
and other information that helps to characterize the demands placed on the wastewater
system, which then become the bases for cost allocations.

Key issues that were

considered in the cost of service analysis, and are described in this section, include:
•

Analysis of staff functions and the allocation of staff-related costs including:
o
o
o

Separation of staff costs between water and wastewater functions
Segregation of estimated capitalized salary and benefit costs from
operating costs
Allocation of costs by function within wastewater operations

•

Separation of central administrative costs between water, wastewater, and
Agency general functions

•

Identification of extraordinary costs that are sufficiently unique to any wastewater
service area and should be addressed as a direct cost to an individual service
area, rather than generally allocated. These include:
o
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o

•

Differentiation by type of treatment including:


Conventional treatment for Martell, Camanche, and Gayla Manor



Community leach fields for Eagles Nest, Surrey Junction,
Wildwood, Viewpoint, Fairway Pines, Jackson Pines, Pine Grove,
and Tiger Creek Estates

Allocation of costs among various customer classes, including residential as well
as low, medium, and high strength non-residential classifications.

Some of the above issues are intertwined with one another. The cost of service analysis
did not always proceed in a linear manner. While the presentation and description of the
cost of service analysis contained in this section at first appears linear, it is not always so.
Customer and Wastewater Generation Characteristics
Information on customers and wastewater flow generation can be presented in a number
of different ways, with each serving a different purpose. Purposes include providing
information to illustrate what the customer base looks like, and providing information in a
manner that aids in the allocation of costs for cost of service analysis.
Exhibit III-1 summarizes the number of customer accounts, number of equivalent
dwelling units (EDUs), annual wastewater flows, and type of wastewater treatment for
each of the wastewater service areas served by the Agency. Martell and Pine Grove are
both primary non-residential areas, whereas the other areas are either entirely or
predominately residential. While the community leach fields are simpler to operate than
conventional treatment facilities, economies of scale are lost due to the small size of
these systems.
In addition to providing wastewater service, the Agency provides water service in four
water service areas. In aggregate, about 6,900 separate accounts are served by the
Agency’s water system.
Exhibit III-2 provides a different summary of customer accounts and wastewater flow
characteristics.

Here each customer class is identified and the identification of

wastewater service area has been excluded. As the Agency transitions to system-wide
wastewater rates, the customer and flow characteristics of each customer class become
more important than the geographic proximity. Many of the allocation factors used in the
cost of service analysis are derived from the information in this exhibit, including pollutant
loading.
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Cost Categorization and Functional Allocation
The cost of service analysis begins by breaking down the overall revenue requirement
(i.e., costs to be recovered from wastewater 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 four primary functional
distinctions used in the rate study include collection/disposal, wastewater treatment,
customer, and administration. Descriptions of the cost categories used in the cost of
service analysis are provided below. The next sub-sections provide details on how salary
and benefit costs were further split along functional lines.
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•

Salary and Benefit Costs – All salary and benefit costs, including retiree health
benefit costs, are included in a single cost category. The subtraction of
capitalized salary and benefit costs is also reflected in this category. Salary and
benefit costs are allocated along the five functional lines described above.
Because of the detailed analysis that went into this allocation, it is separately
described in the next sub-section.

•

Administrative Costs – Most administrative costs are currently centrally
budgeted, and grouped as administrative expenses, director expenses, and office
expenses. Central budgeting occurs through the Agency General Fund (Fund
05) and then is assigned to individual water or wastewater service areas through
inter-fund transfers. A few administrative items are directly budgeted by the
Agency, and that structure is maintained in the cost of service analysis.

•

Operation and Maintenance Costs – Most of these costs are direct costs
associated with the operation of wastewater facilities within each service area.
Based on line-item details contained in the budget account structure, operation
and maintenance costs have been segregated along the wastewater
collection/disposal, wastewater treatment, and other operational cost functional
lines. An examination of operating and maintenance cost information across the
wastewater service areas did not identify any clearly distinct and significantly
different costs across the three primary service areas. For the most part, the
costs of collecting, treating, and disposing wastewater within each service area
appear sufficiently similar to not warrant differentiation. One potential exception is
the estimated high cost of conventional secondary treatment in Gayla Manor.
The relatively high cost in this area is predominately due to the small scale (57
accounts) of the operation and the treatment process.

•

Fixed Asset Costs – Fixed asset costs are a relatively minor part of the current
budget and represent purchases for 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. These costs are segregated by wastewater service area
and the rate analysis includes a calculation of monthly debt service charges for
each service area so that the debt obligations of one area are not borne by
customers in other areas.

•

Transfers and Reserve Contribution – This category includes the amounts
included in the wastewater rate revenue requirement to: (1) support the
rehabilitation and replacement of wastewater system facilities, and (2) begin to reestablish a prudent operating reserve.

•

Non-Rate Revenues – Non-rate revenues are applied against costs on a
functional basis and thereby help to reduce wastewater rates. There are several
non-rate revenue sources that each offset certain costs, as summarized below.
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A portion of Martell participation fees offset the annual financial obligation
associated with the City of Sutter Creek Settlement Agreement

o

Standby fee revenues are applied against debt service and a portion of
the fixed cost of wastewater operations
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o

Interest earnings and miscellaneous service revenues are used to offset a
portion of the fixed costs of wastewater operations.

In identifying and allocating costs to functional components, staff and staff-related costs
have been analyzed separately from other costs. Each of these is described separately
in the next sub-section.
Exhibit A-1, in Appendix A, presents information related to all of the operating and
maintenance costs as they are contained in the Agency’s FY 14-15 budget and then
adjusted and allocated for determining the wastewater rate revenue requirement used for
this rate study. Debt service costs, transfers and reserve contributions, and offsetting
non-rate revenue, are excluded from this presentation for simplicity and ease of
presentation.

The estimated operating and maintenance costs of the combined

wastewater service areas for rate setting purposes are approximately $1,322,400.
Analysis of Staff-Related Costs
The analysis of staff costs, including salaries, benefits, and retiree health benefits, is
comprised of the following:
•

Budgeted salary and benefit costs for FY 14-15, as previously described in
Section II of this report.

•

Reviewing the specific application of staff costs as incorporated in the 2013 water
rate study, as well as staff positions and specific salary and benefit costs
incorporated in the FY 14-15 budget. The 2013 water rate study included an
analysis of information derived from three different sources including (1) the
assignment of staff positions used in developing the FY 11-12 budget, (2), actual
time records for each staff position in FY 10-11, and (3) estimates provided by
managers on staff time across functional areas.
All sources of information helped to inform decisions on how to allocate salaries
and benefits between water and wastewater services in a reasonable and
equitable manner. In the end, staff costs were functionally allocated across the
different functional activities on the following bases:
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o

Customer – Based on customer accounts (water and wastewater)

o

Administrative – Based on water production and wastewater generation

o

Supply/transmission – Water only

o

Water treatment – Water only

o

Water distribution/wastewater collection – Based on miles of distribution
pipelines and sewer collection pipelines (water and wastewater)

o

Wastewater treatment – Wastewater only.
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•

The allocation of staff positions in transmission/distribution/collection followed a
two-step process.
Staff positions were first identified functionally in a
transmission/distribution/collection category and then were split into the
supply/transmission category and the water distribution/wastewater collection
category. For purposes of rate setting the supply/transmission function relates to
untreated water transport to treatment facilities, as well as raw water canal
operations and water distribution to customers receiving untreated water.
Distribution/collection costs include distribution of treated water to retail customers
and wastewater collection operations. Of the 21 percent of staff costs identified
as transmission/distribution, 4 percent was assigned as supply/transmission and
17 percent as distribution/collection. The 17 percent of staff costs allocated to
distribution/collection were then also split between water and wastewater
functions, with 85 percent allocated to water distribution and 15 percent to
wastewater collection.

•

Estimation of the portion of salary and benefit costs that are capitalized (i.e.,
assigned to capital program activities, rather than operational costs) and thereby
removed from the rate setting process. Seven percent of total salary and benefit
costs are capitalized within both the water and wastewater systems.

•

Retiree health benefit costs were allocated among the water system and the
wastewater system in the same manner as the allocation of administrative costs.

The results of the allocation of staff-related costs are presented in Exhibit III-3. This
includes a summary of the allocations both functionally and across water and wastewater
activities, as well as the resulting distribution of staff-related costs for salaries, benefits,
and retiree health benefits.

Total wastewater system salary and benefit costs of

$645,100 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 cost allocation

process recognizes and reflects the different service characteristics of different
customers.
There are a number of ways to allocate costs for rate setting purposes. Some are rather
complex requiring detailed knowledge of wastewater system costs, cost drivers, and
customer wastewater flow characteristics. Others are somewhat simpler to understand
and administer. However, the complexity must also be tempered by the availability and
quality of information. One of the study’s objectives was to develop a method of cost
allocation that more uniformly and consistently proportionately distributes costs to each
customer, thereby simplifying the wastewater rate structure, and enabling the Agency to
take advantage of the benefits and savings associated with a system-wide rate approach.
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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. Four cost components were used in the cost allocation methodology, as
defined below.
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•

•

Fixed Operating, Maintenance, and Replacement (O, M & R) Cost
Component – A fixed O, M & R cost component relates to the fixed costs of
operating, maintaining, and rehabilitating the wastewater system. Customers that
have the ability to place greater or lesser demands on the wastewater system
should bear a greater or lesser share of these costs. Fixed O, M & R costs are
assigned to each customer based on the number of EDUs of capacity associated
with the account. Costs recovered through the fixed O, M & R rate component
include:
o

Administrative Costs – These costs include administrative expenses,
office expenses, director expenses, and customer service and
administrative salary and benefit costs. These expenses include items
such as insurance, utility billing, customer service, computer
maintenance, communications, postage and printing, grounds
maintenance, consultant and legal fees, and other administrative
expenses.

o

A Portion of Wastewater Treatment Operator Costs – Forty percent of
wastewater treatment operator salary and benefit costs are allocated to
the fixed O, M & R cost component, with the balance allocated to the
variable treatment component.

o

Retiree Health Benefits – The wastewater share of retiree health benefit
costs are included in the fixed O, M & R cost component.

o

Transfer for Capital Projects – The transfer of current rate revenue to the
capital replacement reserve to support replacement and rehabilitation of
the wastewater system is included in the fixed O, M & R cost component.

o

Contribution to (Use of) Operating Reserves – Rate revenues used to
rebuild the operating reserve are included in the fixed O, M & R cost
component. However, in 2015, rate revenues will be insufficient to add to
the operating reserve, and operating reserves will be used to help cover
costs. The cost offset is also included in the fixed O, M & R cost
component, effectively reducing the cost component.

o

Miscellaneous Non-Rate Revenue – Similar to using reserves, non-rate
revenues have the affect of reducing costs borne by the wastewater rates.
Non-rate revenues are applied against costs in the fixed O, M & R cost
component.

Variable Collection/Disposal Cost Component – Variable collection and
disposal costs are costs that are allocated based on the volume of wastewater
flow from each customer. Costs that are included in this cost component include:
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o

A Portion of Staff Costs – A portion of staff costs for salaries and benefits
related to operating collection and disposal facilities are included in this
cost component.

o

Collection Costs – Costs associated with operating and maintaining the
wastewater collection system, including pipelines, lift stations, and related
facilities.

o

Disposal Costs – Costs associated with operating and maintaining
facilities for the disposal of treated wastewater.
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•

•

o

Miscellaneous Operating Costs – These are costs allocated to customers
based on wastewater flow volume, and including minor items such as
vehicle maintenance, gas and oil, small tools and equipment, safety
equipment, uniforms, grounds maintenance, etc.

o

Fixed Assets – Tools and equipment purchased through the operating
budget are included in the collection/disposal cost component and
allocated to customers on the basis of wastewater flow volume.

Variable Treatment Cost Component – Costs that are included in the variable
treatment cost component are those items allocated to each customer based on
wastewater flow volume, as well as on pollutant loading as indicated by
biochemical oxygen demand (BOD) and suspended solids (SS). Customers are
all assigned into a low, medium, or high strength category (residential is
equivalent to the low strength category), and customers bear a share of treatment
costs based the strength of wastewater generated. Variable treatment costs
include:
o

A Portion of Wastewater Treatment Operator Costs – Sixty percent of
wastewater treatment operator salary and benefit costs are allocated to
the variable treatment cost component, with the balance allocated to the
fixed O, M & R component.

o

Wastewater Treatment Costs – Costs associated with wastewater
treatment include items such as water quality testing, chemicals, electric
power, State permits and regulatory compliance, wastewater treatment
contract costs, operation and maintenance of treatment facilities, and
related costs.

Debt Service Costs – Debt service costs remain as obligations of each
wastewater service area and are handled separately. Separate schedules of
monthly debt service charges are developed for each wastewater service area in
Section IV of this report.

Exhibit III-4 illustrates how the overall revenue requirement is allocated to functional cost
components. The basis for assigning each cost category to the functional component
varies.
Direct operating and maintenance costs historically have not been clearly delineated
along functional components in the Agency’s budget structure. For example, power costs
are not clearly delineated between lift station pumping and wastewater treatment plant
energy costs. As the Agency moves away from budgeting and tracking costs by service
area, it can focus additional attention on the functional distribution of costs. This would
aid future cost of service and rate setting processes.
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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-2, as summarized below.
•

Customer Accounts – There are 811 wastewater customer accounts receiving
wastewater service from the Agency. This includes residential and nonresidential customers.
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•

Equivalent Dwelling Units (EDUs) – The number of EDUs reflect the capacity
(potential demand) of the wastewater system. Each EDU has been defined as
the equivalent of 5 CCF of water usage per month, and was determined by
evaluating system demands during the winter months when irrigation water
demands are minimal. The existing customer base is comprised of 1,281 EDUs
of potential service demands.

•

Wastewater Flow Volume – This is the total annual volume of wastewater flow
generated by customers of the wastewater system. It is based on actual winter
water usage of all metered customers and based on estimated flows for those
accounts that are not metered. In aggregate, annual wastewater flow volume for
rate setting purposes is 50.64 million gallons (MG).

•

Biochemical Oxygen Demand (BOD) Loading – BOD is the measure of the
biological content of wastewater, and is estimated based on strength
characteristics of each customer as defined by the strength categories.
Residential wastewater BOD is estimated at 200 mg/l.
Non-residential
wastewater demand is estimated at 200 mg/l, 400 mg/l, and 800 mg/l for low,
medium, and high strength categories, respectively. Total annual BOD loading
has been estimated at 128,125 lbs of BOD.

•

Suspended Solids (SS) Loading – SS is the measure of the solids content of
wastewater, and is estimated based on strength characteristics of each customer
as defined by the strength categories. Residential wastewater SS is estimated at
150 mg/l. Non-residential wastewater demand is estimated at 150 mg/l, 300 mg/l,
and 600 mg/l for low, medium, and high strength categories, respectively. Total
annual BOD loading has been estimated at 96,094 lbs of SS.

The calculation of unit costs related to each cost component is presented in Exhibit III-5.
Wastewater costs were carried forward from Exhibit III-4, and divided by the unit costs
identified in Exhibit III-2.
Cost Distribution to Customer Classes
Unit costs presented in Exhibit III-5 are then used to distribute the costs of providing
wastewater service to each customer class, as presented in Exhibit III-6. Customer
classes include:
•

Single Family Residential

•

Non-Residential
o Low Strength
o Medium Strength
o High Strength
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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 wastewater rate revenue requirement (excluding debt service costs), by
customer class, is shown in the right side of Exhibit III-6.
Section IV of this report takes the costs as allocated in this section and develops
wastewater rate schedules.

Wastewater rates for operation, maintenance, and

replacement of the wastewater system are developed on a system-wide basis, with
uniform rates applicable to each customer class regardless of service area. Debt service
charges are an exception to this with debt service charges developed for each service
area based on existing debt obligations within each service area.
Estimated O, M & R Costs for Each Service Area
As presented in Exhibit III-1, at the beginning of this section, the Agency owns and
operates wastewater facilities in a number of areas. Some of these service areas very
small, and many utilize a simple community leach field for the treatment and disposal of
wastewater.

Other areas are required to utilize conventional secondary treatment

processes, or a hybrid system.
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Some customers believe that the costs to operate each system vary and that wastewater
rates should reflect costs associated with each area. While certain costs do vary, the
Agency and all customers will benefit from a system-wide approach to wastewater rates.
Over time the peaks and valleys of costs fluctuations associated with individual areas
average out and a uniform approach to the rates provides great financial stability for the
Agency and much greater rate stability for customers.
For illustrative purposes only, Exhibit III-7 summarizes estimated costs for operating
facilities in different areas. Because of their small size and simple operation, all leach
fields have been lumped together.

Separate costs are estimated for conventional

treatment at Camanche, and Martell, and the hybrid treatment process at Gayla Manor.
In addition to providing estimates for total costs for each area, the costs are also
expressed on a per EDU basis. As shown near the bottom of Exhibit III-7, the O, M & R
costs for community leach fields is very similar to Camanche and Martell service areas.
The Gayla Manor system is more costly, due to the small customer base, geographic
location, and treatment requirements.
While community leach fields are less costly to operate, the planned and anticipated
capital improvements are more costly (on a per EDU basis) for the areas served by leach
fields. In addition, a shifting regulatory environment brings some uncertainty as to the
future requirements for these systems.
The estimates of direct O & M costs provided in Exhibit III-7 were derived from estimates
of time provided by field staff, review of PG&E electric bills and service contracts, and
other information. Information related to Wastewater ID#1 is not tracked or budgeted by
individual sub-area, and even the budgets and financial information for the three primary
service areas involve estimates and general allocations. Specific, detailed, and precise
information on each system is neither available, nor practical to obtain.
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System-wide wastewater rates provide the Agency with the opportunity to realize the
benefits that have been described earlier in this report. The Agency is charged with
providing wastewater services to all customers in each of the service areas. The Agency
provides this service in the most cost effective manner allowed, within defined regulatory
and geographic constraints. The service is uniform regardless of location. A systemwide approach to rate setting is a standard practice among utilities. The fact that service
in Gayla Manor exhibits some higher costs currently does not necessitate separate rates,
provided the Agency uses a reasonable methodology to allocate the costs of service
among all customers. On the contrary, cost effective operations, economies of scale, and
overall equity can best be achieved through an apportionment of costs on a system-wide
basis.
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Wastewater Rate Design
This section of the report describes and presents the calculation of system-wide
wastewater rates for the Amador Water Agency. The wastewater rates are based on the
wastewater 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 wastewater rate
schedules provide an equitable and proportionate distribution of wastewater system costs
to all users within the areas served by the Agency.

Current Wastewater Rates
Current wastewater rate schedules for each of the Agency’s wastewater service areas
were adopted at different times based on different sets of assumptions and following
different rate setting objectives and rate methodologies. Because the rate structures for
each service area differ it is difficult to assess the relative equity in rates across service
areas. The differences in methodology and the perceived disparity in the rates are two of
the reasons that guided the Agency to develop a system-wide wastewater rate approach.
Current wastewater rates within the three service areas addressed by this study are
summarized in Exhibit IV-1. Some of the differences among the existing rate structures
include:
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•

All residential wastewater bills are based on a fixed amount per dwelling unit
(DU), and assume 5 CCF of winter water usage (equivalent to wastewater flow
generation) per month per dwelling unit.

•

The wastewater rate in Pine Grove is currently $15.00 per month higher than
other parts of the Wastewater ID#1 service area due to a debt obligation specific
to Pine Grove.

•

The determination of the number of equivalent dwelling units (EDUs) for each
non-residential account is based on the participation fee paid at time of
connection, or other means based on capacity need, as determined by the
Agency.

•

Non-residential wastewater rates in the Martell service area are comprised of a
fixed service charge, based on number of EDUs, and a usage charge, based on
the sewer strength category. The usage charge is calculated based on the
average water usage in the February and March billing cycles, multiplied by the
applicable strength-based usage rate. The total monthly charge (fixed charge
plus usage charge) is reset each July for the ensuing 12 months.

•

Non-residential customers in Pine Grove are charged based on the number of
EDUs. While the EDU determination may vary each year based on winter water
usage (maximum of assigned capacity and actual usage), there is no strength
component to the bill amount.

•

Non-residential customers in Camanche are charged based on assigned EDUs;
the charge is not affected by actual usage or strength considerations.

In developing system-wide wastewater rates, a single uniform rate structure is developed
that applies to all customers.

Whenever there is any change in a rate structure,

customers will be affected differently. Some customers may benefit from the changes
with lower bills, while others may pay more under a new structure. In all cases, however,
the proposed system-wide wastewater rates, developed following a consistently applied
cost of service analysis, will be more equitable than current multiple rate structures that
are based on varying assumptions and methodologies. The system-wide wastewater
rates developed in this section reflect a reasonable and consistent apportionment of costs
among customers and customer classes, consistent with rate setting practices.
Rate Setting Objectives
The development of wastewater rate recommendations has been guided by several ratesetting objectives. These objectives were reviewed with Agency staff and include:
•

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

Rates should reflect an equitable apportionment of the costs of providing service
to each customer and customer class

•

Wastewater rates should be simple to administer and explain to customers.

Wastewater Rate Calculations
The cost of service analysis presented in Section III resulted in a distribution of the
wastewater rate revenue requirement to each customer class based on customer,
capacity, wastewater flow generation, and wastewater strength characteristics. The next
step in the rate setting process is to calculate wastewater rates for each class.
Proposed wastewater rates include fixed monthly service charges and wastewater usage
charges for each customer class. The usage charge for each residential account is
based on average winter water usage for all metered residential accounts (not all
accounts have metered water usage). The average usage of 5 CCF per month (as
determined from 2014 water use data) is applied uniformly to all residential accounts.
The usage and usage charges are uniform across all service areas. Separately, monthly
debt service charges are included for customers within each wastewater service area to
reflect debt service costs, which will remain as obligations of each service area.
Monthly Wastewater Service Charges and Usage Rates
Exhibit III-6, in the previous section, presented the results of the cost of service
distribution of costs to customer classes. Wastewater rates for each customer class are
derived from these distributed costs. Costs associated with each customer class are
divided into two rate components. These include:
•

A fixed charge reflecting a proportionate share of fixed operating, maintenance,
and replacement costs to be incorporated into the monthly service charge

•

A usage rate reflecting a proportionate share of variable collection/disposal costs
(allocated based on flow) and treatment costs (allocated based on flow and
loading characteristics) to be incorporated into the wastewater usage charge.

Exhibit IV-2 summarizes the results of this distribution of O, M & R costs to each of the
two rate components.
Monthly residential wastewater bills (for each DU) are simply the sum of the fixed monthly
service charge and the usage charge. The usage charge is the product of the usage rate
and the 5 CCF per month of average residential winter water usage. The total monthly
residential wastewater rate (for O, M, and R) is $86.68 per DU.
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For non-residential customers, monthly service charges are determined by the EDU
capacity assigned to each customer account. A wastewater usage charge is calculated
for each non-residential account. This calculation is based on the applicable usage rate
(for low, medium, and high strength categories) and the winter water usage for each
account. Winter water usage is defined as the average water usage during the February
and March billing cycles. This winter water usage is used to determine the appropriate
usage charge, for each account, in July of each year for the ensuing 12-month period.
Because of current billing practices in the Martell service area, the Agency already
maintains a system of classifying non-residential customers into low, medium, and high
strength categories. Residential customers are equivalent to the low strength category.
While not an all-inclusive list, the following is a summary of how general business types
are classified into the three strength categories.
•

Low Strength – Retail stores, offices, warehouses, medical/dental offices,
schools, churches or meeting halls without kitchen

•

Medium Strength – Mixed use (combining low and high strength uses), auto sales
and repair, service stations, hair salons/spas, churches or meeting halls with
kitchens

•

High Strength – Grocery stores, restaurants, bakeries, coffee shops, butchers,
mortuaries

About two-thirds of the non-residential accounts served by the Agency are classified as
low strength customers. The remaining third is roughly split between the medium and
high strength categories.
Complete schedules of the proposed monthly wastewater rates are presented in Exhibit
IV-4, near the end of this section. The exhibit includes proposed rate schedules with
effective dates through July 2017, based on the financial plan analyses presented in
Section II of this report.
Monthly Debt Service Charges
The Agency has a number of long-term debt obligations, as summarized in Section II.
The repayment of these obligations will remain within each wastewater service area and
will not be melded into the common system-wide rate structure. To accomplish this,
separate monthly debt service charges are proposed for each wastewater service area.
The debt service charges reflect costs associated with external debt, as well as from
internal loans made between various water and wastewater service areas. The debt
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service charges are calculated in much the same manner as monthly service charges,
with the charges assessed based on DUs or EDUs.
Exhibit IV-3 presents the calculation of monthly debt service charges for each
wastewater service area. Specific considerations in the calculation of the monthly debt
service charges include:
•

The amount of the debt service charge associated with each debt obligation is
shown, as well as the year in which each particular obligation is paid off. At that
time, the debt service charge would be reduced by the amount corresponding to
the retired debt.

•

Debt service charges for Wastewater ID#1 assume that a portion of standby fee
revenue currently received by the Agency will be directed toward the repayment
of WW ID#1 debt.

•

A debt service charge for the Pine Grove area differs from other portions of WW
ID#1, due to a SWRCB loan for improvements specific to Pine Grove.

•

Funds from the repayment of internal loans are to replenish the funds or reserves
from which the loans were made.

•

Internal loans made to the Camanche service area came from funds of the
Martell service area. Funds returned to Martell from Camanche loan payments
are the applied to Martell debt, thereby significantly reducing the debt service
charge in the Martell service area.

Funds received from the payment of monthly debt service charges should be accounted
for by wastewater service area and expended only for the repayment of debt obligations
related to that service area.
Proposed Wastewater Rate Schedules
A complete schedule of proposed system-wide wastewater rates for the Amador Water
Agency, combining information from Exhibits IV-2 and IV-3, is presented in Exhibit IV-4.
The proposed rates simplify and bring uniformity to the Agency’s wastewater rate
structures, and are intended to meet the revenue needs of the Agency as identified
herein by proportionately distributing costs to all customers. It is recommended that the
new wastewater rates be implemented in January 2015, following the required notice to
customers and a public hearing.
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Based on the financial needs identified in the financial plan presented in Section II of this
report, overall rate adjustments of 4 percent in FY 15-16, and 6 percent per year for FY
16-17 and FY 17-18 are also proposed. Beyond that time inflationary adjustments to
wastewater rates are recommended. Changes would be made to the O, M, and R rate
components, and adjustments would not be made to the debt service charges. The
recommended rate adjustments will help bring the operating reserve back to the
minimum target level, while also providing adequate funds for ongoing operation and
maintenance and supporting the capital improvement program.
Effects of Proposed Wastewater Rates on Wastewater Bills
Any change to rate structures can cause some customers to pay more and others to pay
less, even in a revenue neutral setting. The proposed system-wide wastewater rate
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structure has been developed based on annual wastewater 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.

The proposed

wastewater rates reflect the cost of providing service to each customer class, and thereby
provide a more equitable and proportionate basis for charging all wastewater service
customers.
The specific impact of the proposed system-wide wastewater rates on an individual
customer will depend on wastewater service area, customer class, EDUs, and winter
water usage. Because the vast majority of customers served by the Agency are single
family residential customers, Exhibit IV-5 provides a comparison of single family
customers in each service area, in comparison with wastewater bills under current rates.
Under the proposed wastewater rates, the only difference in the bill amounts for
residential customers is the monthly debt service charge.
Exhibit IV-5 also shows sample wastewater bills for a variety of non-residential
customers.

Wastewater bills for these customers vary with strength classification,

number of EDUs, and winter water usage for the O, M & R portion of the bill and with
service area for the debt service charge. Non-residential customers in Pine Grove (and
the few in Camanche) may experience a variety of bill changes as the usage charges
begin to reflect the characteristics of wastewater from the low, medium, and high strength
categories. Exhibit IV-5 does not reflect the full range of effects the proposed rates will
have on various non-residential customers.

The effects of the proposed rates for

individual customers will vary based on the unique service characteristics of each
customer.
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Wastewater Rate Revenues by Service Area
The change in wastewater rate revenues from each wastewater service area vary, and
are a result of applying a uniform and consistent methodology for apportioning costs to all
customers, and from taking the system-wide approach to rate setting. Exhibit IV-6
summarizes the change in annual wastewater rate revenues from each service area.
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Even though the Martell service area will experience an increase in the overall level of
rate revenue generated from that service area, while both Wastewater ID#1 and
Camanche service areas will experience overall decreases, the Martell service area will
still have lower wastewater rates than all other service areas, due to the lower debt
service charge.
Future Water Rate Adjustments
The Agency should include three future wastewater rate adjustments with the adoption of
the proposed system-wide wastewater rates for January 2015.
Adjustments to O, M & R Wastewater Rates to Meet Financial Objectives
As specified in Section II regarding the five-year financial plan for the wastewater system,
the Agency should annually adjust wastewater rates each fiscal year beginning in July
2015, based on the estimates indicated below:
•

July 2015

4 percent

•

July 2016

6 percent

•

July 2017

6 percent

•

July 2018

Inflationary adjustment, with 3 percent cap

•

July 2019

Inflationary adjustment, with 3 percent cap

The near-term increases will help ensure that wastewater rates are adequately covering
the Agency’s wastewater system costs and also enable the operating reserve to be
replenished to the 16.7 percent target balance by the end of FY 19-20, as described and
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shown in Section II. By 2018, it is estimated that wastewater rates could be adjusted
annually by the rate of general inflation (assumed to be 3 percent in the financial plan). At
that time, the Agency should review the financial condition of the wastewater operations.
However, it could adopt procedures for automatically adjusting wastewater rates based
on changes to the consumer price index, as is currently done with the Agency’s water
rates (see below).
Automatic Wastewater Rate Adjustments for Inflation
In the fall of 2008, the Governor signed Assembly Bill 3030 adding Government Code
Section 53756. Section 53756 authorizes utilities to adopt procedures for automatically
adjusting water and wastewater rates to counter the effects of inflation.

Automatic

adjustment procedures may be adopted for up to five years.
Because of the Agency’s current financial situation for wastewater, inflationary
adjustments would be inadequate for the next few years. However, by FY 18-19 (based
on current financial plan analyses) rates may be sufficient to limit annual adjustments to
offsetting the affects of general inflation. The adjustments would apply to the monthly
wastewater service charges and wastewater usage rates, but not to debt service
charges. The rates would be adjusted by the change in the Consumer Price Index, 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. Similar to the decision of the Board of Directors concerning
water rate adjustments, this annual inflationary adjustment to wastewater rates should be
capped at 3 percent per year, as selected by the Board. In addition, as required by the
California Constitution, rate adjustments may not result in rates that exceed the cost of
providing water service.
Automatic adjustments may not be sufficient to address all the financial needs of the
Agency. However, until the Board is able to take action on any necessary future rate
adjustment, those automatic increases could serve as a safety measure to help protect
against deterioration in the value of rate revenue as costs naturally rise.
Rate Reductions Associated with Retirement of Debt
The proposed monthly debt service charges should be reduced as debt obligations are
retired.
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wastewater service area. That exhibit also identifies the fiscal year in which each debt
obligation is scheduled for retirement. Upon retirement of each obligation the monthly
debt service charge should be reduced by the corresponding amount. Some of these
retirements occur within the next few years.
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Appendix A – FY 14-15 Budget Details and Adjustments for Rate Analyses
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