TO: BOARD OF DIRECTORS AGENDA ITEM

FROM: MICHAEL S. LEBRUN {\Uﬂ"?/ E-1

GENERAL MANAGER
SEPTEMBER 24, 2014
DATE: SEPTEMBER 18, 2014

APPROVE WATER RATE STUDY, SCHEDULE RATE HEARING,
AUTHORIZE NOTICE OF RATE HEARING

ITEM

Consider approving Water Rate and Capacity Charge Study — September 2014. If approved, set
a hearing for the adoption of proposed supplemental water rates [RECOMMEND BY MOTION
AND ROLL CALL VOTE, APPROVE RATE STUDY, SET DATE FOR RATE ADOPTION
HEARING, AND APPROVE NOTICE OF RATE HEARING]

BACKGROUND

On September 25, 2013, your Board awarded a contract to Tuckfield & Associates to conduct a
water rate study. Between February 19 and your last regular Board Meeting on September 10,
your Board and Finance and Audit Committee have received numerous presentations by
Clayton Tuckfield on rate study approach and preliminary work products.

A total of four Committee Meetings, five Regular Board Meetings and four Rate Study work
shops were conducted by the consultant and staff. Additionally, four newsletters covering the
Rate Study and announcing meetings and workshops were distributed to customers and the
community.

The Rate Study covered the following elements related to the District's cost of delivering water:
A review of current District water rates;
e An analysis of Supplemental Water charges needed to pay for supplemental water once
deliveries begin;
¢ Areview and update of water capacity (connection) charges;
A review of water shortage (drought) rates; and
¢ Areview and update of miscellaneous charges related to providing water service.

Your Board:
> Directed that the new rates reserve component be the minimum necessary and

understandable.
> Selected volume rates with a small fixed charge to cover project fixed costs and the

reserve.
> Directed staff to defer adoption of water shortage rates until winter/spring 2015.

> Directed staff to prepare a final Rate Study

On September 10, 2014, Mr. Tuckfield presented draft final Rate Study to your Board and
answered questions. Your Board directed the final Study be prepared and scheduled for
approval at today’s meeting.

The Rate Study recommends current District water rates remain unchanged.
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New charges to pay for Supplemental water are proposed. These charges are subject to a rate
adoption hearing process (more information below). If adopted, Supplemental Water rates will
become effective on January 1, 2015 and will be applied to customer bills once delivery of
supplemental water to the District commences. These charges will be in addition to the District’s
current water rates. Supplemental Water pipeline construction is proceeding on schedule and
delivery of Supplemental Water is scheduled for July 2015.

Changes to District capacity or ‘connection’ charges which apply to new connections to the
District's water system are proposed. District capacity charges have two components; one is
based on buy-in to the existing water supply infrastructure and the other is based on the cost of
supplemental water infrastructure both planned and under construction. Both components of
the charge are proposed to decrease (See pages 22-34 and Tables 17 and 22 of the Draft Final
Study). The supplemental water portion of the charge is proposed to decrease by 50% or about
$7,500. This decrease is the result of a change in how the District is financing the supplemental
water project.

Capacity charges are not subject to an adoption hearing process. Following Board approval of
the Rate Study and the proposed capacity charges, the charges will be formally adopted by
Board Resolution at a future Board Meeting and will become effective no later than January 1,
2015.

Changes to the District’s miscellaneous fees and charges are proposed (see pages 35-38 and
Table 23 and 24 of the draft Final Study). This is the first review and update of miscellaneous
charges in over 20-years. The charges apply only if the service is requested or required by
customer action and are intended to off-set most or all of the cost for providing the necessary
service.

Miscellaneous fees and charges are not subject to adoption hearing process. Following Board
approval of the proposed Rate Study and miscellaneous fees, the fees will be formally adopted
by Board Resolution at a future Board Meeting and will become effective on January 1, 2015.

Public Hearing for Rate Adoption

Following approval of the Rate Study, a Public Notice will be sent to all owners of record and
customers of record impacted by the proposed new Supplemental Water charge. After a 45-day
notice period, a rate hearing will be held to consider adoption of the new rates. The rate hearing
is scheduled for 2PM on Friday, November 21, 2014. A draft Notice is attached to this staff
report and has been reviewed by District Counsel and Special Counsel.

FISCAL IMPACT

Conservative rate setting is the cornerstone of fund stability and financial fitness. Each of the
District’s funds (eg. water, sewer, lighting) receives 100% of its funding from the customers who
receive the related service.

STRATEGIC PLAN

Goal 1. WATER SUPPLIES. Actively plan to provide reliable water supply of sufficient quality
and quantity to serve both current customers and those in the long-term future.

Goal 4. FINANCE. Maintain conservative, long-term financial management to minimize rate
impacts on customers while meeting program financial needs.
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4.1 Ensure that purveyors and others pay their fair share of financing water supply,
supplemental water, conservation, and sustainability of the regional water supply. Purveyors
should pay their share up front before getting water in order to help finance next phases of
supplemental water program.

4.4 Maintain adequate rates to fund future capital replacements.

RECOMMENDATION

By motion and roll call vote:
1. Approve the Water Rate and Capacity Charge Study — September 2014
2. Approve the Proposition 218 Rate Notice and direct staff to initiate Proposition 218
proceedings
3. Set 2PM Friday November 21, 2014 as the date and time for the rate hearing.

ATTACHMENTS

A. Draft Final Water Rate and Capacity Charge Study — September 2014
B. Draft Rate Hearing Notice
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Water Rate Study
Nipomo Community Services District

EXECUTIVE SUMMARY

INTRODUCTION

The Nipomo Community Services District (District) engaged Tuckfied & Associates in October of 2013 to
conduct a Water Rate and Capacity Charge Study. The study included meetings and teleconferences
with District staff and presentations to the Finance and Audit Committee and Board of Directors to
present results and solicit their views and comment. This Report documents the analyses, findings, and
recommendations of the study conducted for the District.

The major objectives of the study included the following.

1. Evaluate the revenue, operation and maintenance expense, and capital needs of the Water Fund
and ensure that revenue is sufficient to meet long-term obligations.

2. Develop five-year financial plans for the Water Fund that stabilizes rate adjustments to avoid rate
spikes while meeting financial planning criteria for the fund.

3. Create schedules of water rates and charges, including Supplemental Water (SW) rates, that are fair
and equitable, provide predictable sources of revenue, and meet Proposition 218 requirements for
rates and charges.

BACKGROUND

In 2010, Tuckfield & Associates conducted a water rate study that developed a five-year financial plan
and water rates for the District. The 2010 rate study did not include the operating and capital costs
associated with the Supplemental Water Project (Water Project) that will deliver SW from the City of
Santa Maria (SM) to the District. However, water rates were presented to the Board of Directors
exclusive of the Water Project which were later adopted through the Proposition 218 process.

The water rate structure adopted in 2010 consists of bi-monthly fixed charges and volume charges for
water consumption. The fixed charges are established by meter size and are applicable to all customers.
The volume charges consist of block rates with varying number of blocks specific to customer
classifications.

For residential customers, a four-block commodity rate structure is implemented that is applicable to all
residential classifications and meter sizes. For Commercial and Irrigation customers, a two block rate
structure is implemented. The amount of water that is allowed in the first block for Commercial and
Irrigation customers increases with larger meter sizes. For example, the Commercial 1 inch meter size
allows 55 hundred cubic feet (Ccf) in the first block while the 1 % inch meter size allows 290 Ccf.
Commodity rates for Agriculture and all other water uses are charged as a uniform volume charge for all
water consumed. Tables 4 and 5 provide the current water rates of the District.

Tuckfield & Associates FINAL DRAFT 1
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Since the 2010 study, the District has successfully secured financing for the Water Project and
construction of the SW pipeline is underway. In October 2013, the District retained Tuckfield &
Associates to update the water system financial plan and design water rates and charges that include
the Water Project’s operating and capital costs.

WATER FINANCIAL PLAN

The District has identified needed water system improvements for construction over the next five years.
Other than the Water Project, the improvements are replacement related and consist of annual
replacement of waterlines, valves, and hydrants. Future costs of the improvements are expected to be
met from reserves in the various water funds of the District and therefore will have no impact on the
Water Fund or current rates.

The number of water accounts of the District is projected to increase at a 0.75 percent growth rate.
Future water consumption is projected by applying the water use per account from the FY 2013-14
water billing information to the projected number of accounts, while also recognizing the effect of
customer responses to higher water rates related to the District’s adopted rate increases scheduled for
November 1, 2014 and November 1, 2015.

Annual costs of the water system include operation and maintenance expense (O&M), fixed asset
purchases, an annual capital replacement transfer, and a one-time Transfer to the Property Tax Fund.
O&M expenses include the District’s FY 2013-14 Budget expenses for the first year then projecting
future years’ expenses through application of inflation factors and recognizing employee additions and
other operational changes. Table 7 presents the historical and projected O&M expenses of the water
utility.

An analysis was performed that compared the Water Fund’s projected revenue using the District’s
previously approved water rates with revenue requirements (costs) of the fund. The District’s currently
approved water rate increases of 9.5 percent for both November 1 of 2014 and November 1, 2015 are
included in the revenue projections. The analysis indicated that the level of revenue with these
increases is sufficient to meet existing and future obligations of the fund for the five-year study period.
No adjustment to the currently adopted water rates for the Water Fund is proposed in this
study. The water financial plan is presented in Table 8.

PROPOSED SUPPLEMENTAL WATER CHARGES

This study proposes the creation of a new Supplemental Water Fund for the purpose of capturing the
revenue and expenses associated with the Water Project. Revenue into the fund will be derived from
charges to Woodlands Mutual Water Company, Rural Water Company, and Golden State Water
Company (Purveyors) as well as the District’s own water customers.

Expenses of the new fund include the cost of water supply from SM, the District’s O&M costs related the
operation of the Water Project, annual replacement related to the Water Project, a portion of the 2013
COPs debt service, and a contribution to a fund reserve by District customers only.

Tuckfield & Associates FINAL DRAFT 2
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Purveyor Supplemental Water Project Cost Reimbursement

Purveyor customers are responsible for their court ordered share of the cost of the Water Project. The
District has spent its own funds toward developing and constructing the Water Project and therefore
plans to recover from the Purveyors their appropriate share of the sunk costs, interest on sunk costs,
and cash contributions paid by the District. Table 9 provides the cash amount required from each
Purveyor to reimburse the District for their fair share of the Water Project cost.

Purveyor Supplemental Water Charges

In addition to reimbursement of fair share capital costs to the District, the Purveyors will be charged
monthly for SW delivery. Table ES-1 summarizes the monthly Supplemental Water Charge to the three
Purveyors for the first year of delivery estimated to begin July 1, 2015. Purveyor monthly charges
consist of pass-through SW volume costs, meaning that as these costs are increased to the District from
SM, they are automatically increased and passed-through to the Purveyors without a Proposition 218
public hearing. The SW volume cost per AF is multiplied by the each Purveyor’s minimum water
allocation stated monthly in AF such that a fixed charge is created from the pass-through volume costs.

Table ES-1
Summary of Supplemental Water Rates and Charges

Line No.  Description July1,2015 July1,2016 July 1, 2017

Purveyor Charges
Monthly Minimum Fixed Charge il

Woodlands Mutual Water Co. $27,134 $31,888 $32,844
Rural Water Co. $13,568 $15,945 $16,423
3 Golden State Water Co. $13,568 615,945 516,423
a4 Monthly Volume Charge ($/AF)?! $1,810.36  $1,887.62  $1,973.69

District Customer Charges 3l
5 1" Meter Bi-monthly Fixed Charge $13.20 $13.20 $13.20
6 Volume Charge ($/Ccf) $0.774 $1.003 $1.041

U Erom Table11 and Table 12.
2 Forall Purveyor water consumed beyond the minimum allocation. Source: Table 10.
(3}

From Table 13.

Purveyor charges also include a fixed charge for recovery of certain Water Project related fixed costs
that are not proposed to change from month to month. The sum of the fixed charge related to SM
water volume and the fixed charge for certain Water Project fixed costs is the monthly minimum charge
to each Purveyor shown on lines 1 through 3 of Table ES-1. Further detail of these charges is found in
Table 11. If additional SW is available from SM and can be delivered by the District, the Purveyors may
take more than their minimum allocation. The additional SW which will be charged at the SW volume
rates in effect at the time. These rates are projected on line 4 of Table ES-1 with further detail provided
in Table 10.

Tuckfield & Associates FINAL DRAFT 3
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It is expected that the actual costs related to SW delivery are not exactly the same from month to month
or year to year. It may be necessary for the District to perform an annual reconciliation of the actual
costs with the revenue received. Moneys received that were greater than the actual costs are returned
to the Purveyors while any shortfall will be remitted by the Purveyors to the District.

District Customer Supplemental Water Charges

Table ES-1 also presents the proposed charges to District customers. Line 5 is a bi-monthly fixed charge
for a 1 inch meter and line 6 is a volume charge per Ccf for SW. The fixed charge includes recovery of
the District’s share of Water Project replacement, a small portion of Water Project related debt service,
and a bi-monthly contribution to fund reserves. The fixed charge is based on 1 inch equivalent meters,
and therefore the fixed charge increases with larger meter sizes as shown in Table 14. The volume
charge includes the pass-through cost for SW from SM and the District’s O&M to operate and maintain
the Water Project.

Residential Water Bill Impacts

Table ES-2 presents the impacts to residential bills for the proposed July 1, 2015 SW rates. The table is
prepared for the 1 inch meter size which is the same charge for meter sizes of 5/8 inch through 1 inch.
The table shows that for the average single-family residential customer with a 1 inch meter and a bi-
monthly consumption of 36 Ccf, the bill will increase from $119.37 to $160.43, an increase of $41.06, or
34.4 percent.

Table ES-2
Single-family Residential Bi-monthly Water Bills

With Supplemental Water Fixed [ and Volume Charges

With Water With Suppl. Increase from

Rate Increase Water Rates Nov 1,2014 Percent

Description Use Nov 1,2014 July 1, 2015 Water Rates Increase
Very Low 10 $56.85 $77.79 $20.94 36.8%
low 20 $78.45 $107.13 $28.68 36.6%
Median 22 $82.77 $113.00 $30.23 36.5%
Average 36 $119.37 $160.43 $41.06 34.4%
High 80 $281.33 $356.45 $75.12 26.7%
Very High 120 $486.33 $592.41 $106.08 21.8%

& For1inch metersize.
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Chart ES-1 has been prepared to compare the District’s average water bill with water bills of other
communities at the same consumption. The chart indicates that with the July 1, 2015 SW rates, a single-
family residential customer with a 1 inch meter and a bi-monthly consumption of 36 Ccf will experience
a bill that is in the middle of the communities listed.

Chart ES-1
Selected Local Water Agencies

Comparison of Single-family Residential Bi-monthly Water Bills ']
at 36 Ccf Bi-monthly

$400 - ————— —— - - —
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[1] For rates in elfect July 2014.

WATER CAPACITY CHARGES

The District’s water capacity charges include two separate charges consisting of the Water Capacity
Charge and the Supplemental Water Capacity Charge. The former charge is related to the existing water
distribution system while the latter is related to delivery of SW from SM and a future water
desalinization project. The Water Capacity Charges are shown below in Table ES-3 while the
Supplemental Water Capacity Charges are shown in Table ES-4. Detailed calculations of the Capacity
Charges are provided in Section 4.0 of this Report.
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Table ES-3
Proposed Water Capacity Charges

Meter Water Capacity Charge
Capacity Existing Proposed

Line No. Meter Size Ratio ™! Charge Charge
1 Up to 1inch 1.0 $3,385 $2,921
2 11/2inch 3.0 10,155 8,764
3 2 inch 4.8 16,247 14,022
4 3inch 9.0 30,463 26,291
5 4 inch 15.0 50,772 43,819
6 6 inch 30.0 $101,544 587,638

M Meter capacity ratios developed in the 2008 capacity charge study.
Table ES-4

Proposed Supplemental Water Capacuty Charges

Supplemental o

Meter Water Capacity Charge
Capacity Existing Proposed

Line No. Meter Size Ratio™ Charge Charge
1 Up to linch 1.0 $15,015 $8,097
2 11/2inch 3.0 45,045 24,291
3 2 inch 48 72,072 38,866
4 3inch 9.0 135,135 72,873
5 4 inch 15.0 225,225 121,455
6 6 inch 30.0 $450,450 $242,910

M Meter ca pacity ratios developed in the 2008 capacity charge study.

Tuckfield & Associates FINAL DRAFT
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1.0 INTRODUCTION

The Nipomo Community Services District (District) engaged Tuckfield & Associates in October of 2013 to
conduct a comprehensive Water Rate and Capacity Charge Study. This study includes development of a
pro forma statement of revenues and expenses of the District’s water enterprise fund, design of new
charges related to the delivery of SW from the SM, and an update to the District’s Water Capacity
Charges and Supplemental Water Capacity Charges.

The pro forma statements allow the review of the adequacy of existing revenue to meet annual fund
obligations, and provide the basis for rate adjustments. The new Supplemental Water charges are
created to recover all of the District’s annual operating and capital costs associated with the
Supplemental Water Project (Water Project). The capacity charges ensure appropriate capital cost
recovery allowed under section 66013 of the California Government Code.

1.1 BACKGROUND

The Nipomo Community Services District was formed in 1965 and covers an area of approximately 4,650
acres. The District is located in the central coastal region of the state of California in San Luis Obispo
County, north of Los Angeles by approximately 175 miles. The District has a population of over 16,700
and provides water service inside and outside the District’s service area. Water service is accounted for
in an enterprise fund of the District and relies upon user charges to meet all financial obligations.

Currently, the District obtains it water supply from eight active wells with an additional five wells on
standby or out of service. The eight wells have a capacity of 3,920 gpm and extract water primarily from
the Nipomo Mesa Management Area (NMMA) of the Santa Maria Groundwater Basin (Basin).

In additional to the groundwater wells, the water system includes five above ground storage reservoirs
(tanks) and approximately 85 miles of distribution mains. The tanks have a storage capacity of 4 million
gallons while the distribution system consists of piping ranging in size from 6 inch to 16 inches, valves,
fire hydrants, and over 4,000 service connections.

In June of 2005, the District was a party to litigation related to groundwater rights of the Basin. The
result of the litigation was a physical solution for the NMMA where SW would be imported from 5M to
augment groundwater supply. The percentage rights to the Supplemental Water and to the
groundwater of the Basin were established in litigation in Santa Maria Valley Water Conservation
District vs. City of Santa Maria, known as the Stipulation Agreement.

The Stipulation Agreement created the NMMA Technical Group to manage the groundwater pumped by
the District and other water purveyors. The NMMA Technical Group is expecting that groundwater
resources may need to be restricted in the near future based on criteria established by the group to
manage the Basin. As a result, the District prepared a Water Shortage Response and Management Plan
(WSRMP) in the spring of 2014 to protect the groundwater basin.
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1.2 PURPOSE

The purpose of this study is to (1) review the current and future financial status of the Water Fund, (2)
make any adjustments to the revenue being received to ensure that the District is meeting its financial
obligations and policies, including adequate reserves and debt service coverage, and (3) design rates
including new Supplemental Water charges that generate the required revenue while providing rates
that are fair and equitable for its water customers.

1.3 SCOPE OF WORK

This study includes the results of analyzing the Water Fund of the District and other sources of
information regarding the Water Project. Historical trends were analyzed from data supplied by the
District showing the number of customers, water consumption volumes, revenue, and revenue
requirements. Annual system growth is reflected in the revenue projections by customer classification.

Revenue requirements include operation and maintenance expense, debt service, routine capital
outlays, replacement, transfers, and additions to operating reserves. Changing conditions such as
additional facilities, system growth, and non-recurring maintenance expenditures are recognized.
Inflation for ongoing expenditures is included to reflect cost escalation.

The financial plan and rates developed herein are based on the funding of the capital improvement plan
as stated as well as estimates of operation and maintenance expenses developed from information
provided by the District. Deviation from the financial plans, construction cost estimates and funding
requirements, major operating changes, or other financial policy changes that were not foreseen, may
result in the need for lower or higher revenue than anticipated. It is suggested that the District conduct
an update to the rate study at least every three years for prudent rate planning.
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2.0 WATER UTILITY FINANCIAL PLANNING

Financial planning of the Water Fund includes identifying and projecting revenues and revenue
requirements of the fund for a five-year planning period. Estimates of revenue from various sources,
including projected water sales revenue, are compared with the projected revenue requirements of the
fund. This comparison allows the determination of impacts to the fund from (1) financing decisions of the
future capital improvements, (2) estimates of future operation and maintenance expense, and (3) any new
obligation of the fund. The pro forma financial plan allows the development of future water service rates
to meet the projected revenue requirements, which may allow the rates to be phased-in over several
years.

The remainder of this section discusses the planned capital improvement expenditures, financing of those
expenditures, and the revenue and revenue requirements that were identified for the Water Fund.

2.1 CAPITAL IMPROVEMENT PROGRAM AND FINANCING

The District has identified annual capital improvements for the water distribution system in addition to the
Water Project. The improvements include a new tanks site, water system master plan, and waterline and
distribution replacements. The expenditures total over $4.5 million for the five-year period excluding the
Water Project.

The District plans to complete Phase 1 of the Water Project within FY 2014-15. Additional phases including
Phase 2 and 3 are planned in the next few years to expand the capacity of the waterline to provide delivery
capacity of up to 3,000 AFY.

The annual capital improvements excluding the Water Project are planned to be financed from District
reserves in the Water Replacement Fund and Water Capacity Fund. Costs of Phase 1 of the Water
Project will be met from 2013 debt proceeds, anticipated Water Project cost reimbursement from water
Purveyors identified in the Stipulation Agreement, and funds available in the Supplemental Water
Capacity Fund. Because the improvements are financed from these sources, there is no financial impact
to the Water Fund from construction of these improvements including the Water Project.

2.2 Revenue

Water sales revenue is the primary source of revenue received by the Water Fund. Other sources of
revenue include water service installations, water service fees, and interest income. Water sales revenue
is estimated through projections of customer growth and water sales volume as discussed below.

2.2.1 Customer Growth and Water Sales Volume.

The District’s 2010 Urban Water Management Plan (UWMP) developed future estimates of population
growth and daily per capita water use and determined an annual growth rate of 1.2 percent for all
District customers. Analyses of the District’s billing information for the last five years indicate that the
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average annual customer growth rate has been about 0.75 percent. For this study, a customer growth
rate of 0.75 percent is used for projection of future District water system customers and is presented in
Table 1. For some customer classifications the customer counts do not increase due to rounding.

Table 1
Projection of Number of Customers and Dwelling Units

Fiscal Year Ending June 30

Line Actual Projected
No. Description 2013-14 [1] 2014-15 2015-16 2016-17 2017-18 2018-19
Number of Customers !
1 Single Family 3,754 3,782 3,810 3,838 3,867 3,896
2 Multifamily 543 547 551 555 559 563
3 Commercial 100 101 102 103 104 105
4 Irrigation 97 98 99 100 101 102
5 Agriculture 1 1 1 1 1 1
6 NCSD S 5 5 5 5 5
¢ 7 Private Fire Lines 43 43 43 43 43 43
8 Total 4,543 4,577 4,611 4,645 4,680 4,715
Number of Dwelling Units!?
9 Single Family 3,754 3,782 3,810 3,838 3,867 3,896
10 Multifamily 975 982 989 996 1,003 1,011
11 Total 4,729 4,764 4,799 4,834 4,870 4,907

" From District billing system information.
2 Assumes 0.75% growth rate for all customers except fire protection.

Table 2 presents the projected water sales volumes for District customers. The UWMP indicated that
future reductions in use per capita are not necessary because the current daily per capita water use will
meet the 2015 and 2020 targets. For this study, future water consumption projections include assumed
volume reductions as a response to higher water rates that will occur from water rate increases
approved in the last Proposition 218 public hearing and from the introduction of new Supplemental

Water charges.

Table 2
Projection of Water Sales Volume

Fiscal Year Ending June 30

Line Actual Projected
No. Description 2013-14 [1] 2014-15 2015-16 2016-17 2017-18 2018-19
Cef
Water Sales Volume
1 Single Family 814,455 806,484 764,058 762,897 767,651 772,252
2 Multifamily 73,034 72,393 68,623 68,485 68,945 69,308
3 Commercial 43,083 43,007 41,817 41,952 42,308 42,665
4 Irrigation 133,087 131,255 121,438 121,153 122,204 123,221
5 Agriculture 7,488 7,429 7,187 7,151 7,148 7,145
6 NCSD 2,824 2,773 2,683 2,670 2,669 2,668
7 Total 1,073,971 1,063,341 1,005,805 1,004,308 1,010,924 1,017,259
™ From District billing system information.
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The projections of future water consumption use price elasticity of demand factors to estimate the
change in water consumption from higher water prices. For example, a price elasticity factor of -.10
indicates that a 1 percent increase in price results in a 0.1 percent decrease in demand. Table 3 presents
the price elasticity factors used in this study for each customer classification.

Table 3
Prlce Elast|C|ty Demand Factors

Fiscal Year Ending June 30

Classification 2014-15 2015-16 2016-17 2017-18 2018-19
Price Elasticity Factors
Residential ™!
Tier1 -0.10 -0.10 -0.10 -0.10 -0.10
Tier 2 -0.20 -0.20 -0.20 -0.20 -0.20
1 4
Tier 3 -0.30 -0.30 -0.30 -0.25 -0.25
r
Tier4 -0.40 -0.40 -0.40 -0.30 -0.30
Commercial
Tier 1 -0.10 -0.10 -0.10 -0.05 -0.05
Tier 2 -0.15 -0.15 -0.15 -0.10 -0.08
Irrigation
Tierl -0.20 -0.20 -0.20 -0.15 -0.10
Tier 2 -0.40 -0.40 -0.40 -0.30 -0.20
Agriculture -0.10 -0.10 -0.10 -0.05 -0.05

W Includes single family and multifamily residential.

2.2.2 Revenue from Water Rates.

The Districts current water rate structure consists of fixed charges by meter size and volume charges by
rate block which varies among the customer classes. Table 4 summarizes the bi-monthly fixed charges
including litigation charges and private fire protection charges.

Table 5 summarizes the District’s current volume charges. The volume charges include a four-block
conservation rate structure for residential customers and a two-block rate structure for Commercial and
Irrigation customers. The residential rate block applies to all customers and all meter sizes. The
Commercial two-block rate structure is specific to the meter size and allows more water to be consumed
in the first block as the meter size increases. All other customers, such as Agriculture, are charged a
uniform volume charge.
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Table 4
Emstmg B| Monthly Water F|xed Charges

Bi-Monthy Bi-Monthy  Bi-Monthy

Meter Fixed Litigation  Fire Service
Size Charge Charge Charge
5/8"thru 1" $ 3219 § 632 S -
11/2" S 9139 § 1436 S -
2" S 14475 § 19.92 S -
3" S 269.35 $ 2792 S -
4" S 44729 $ 36.00 $ 13.13
6" S 891.78 $ 59.58 $ 15.76
8" $ 142535 S 68.08 $ 23.63
10" $ -5 - S 32.83
12" $ =5 -5 39.39

U Effective November 1, 2013

Table 5
Ex1st|ng B| Monthly Water Serwce Volume Rates!*

T e e ey

T ==

chargem
Single Family  Multifamily | _All Other |
Tier Rate ($/Ccf) All Meter Sizes Tier Rate ($/Ccf)
cef Cef
Tier1 $1.97 0to24 Oto8 All Ccf 52.84
Tier 2 $2.46 24 to 40 8to12
Tier 3 $3.45 40 to 100 121025
Tier 4 $5.91 Over 100 Over 25
Commercial |
Tier Rate ($/Ccf) 5/8" 3/4" 5/8" thru 1" 11/2" 2" 3"
Ccf Ccf Ccf Ccf Cef Cef
Tier 1 $2.46 0to35 0to50 0to55 010290 0to 165 0to 82
Tier 2 $3.45 Over 35 Over 50 Over 55 Over 290 Over 165 Over 82
Irrigation F y o |
Tier Rate ($/Ccf) 5/8" 3/4" 5/8" thru 1" 11/2" ol 3"and 4"
Ccf Cef Ccf Cef Cef Cef
Tier 1 $2.46 0to 50 0to75 0to 350 0 to 350 0 to 3000
Tier 2 $3.45 Over 50 Over 75 Over 350 Over 350 Over 3000

M Effective November 1, 2013

@l Charge per hundred cublic feet {Ccf) of water consumed.

Fixed charge revenue accounts for about 25 percent of the total revenue from user charges. Current
Best Management Practices (BMPs) of the California Urban Water Conservation Council (CUWCC) states

Tuckfield & Associates FINAL DRAFT 12



Water Rate Study
Nipomo Community Services District

that revenue from fixed charges should be no more than 30 percent of total user charge revenue.
Therefore, the District’s current rates meet this best management practice. Table 6 presents the
projected revenue from water rates from application of the current rates to projections of the number
of customers and water sales volumes.

Table 6
Projection of Water Sales Revenue Using November 1, 2013 Rates

Fiscal Year Ending June 30

Line Actual Projected
No. Description 2013-14 [1] 2014-15 2015-16 2016-17 2017-18 2018-19
Water Sales Revenue!

1 Single Family 62,843,600 $2,726,100 $2,727,100 $2,744,900  $2,762,100
2 Muitifamily 304,300 294,500 294,800 296,700 298,400
3 Commercial 168,300 165,000 165,500 166,700 167,900
4 Irrigation 392,700 364,900 364,200 367,600 370,500
5 Agriculture 22,000 21,300 21,200 21,200 21,200
6 NCSD 8,800 8,600 8,500 8,500 8,500
7 Private Fire Lines 5,600 5,600 5,600 5,600 5,600
8 Total $3,647,000 $3,745,300 $3,586,000 $3,586,900 $3,611,200 $3,634,200

"' Erom FY 2014-15 Budget.
@ Revenue projected using water rates effective November 1, 2013, Does not include Litigation Charge revenue

which is shown in Table 8.

2.2.3 Other Revenue.

The District generates other revenue from meter installations, water service charges, miscellaneous
sources, and interest income. For projection purposes, meter installation revenue follows customer
additions while other revenue is expected to remain at their current levels in future years.

2.2.4 Interest Income.

The District invests available funds in the Local Agency Investment Fund (LAIF). The District’s recent
income earnings rate averages about 0.35 percent and will be used in this study for interest income
calculations.

2.3 Revenue Requirements

Revenue requirements of the District’'s Water Fund include operation and maintenance (O&M) expense,
annual fixed asset purchases (minor capital), and Transfers to other funds. The revenue requirement
projections presented herein reflect the District’s FY 2014-15 Budget for the first year, and then are
escalated into the future based on known conditions regarding proposed operating and capital
improvement plans, and expected changes to system operations.
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2.3.1 O&M Expense.

O&M expense includes the cost of personnel, utilities, chemicals, and miscellaneous materials and
supplies needed to operate the water system on an annual basis. Projections are based upon an
analysis of historical expenses and take into account anticipated future system growth and cost
increases in labor, contractual services, electric power, chemicals, and all other expenses.

Several inflation factors by expense category were used to refine the projection of future operation and
maintenance expense. The assumptions for future cost escalation include separate inflation factors for
salaries, benefits, electric power, chemicals, and all other expenses as described below and included in
the historical and projected O&M expenses presented in Table 6.

Salaries —

Benefits —

Electricity —

Chemicals —

Salaries and wages expense was analyzed using Full-Time Equivalent's (FTE)
related to the water system, meaning that these expenses were correlated with
the percentage of personnel expenses allocated to the Water Fund. The analysis
showed that historical salaries and wages per FTE increased at a rate of about 1.7
percent annually between FY 2009-10 and FY 2013-14. However, this included
several personnel changes and reallocations during that time. Going forward, the
District hired two new employees in FY 2013-14 and plans to hire another two
employees in FY 2014-15 with partial allocations to the Water Fund. The
employee additions are reflected in the District’s Budget. Inflation in future
salaries and wages is estimated to increase at 3 percent annually per FTE.

Analysis of Benefits expense on a Full-Time Equivalent (FTE) basis indicates that
historical benefits expense per FTE also increased at the rate of about 3 percent
annually from FY 2009-10 through FY 2013-14. The Bureau of Labor Statistics
Employment Cost Index for Benefits for State and Local Government Workers
indicates an average change in benefit costs of 2.95 percent annually from June
2009 through June 2014. Future cost escalations in employee benefits of 3
percent annually are assumed, matching the escalations in Salaries and Wages
annual increases.

The unit cost of electricity in terms of dollars per hundred cubic feet (Ccf) of water
pumped shows an average annual increase of approximately 1.0 percent from FY
2009-10 to FY 2013-14 while actual total electricity expense increased by about
1.4 percent over the same time period. While the unit cost of electricity is
projected to increase at the rate of 3 percent annually, the overall electricity
expense is planned to decrease following delivery of Supplemental Water
beginning around May/June 2015.

Calculated in a similar manner as for electricity unit cost, historical unit chemical
cost shows an average annual increase of approximately 22 percent over the last 4
years, however is not a significant total expense. Future increases in unit chemical
cost are projected at 3 percent annually with total chemicals expense decreasing
when the delivery of Supplemental Water begins around May 2015.
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All Other—  All other expenses not discussed above are projected to increase by 3 percent
annually to reflect the future Consumer Price Index (CP1). Historically, the CPI for
all items for San Francisco/Oakland/San Jose and CPl and for Los
Angeles/Anaheim/Riverside indicated an annual average increase from June 2009
to June 2014 ranging between 2.4 and 1.7 percent respectively. However, the
most recent year-over-year annual inflation rate of the San Francisco CPI index
was 3.0 percent.

2.3.2 Fixed Asset Purchases {Minor Capital Outlay).

Minor (routine) annual capital outlays, which are financed from annual system revenues, include
estimates for relatively small additions of fixed asset purchases, utility vehicles, office/technical
equipment, and other assets. The amount included reflects budgeted capital in FY 2014-15 of $92,100
increasing to an estimated $316,500 in FY 2015-16, which reflects the average annual expenditures over
the last five years. Expenditures increase at the rate of 3 percent annually through the study period.

2.3.3 Transfers.

There are three transfers from the Water Fund during the study period. These include a Transfer to the
Replacement Fund, a Transfer to the Property Tax Fund, and a Transfer to the Supplemental Water
Capacity Fund.

The District’s FY 2014-15 Budget includes a Transfer to the Replacement Fund of $566,000 which reflects
the District’s preference and historical policy. This transfer amount is included in the projections for
future years of the Water Fund.

In FY 2014-15, the Water Fund will make a one-time transfer $250,000 to the Property Tax Fund. This
transfer is necessary because the Property Tax revenue that is received by the District is insufficient to
pay the total annual debt service related to the 2013 and 2013A COPs. Future deficiencies will be made
from new SW charges received into a new Supplemental Water Fund created by the District discussed in
a later section of this Report.

Also in the District’s 2014-15 Budget, a one-time transfer is made to the Supplemental Water Capacity
Fund in the amount of $500,000.

2.4 Water Fund Analysis

A pro forma flow of funds statement has been prepared for the Water Fund that includes all revenues
and all revenue requirements that were identified for the fund. Additionally, the statement
incorporates specific financial planning criteria for the Water Fund to provide guidance to maintain the
health of the fund on an on-going basis. The criteria includes maintaining a Water Fund operating
reserve balance equal to 360 days (of 360 days, or 100 percent) of O&M expense, making the
appropriate transfers described above, and maintaining required debt service coverage ratios required
in the Series 2013 and Series 2013A Certificates of Participation (COPs) debt covenants.
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2.5.1 Water Fund Operating Reserve.

The target amount to be maintained as an operating reserve varies among publicly-owned utilities,
however, is generally expressed as a percentage, or as the number of days of operation and
maintenance expense (O&M) of the enterprise. The District’s historical policy has been to maintain an
operating reserve of about 180 days of O&M or 50 percent (of O&M expense) in the Water Fund.

For this study, the operating reserve target is being increased to 360 days to reflect that the District may
be requested to significantly reduce groundwater basin pumping, and additionally because of the near-
term startup of the Supplemental Water Project, both of which present revenue stability challenges in
the near future. The increase in the reserve target provides conservative financial planning.

2.5.2 Revenue Adjustments.

The pro forma statement for the Water Fund is presented in Table 8. Lines 2 and 3 of the table show the
adopted revenue increases from the District’s last Proposition 218 public hearing. These revenue
increases of 9.5 percent will occur annually on November 1 of 2014 and 2015. The impact of these
increases on the Water Fund indicates that they are sufficient to maintain the health of fund for the next
five years. No other adjustments in water rates for normal conditions need to be made at this time.

A graphical depiction of the Water Fund is presented in Figure 1 below. The figure shows that the Water
Fund balance is initially below the revised target reserve level however reaches the target level in FY
2017-18. The fund meets the planning criteria by the end of the study period assuming the proposed
increases shown on lines 2 and 3 of Table 8 are implemented.

Figure 1 - Water Fund Summary
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Table 8

Water Fund (Fund 125) Flow of Funds Statement

Budget Fiscal Year Ending June 30

Line No. _Description
Revenue
1 Water Sales Revenue Under Existing Rates il 63,745,300  $3,586,000 $3,586,900  $3,611,200 53,634,200
Additional Water Sales Revenue

Annualized Annual

Revenue Date of Fiscal Revenue

Increase  Increase Year Increase
2 9.5% Nov 1, 2014-15 6.3% 237,200 340,700 340,800 343,100 345,200
3 9.5% Nov 1, 2015-16 6.3% 248,700 373,100 375,700 378,000
4 Total Additional Water Sales Revenue 237,200 589,400 713,900 718,800 723,200
5 Total Water Sales Revenue $3,982,500  $4,175,400 $4,300,800 $4,330,000 $4,357,400
6 Water Litigation Charges $178,400 $178,400 $179,700 $181,100 $182,400
7/ Miscellaneous Income o 94,700 90,900 91,100 91,700 92,200
8 Interest Income Bl 5,800 6,500 8.900 11,200 13,200
C) Total Revenue $4,261,400  $4,451,200 $4,580,500  $4,614,000 54,645,200

Revenue Requirements

10 Operation and Maintenance Expense /! 43,069,500 $2,912,800  $2,990,400  $3,077,800  $3,180,700
11 Fixed Asset Purchases 1! 92,100 316,500 326,000 360,800 345,900
12 Transfer to Replacement Fund sl 566,000 566,000 566,000 566,000 566,000
13 Transfer to Property Tax Fund'®! 250,000 0 0 0 0
14 Transfer to Supplemental Water Capacity Fund ! 500,000 0 0 0 0
15 Total Revenue Requirements $4,477,600  $3,795,300  $3,882,400  $4,004,600  $4,092,600
16 Net Funds Available ($216,200) $655,900 $698,100 $609,400 $552,600
17 Beginning Water Fund Balance 1,753,000 1,536,800 2,192,700 2,890,300 3,500,200
18 Cumulative Water Fund Balance $1,536,800 $2,192,700  $2,890,800  $3,500,200  $4,052,800
19 Target Operating Reserve Balance m 43,060,500  $2,912,800  $2,990,400  $3,077,800 $3,180,700

20
21
22
23
24

25
26

27
28

29
30
31

32

33

Annual Debt Service Coverage

Gross Revenue®

Water Fund Gross Revenue $4,261,400  $4,451,200  $4,580,500  $4,614,000  $4,645,200
Water Capacity Charge Revenue 156,000 126,600 25,400 109,400 29,900
Supplemental Water Capacity Charge Revenue 370,000 561,600 112,600 255,200 69,800
Fund 128, 500, 600, 700, and 805 Interest Income 26,500 25,700 27,000 26,100 28,600
Property Tax Fund Revenue 500,000 505,000 510,100 515,200 520,400
Total Gross Revenuem $5,313,900  $5,670,100  $5,255,600  $5,519,900 $5,293,900
Water Fund O&M 3,069,500 2,912,800 2,990,400 3,077,800 3,180,700
Total Net Revenue with Capacity Charges $2,244,400  $2,757,300  $2,265,200  $2,442,100  $2,113,200
Total Net Revenue without Capacity Charges $1,718,400  $2,069,100  $2,127,200  $2,077,500  $2,013,500
Series 2013 Certificates Max Annual Debt Service $747,500 $747,500 $747,500 $747,500 $747,500
Series 2013A Bonds Max Annual Debt Service 226,200 226,200 226,200 226,200 226,200
Maximum Annual Debt Service $973,700 $973,700 $973,700 $973,700 $973,700
Debt Service Coverage with Capacity Charges®® 231% 283% 233% 251% 217%
Minimum Coverage 125% 125% 125% 125% 125%
Debt Service Coverage without Capacity Charges 176% 212% 218% 213% 207%
Minimum Coverage 110% 110% 110% 110% 110%

191

FY 2014-15 as budgeted. Revenue for future years is projected using water rates effective November 1, 2013

tncludes meter installations, service charges, and miscellaneous income

Assumes an Interest rate of 0.35% on the average fund balance

Operation and Maintenance expenses are inflated at the following annual rates: Salaries -3 0%; Benefits - 3%; Chemicals (per Ccf) - 3%, and
Electricity {per Ccf) - 3%. All other expenses areinflated at3% annually

Transfer to Replacement Fund for annual capital replacement based on District Policy.

Transfers beyond FY 2014-15 are assumed to be met from Supplemental Water charges

Target reserve amount to be maintained, estimated at 360 days of operation and maintenance expense.

Includes all income, rents, rates, fees, charges, or other moneys derived including all Ad Valorem Tax Revenue, standby or water availability charges,
development fees, connection charges, moneys recevied from other public or private entities, proceeds from sale, lease, or disposition of
part of the Enterprise, and earnings on and income derived from invesetments in District Funds.

Total Net Revenue with Capacity Charges {line 27) divided by Maximum Annual Debt Service {line 31).
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3.0 SUPPLEMENTAL WATER RATES

The District is moving forward with plans to augment its water supply with Supplemental Water (SW)
from the City of Santa Maria (SM). SW will be delivered through the Supplemental Water Project (Water
Project) currently being constructed by the District. The District plans to recover a portion of the Water
Project cost from each Purveyor in the form of a cost reimbursement. The reimbursement amount for

each Purveyor is determined below.

This study proposes to create a new Supplemental Water Fund for the purpose of capturing the revenue
and expenses associated with operating the Water Project. Revenue will be derived from charges to
Woodlands Mutual Water Company, Rural Water Company, and Golden State Water Company
(Purveyors) as well as to the District’s water customers. Expenses of the new fund include the cost of
water supply from SM, the District’'s O&M costs related to the delivery of SW, annual capital
replacement related to the Water Project, annual recovery of a portion of the 2013 COPs debt service,
and a contribution to fund a reserve in the new Supplemental Water Fund.

3.1 Reimbursement of Water Project Costs

The District has invested a significant amount of out-of-pocket funds as well as staff time to develop the
Water Project. The District seeks to receive cost reimbursement from each Purveyor for their share of
the Water Project costs. Table 9 presents the District’s out-of-pocket contributions towards the Water
Project and the allocation of those costs to each Purveyor.

Table 9

Supplemental Water Project Cash Reimbursement from Each Purveyor

y .|

Fiscal Year
Line No. _ Description NCSD WMWC RWC GSWC
1 Allocated Project Capacity (AF) 3,000 2,167.00 416.50 208.25 208.25
2 Percentages for Fixed Capital Cost Allocation 72.24% 13.88% 6.94% 6.94%
Allocation of Reimbursement Costs

3 NCSD Sunk Cost Contributions $5,479,200  $3,958,175 $760,513 $380,256 $380,256
4 Interest on NCSD Sunk Cost Contributions ™! 247,100 178,505 34,297 17,149 17,149
5 NCSD Equity Contributions (from various funds) 6l 6,304,000 4,554,009 874,995 437,498 437,498
6 Total Reimbursement Costs $12,030,300 $8,690,689  $1,669,805 $834,903 $834,903
7 Cash Reimbursement from Each Purveyar $1,669,805 $834,903 $834,903

Bl Allocation of $5,479,200 of NCSD equity contributions allocated to Purveyors based online 2
151 | nterest on District contributions Lowards the Waterline Intertie Project from 6/30/200S through 6/30/2014 at LAIF historical interestrates
18 From Agenda ltem 2, May 10,2013. Allocated to Purveyors based on line 2.

3.2 Cost of Supplemental Water

The District has entered into a Wholesale Water Supply Agreement (Supply Agreement) with SM
whereby the terms related to the delivery of SW and its pricing is specified. The District’s cost of SW is
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based on the Tier 1 pricing of SM’s water rate schedule and also includes an electrical power cost per AF.
The pricing for SW and the electrical power cost are both subject to annual increases as set forth in the
Supply Agreement. An estimate of these costs is provided below in Table 10.

Table 10
Projected Cost of Supplemental Water

Line No. Description July1,2013  July1,2014 July1,2015 July1, 2016 July1,2017
1 Projected Santa Maria Rate increase . I )
2 Santa Maria Tier 1 water rate [ s311  $327 $3.43 $3.60 $3.78
3 Base Energy Component ($206.85/AF as of May 7, 2013) $0.47 $0.47 $0.47 $0,47 50.47
4 50% of Increase of CPI Energy Services Index $0.01 $0.01 $0.01 $0.02

for LA-Riv-OC to March 1, 2014

5 Total Cost of Supplemental Water {$/Ccf) $3.58 $3.75 $3.91 $4.08 $4.27
6  Total Cost of Supplemental Water ($/AF) $1,559.45  $1,633.50  $1,703.20  $1,777.25  $1,860.01
7 District Additional O&M ($/AF) $101.01 $104.04 $107.16 $110.37 $113.68
8 Assumed Percentage Increase 3.0% 3.0% 3.0%
9 Total Cost of Supplemental Water ($/Ccf) with Add'l 081 $3.81 $3.99 $4.16 $4.33 $4,53

10  Total Cost of Supplemental Water ($/AF) with Add'l O&ﬂ $1,660.46 $1,737.54 $1,810.36 $1,887.62 §1,973.69 I

FY 2013-14  FY 2014-15 FY 2015-16  FY 2016-17 FY 2017-18

CPI Energy Services LA-RV-OC July 1, 2013 | ZB_JI-IBBT 264.188 264.188 264.188 264.188
1 14 r

CPI Energy Services LA-RV-OC May 1 in FY 270,430 | 272114 280.277 288,685 297.346

Assumed Percentage Increase 3.0% 3.0% 3.0% 3.0%

3.3 Supplemental Water Charges

Supplemental Water Charges are developed for two separate customer groups. The first charge is
specific to water Purveyors and the second charge is related to District customers.

3.3.1 Charges to Water Purveyors.

The charges to water Purveyors are designed to recover all of the District’s on-going costs related to
supplying SW to these Purveyors. Such costs include the following.

1. Variable costs related directly to SW supply from SM including O&M
2. Purveyor share of capital recovery costs from financing the Water Project

3. Purveyor share of annual Water Project replacement

Table 11 presents the calculations of the SW fixed and volume charges to Purveyors. Line 3 of the table
is a pass-through volume cost, meaning that as this cost per AF is increased to the District from SM, it is
automatically passed-through to the Purveyors without a Proposition 218 public hearing. This is allowed
under AB3030 when water is supplied from one agency to another agency. The price of SW in FY 2015-
16 is estimated from Table 11.
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If the Purveyors receive only their minimum allocation of SW as shown on line 1, the bill related to
volume would be as stated on line 6 and is a minimum monthly amount. Purveyors may take more than
their minimum allocation only if SM has the water available and the District has the capacity to provide
it. Water deliveries to Purveyors that is greater than their minimum allocation will be charged at the SW
volume cost per AF shown on line 5. Additionally, the monthly bill will increase as SM increases their

price for SW to the District.

Table 11
New Supplemental Water Operating Fund
Design of Water Purveyor Minimum Monthly Charges for Supplemental Water

Fiscal Year
Line No.  Description 2015-16 NCSD WMWC RWC GSWC
1 Phase 1 Supplemental Water Annual Allocation (AF) 645 430.09 107.46 53.73 53.73
2 Phase 1 Supplemental Water Delivery Percentages 66.68% 16.66% 8.33% 8.33%
3 Pass-Through Supplemental Water Cost ($ per AF) w $1,703.20 $1,703.20 $1,703.20 $1,703.20 $1,703.20
4 Supplemental Water O&M Cost ($ per AF) $107.16 $107.16 $107.16 $107.16 $107.16
5 Suppl tal Water Vol Cost ($ per AF) $1,810.36 $1,810.:36 $1,810.36 61,810.36 $1,810.36
6 Suppl al Water Vol Cost ($ per month) $16,211 $8,106 $8,106
7 Allocated Project Capacity (AF) 3,000 2,167.00 416.50 208.25 208.25
8 Percentages for Fixed Capital Cost Allocation 72.24% 13.88% 6.94% 6.94%
Monthly Fixed Supplemental Water Costs'!

9 Monthly Capital Recovery Charge $50,700 $36,625 $7,037 $3,519 $3,519
10 Supplemental Water Project Monthly Replacement” 28,000 20,228 3,886 1,943 1,943
11 Total Monthly Fixed Supplemental Water Costs 478,700  $56,853.00  $10,923.00 $5,462.00 $5,462.00

$27,134 $13,568 $13,568

12 Total Charge per Month

W' FromTable 10, The Suppiemental Water Costs per AF will increase to each purveyor as the costs are increased to NCSD fram the City of Santa Maria

21 fixed costs allocated to Purveyors based on Percentages for Fixed Capital Cost Allocation (line 8)
i Monthly replacement contribution of total Supplemental Water Project cost of $33,890,270 assuming a 100 year project life.

Lines 9 and 10 of the table are fixed costs that are not proposed to change from month to month.
These costs include capital recovery of the Purveyor’s proportionate share of COPs debt service and
annual Water Project replacement, and are allocated based on the percentage of capacity allocated to
each Purveyor, shown on line 8. Line 11 is the sum of the fixed monthly capital charges to each

Purveyor for SW.

The sum of the minimum volume charge (line 6) and the fixed charge (Line 11) is the monthly minimum
charge to each Purveyor shown on line 12. It is anticipated that the costs related to the actual delivery
amount of SW received and the monthly capital recovery charge may not be exactly the same from
month to month or year to year. Therefore, the District expects to perform an annual reconciliation of

the actual costs with the revenue received for each Purveyor.
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Table 12 presents the Purveyor charges for the second year of SW delivery (FY 2016-17) whereby the
minimum contract delivery amount is 800 AF and will remain at this level for years 2 through 4 of the
Supply Agreement. The price of SW shown on line 3 will increase as SM increases the price for SW to
the District. Current estimates of SW prices for future years are shown in Table 10.

Table 12
New Supplemental Water Operating Fund

Design of Water Purveyor Minimum Monthly Charges for Suiﬁlemental Water

Fiscal Year
Line No. _Description NCSD WMWC RWC GSWC
1 Phase 1 Supplemental Water Annual Allocation (AF) 800 533.44 133.28 66.64 66.64
2 Phase 1 Supplemental Water Delivery Percentages 66.68% 16.66% 8.33% 833%
3 Pass-Through Supplemental Water Cost {$ per AF) n $1,777.25 51,777.25 $1,777.25 $1,777.25 $1,777.25
4 Supplemental Water O&M Cost ($ per AF) $110.37 $110.37 $110.37 $110.37 $110.37
s Pass-Through Cost of Supplemental Water {$ per AF) $1,887.62 $1,887.62 $1,887.62 $1,887.62 $1,887.62
6 Pass-Through Cost of Supplemental Water {$ per month) $20,965 $10,483 $10,483
7 Allocated Project Capacity (AF) 3,000 2,167.00 416,50 208.25 208,25
8 Percentages for Fixed Capital Cost Allocation 72.24% 13.88% 6.94% 6.94%
Monthly Fixed Suppl | Water Costs'™!
9 Monthly Capital Recovery Charge $50,700 $36,625 47,037 $3,519 33,519
10 Supplemental Water Project Monthly Replacement ! 28,000 20,228 3,386 1,943 1,943
11 Total M hly Fixed | | Water Costs $78,700 $56,853.00 $10,923.00 $5,462.00 $5,462.00
12 Total Charge per Month 531,888 $15,945 $15,945

U From Table 10. The Supplemental Water Costs per AF will increase to each purveyar as the costs are increased to NCSD from the City of Santa Maria
1) Fixed costs allocated to Purveyors based on Percentages for Fixed Capital Cost Allocation {line 8)
(] Manthly replacement contribution of total Supplemental Water Project cost of $33,890,270 assuming a 100 year project life

3.3.2 Charges to District Customers.

The charge to District customers is designed to recover similar costs as those related to the Purveyors.
Charges to District customers will include the same pass-through volume cost per AF that is charged to
the Purveyors for SW. Other costs include a share of the capital replacement amount related to the
Water Project, a portion of Water Project related debt service, and a contribution to establishing the
new Supplemental Water Fund operating reserve. Table 13 presents the proposed fixed and volume
charges to District customers.

The charges to District customers use the estimated July 1 prices of SW from Table 10 and the District’s
minimum contract delivery amount from the Supply Agreement. The fixed charges include Water
Project annual replacement, a portion of Water Project debt service, and a contribution to establishing a

Supplemental Water Fund reserve.

The amount for Water Project replacement is the same as discussed for Purveyor customers except that
it is recovered bi-monthly. For Water Project debt service, annual Property Tax revenue received by the
District is pledged towards repayment of the 2013 COPs debt service. However, the total amount
received is not currently sufficient to pay the entire annual amount of annual debt service required.
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Therefore the difference is included in the charge to District customers. Additionally, the amount to be
paid by District customers is reduced by the by the amount that the Purveyors contribute towards the
debt service payment from their charges.

Table 13
New Supplemental Water Operating Fund

Design of District Customer Bi-Monthly Fixed and Volume Charges for Supglemental Water

Line No. Description July1,2015 July1,2016 July1,2017
Bi-Monthly Fixed Costs
1 Supplemental Water Project Annual Replacement™ 540,456 540,456 $40,456
2 Difference Between Prop Taxes Received and Debt Service 13,517 13,517 13,517
3 Contribution to Fund Reserve ! 10,000 10,000 10,000
4 Total Bi-Monthly Fixed Costs $63,973 $63,973 $63,973
5 Estimated FY 2015-16 Equivalent Meters 4,847 4,847 4,847
6 Bi-monthly Fixed Charge per Equivalent 1 inch Meter i $13.20 $13.20 $13.20 l
Bi-Monthly Volume Costs
7 Santa Maria Pass-Through Supplemental Water Cost {$ per AF)®! $1,703.20  $1,777.25  $1,860.01
8 Supplemental Water 0&M Cost ($ per AF) $107.16 $110.37 $113.68
9 Supplemental Water Volume Cost {$ per AF) $1,810.36 $1,887.62 $1,973.69
10 Minimum Annual Supplemental Water Contract Allocation (AF) [ 645 800 800—}
11 Nipomo CSD Share of Supplemental Water (AF)®! 430.09 533.44 533.44
12 Total Annual Cost of Supplemental Water $778,610  $1,006,932  $1,052,845
13 Projected Annual Water Sales (Ccf) 1,005,805 1,004,308 1,010,924
14 lSuppIemental Water Volume Charge per Ccf ] $0.774 51.003 $1.041 I

T pistrict share of Supplemental Water Project annual replacement contribution assuming a
project cost of $33,890,270 and a project life of 100 years.

1 Ectimated bi-monthly difference between debt service paid and Property Tax Revenue received, less
debt service included in Purveyor charges. {{$750,000 - $500,000) / 12 less $14,075) times 2)

& Equal to a reserve target of $600,000 amartzed over 10 years collected bi-monthly.

1! Line 4 divided by line 5

5l The Supplemental Water Cost per AF will increase as the costis increased to NCSD. From Table 10

Bl pistrict's shareis 66,68% of annual Supplemental Water received {line 10).

P! Line 12 divided by fine 13

The District plans to take only the minimum amount of SW required as defined in the Supply Agreement.
Any amount of water needed to meet District customer demand beyond the District’s share of the
contract minimum delivery will be met from groundwater pumping.

The total bi-monthly SW charge consists of the fixed charges and the volume charges described above in
Table 13. The bi-monthly fixed charge is established based on equivalent 1 inch meters. Fixed charges
for other meter sizes for District customers increase based on equivalent meter capacity ratios relative
to the 1 inch meter. These bi-monthly fixed charges are shown in Table 14.
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Table 14

New Supplemental Water Operating Fund
Proposed District Bi-Monthly Meter Charge for Supplemental Water

Meter Bi-monthly Fixed Charge
Capacity July 1, 2015 July 1, 2016 July 1, 2017

Line No. Meter Size Ratio'" 645 AFY 800 AFY 800 AFY
1 1inch and less 1.0 $13.20 $13.20 $13.20
2 11/2 inch 3.0 39.60 39.60 39.60
3 2 inch 4.8 63.36 63.36 63.36
4 3inch 9.0 118.80 118.80 118.80
5 4 inch 15.0 198.00 198.00 198.00
6 6 inch 30.0 $396.00 $396.00 $396.00

@ Meter Ca pacity ratios developed in the 2007 Combined Water System

Financial Plan and User Rates report.

Table 15 provides a summary of the monthly charges to Purveyors and the bi-monthly charges to District
customers.

3.4 Impact to Single-Family Residential Bills

Chart 1 presents a comparison of the District’s average single-family residential (SFR) bi-monthly water
bill with other local water agencies in San Luis Obispo County using water rates in effect as of July 1,
2014. The comparison was prepared by applying the District’s average SFR residential water
consumption of 36 Ccf to each of the water agencies rate schedules. The chart includes District bi-
monthly bills using rates effective November 1, 2013 and effective November 1, 2014 as well as
projected bills that include SW for 645 AF and 800 AF for July 1, 2015 and July 1, 2016, respectively in
addition to water rates effective November 1, 2015.

The chart indicates that the District’s bi-monthly bill with a 1 inch meter and an average consumption of
36 Ccf is currently $108.99, and will increase to $119.37 with the November 1, 2014 rate increase.
When SW is imported to the District, the bi-monthly bills are projected to increase to $160.43 beginning
July 1, 2015 and increase to $180.19 on July 1, 2016. The chart indicates that the District’s total bi-
monthly bill will be in the mid-range of bi-monthly bills for the agencies listed.
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Table 15
Summary of Supplemental Water Rates and Charges
Line No.  Description July1,2015 July1,2016 July 1, 2017
Purveyor Charges
Monthly Minimum Fixed Charge m
1 Woodlands Mutual Water Co. $27,134 $31,888 $32,844
2 Rural Water Co. 513,568 $15,945 $16,423
3 Golden State Water Co. $13,568 $15,945 $16,423
4 Monthly Volume Charge ($/AF)? $1,810.36  $1,887.62  $1,973.69
District Customer Charges 3l
5 1" Meter Bi-monthly Fixed Charge $13.20 $13.20 $13.20
6 Volume Charge ($/Ccf) $0.774 $1.003 $1.041

U Erom Table 11 and Table 12.
@l Eor all Purveyor water consumed beyond the minimum allocation. Source: Table 10.
Bl FromTable13.

Chart 1
Selected Local Water Agencies

Comparison of Single-family Residential Bi-monthly Water Bills ']
at 36 Ccf Bi-monthly
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4.0 WATER CAPACITY CHARGES

The District’s water capacity charges include two separate charges consisting of the Water Capacity
Charge and the Supplemental Water Capacity Charge. The former charge is related to the existing water
distribution system while the latter is related to delivery of SW from the SM and a future water
desalinization project. The capacity charges were last updated in 2008.

It is appropriate to update the charges about every 5 years to recognize that (1) water distribution
system capital improvements have been made to the water system, (2) refinements in the cost
estimates of future capital improvements may have occurred, and (3) financing cost may now be known
for certain facilities that can be included in the charges.

Since the charges were last updated, the District has made additions to fixed assets and has refined cost
estimates of facilities related to the Water Project. Additionally, the District issued COPS in 2013 to
partially finance the Phase 1 of the Water Project. The update to both the Water Capacity Charge and
the Supplemental Water Capacity Charge will recognize these changes and will also adjust them for
other known elements in the calculations.

Therefore, the purpose of this update to the water capacity charges is to address the following.

®  Account for recent additions of capital improvements to the water facilities
®  Update the cost estimates of facilities related to delivery of SW

® Make appropriate adjustments to water system value including those related to financing of
certain facilities

"  Establish charges to new development that are reasonable, easy to understand, and simple to
implement.

The Water Capacity Charge and Supplemental Water Capacity Charge are updated as described below.

4.1 Water Capacity Charges

4.1.1 Method

The methodology to determine the water capacity charge is based on the premise that new
development should pay its fair share of the investment in water facilities from which it receives a
benefit. The benefit that new development receives is the use of the existing water distribution system.

New development will share in the existing facilities by paying a “buy-in” fee, which is the basis for the
water capacity charge. The buy-in component is designed to derive from the new customer an amount
per connection equal to the "equity” in the system contributed by existing customers. The equity in the
existing system is determined by first establishing the value of the water system assets and making
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appropriate adjustments. The District has fixed asset data readily available to determine the value of

the existing water system facilities.

4.1.2 Water System Fixed Asset Value

Table 16 summarizes the determination of the value of the existing water system assets. The current
value of the facilities is based on replacement cost less depreciation, developed from information and
records provided by the District. The replacement cost of the existing water facilities was determined by
trending the original cost of facilities from their acquisition date to June 30, 2014 using the Engineering
News Record (ENR) Construction Cost Index (CCl) for this same month. This replacement cost was then

depreciated recognizing the remaining service life of each asset.

Table 16
Distribution System Buy-in Capacity Charge

Original Replacement
Line No. _Description Cost ocLp™ Cost RcLD ™
Water System Assets
1 Land {1560) $310,800 $310,800 $506,500 $506,500
2 Pumping (1520) 1,874,700 693,200 3,282,700 975,700
3 Wells (1520) 1,144,100 394,000 1,915,000 489,700
4 Transmission (1525} 4,982,700 3,850,200 8,005,800 5,370,200
5 Distribution {(1530) 746,400 433,400 1,515,300 577,300
r

6 Buildings (1540) {1} 493,700 396,500 611,700 474,600
7 Subtotal Water System Assets!"! $9,552,400 $6,078,100  $15,837,000 $8,394,000
3 Less COP Financed Facilties ! (1,460,050) (1,172,258) (2,073,401) (1,652,097}
9 Total Water System Assets 1] $8,092,350 $4,905,842 $13,763,599 $6,741,903
10 Adjustments to Valuation

11 Add Water Replacement Fund (Fund 805) $5,130,000
12 Add Water Capacity Fund {Fund 700) 1,750,000
13 Add Interest on 1978 Bonds Long-Term Debt 332,950‘
14 Total Water System Value $13,954,853
15 FY 2013-14 Equivalent 1" Meters 4,777
16 Water System Buy-in Capacity Charge (1" meter and less) $2,921

i Original cost less depreciation as of June 30, 2014.
@l Replacement cost less depreciation.
1 Related to 2003 COPs.

4.1.3 Adjustments

Several adjustments are made to the value of the water system assets for capacity charge purposes.
These adjustments are similar to those that were used in the current charges. The calculation excludes
value for short-lived assets, contributions, and facilities financed from past debt issues. Additions to

Tuckfield & Associates

FINAL DRAFT



Water Rate Study
Nipomo Community Services District

value include the Water Replacement Fund and Water Capacity Fund capital fund balances and interest
costs related to debt financing of certain facilities.

4.1.4 Calculation

The proposed Water Capacity Charge is calculated using the water system value with adjustments as
discussed above, divided by the current number of equivalent 1 inch meters. Table 16 shows the
District’s total water system value (line 14) divided by the current number of equivalent 1 inch meters
(line 15). The result is a Water Capacity Charge of $2,921 as shown on line 16 of the table.

The Water Capacity Charge for the 1 inch meter forms the basis for capacity charges by meter size. As
shown in Table 17, the charge for the 1 inch meter is escalated by meter capacity ratios developed in the
2008 study to determine the “buy-in” Water Capacity Charge for each meter size.

Table 17
Proposed Water Capacity Charges

Meter Water Capacity Charge
Capacity Existing Proposed

Line No. Meter Size Ratio™ Charge Charge
1 Up to 1 inch 1.0 $3,385 $2,921
2 11/2 inch 3.0 10,155 8,764
3 2 inch 4.8 16,247 14,022
4 3 inch 9.0 30,463 26,291
5 4 inch 15.0 50,772 43,819
6 6 inch 30.0 $101,544 587,638

M Meter capacity ratios developed in the 2008 capacity charge study.

4.2 SUPPLEMENTAL WATER CAPACITY CHARGES

The Supplemental Water Capacity Charge developed in the 2008 study consisted of three capital cost
components related to delivery of SW. These included capital costs related to the City of Santa Maria
Memorandum of Understanding (MOU), the Water Project, and future water supply from desalinization.
The cost estimates of each of these three components have been revised as discussed below to update
the Supplemental Water Capacity Charge.
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4.2.1 Santa Maria MOU

The 2008 study calculated a capital component from the SW rate stated in the MOU to be included as
part of the Supplemental Water Capacity Charge. The calculation of the capital component followed the
District’s plans for financing the Water Project at that time.

The District’s current plans are to pass-through the entire amount of the SW rate which includes both
O&M and capital components. Therefore, the capacity charge that was previously related to the MOU is
no longer a part of the Supplemental Water Capacity Charges to be collected from new users of the
water system.

4.2.2 Supplemental Water Project

Table 18 summarizes the current cost estimate for the Water Project. The water pipeline project is
under construction and current plans include possible delivery of SW beginning in May/June of 2015.
The Phase 1 Water Project costs listed on line 12 of the table were presented before the Board of
Directors in Agenda Item 2 on May 10, 2013. The total cost of Phase 1 also includes all District costs and
equity contributions in the form of District funds on hand that were used since July 2004 to bring about
the development of the Water Project which is shown on line 17.

In June of 2013, the District issued $9,660,000 in Series 2013 COPs that provided $9,000,000 in net
proceeds to partially fund the Water Project. The proceeds, together with District funds on hand, fully
fund Phase 1 of this Water Project.

The annual debt service related to the 2013 COPs and additional debt service of the 2013A COPs will be
partially paid by Property Tax revenue received by the District. The Property Tax revenue stream is
pledged towards the payment of the debt service along with the revenue of the Water Fund.

However, about $250,000 annually is not covered by annual Property Tax revenue, and this amount will
be funded through new SW rates and charges. This dollar amount represents about 33.4 percent of the
total annual debt service payment of the two debt issues. Because most of the 2013A COPs debt issue
was related to prior capital expenditures other than SW, 33.4 percent of the interest cost of only the
series 2013 COPs is added to the Water Project cost as an adjustment to value, or a cost of financing the
Water Project.

Similarly, the outstanding principal that is deducted from the Water Project cost is only that portion
related to 33.4 percent of the 2013 COPs principal payments. The outstanding principal is deducted
from Water Project cost (and therefore the capacity charge) because it will be paid through water rates
and charges by future users of the water system.

The cost estimate for Phase 2 of the Water Project has been updated from previous estimates and a
new Phase 3 is now included in the total Water Project cost estimate shown in Table 18. Phase 2 and 3
costs estimates are based on current District plans and include construction management and
contingency.
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Table 18
Waterline Intertie Pipeline Cost Estimates
Pipeline
Line No. Description Cost
Phase 1 - Western River Crossing (800 AFY)
1 Santa Maria River Crossing $7,197,140
2 Blosser Road Waterline and Flow Meter 2,575,710
3 Joshua Street Pump Station and Wellhead Chloramination 4,344,710
4 Subtotal 514,117,560
5 Contingency {5%) $706,000
6 Subtotal Construction Cost $14,823,560
7 ROW Acquisition 250,000
8 Design Engineering 450,000
9 Construction Management 1,736,000
10 Subtotal Non-Construction Cost $2,436,000
11 Non-Construction Contingency (10%) 244,440
12 Subtotal Project Cost $17,504,000
13 Other Costs™ 6,386,270
14 Total Phase 1 Cost $23,890,270
15 Add Interest on 2013 COPS {2] 2,963,600
16 Less Outstanding Principal on 2013 COPS [2] (3,226,400)
17 Total Phase 1 Cost with Adjustments $23,627,470
Phase 2 - 1,600 AFY
18 Project Cost® $3,131,000
19 Subtotal Phase 2 Cost $3,131,000
20 Adjustment for Construction Cost Inflation “ 177,100
21 Adjusted Subtotal $3,308,100
22 Engineering & Construction Management (12%) 397,000
23 Contingency {15%) 496,200
24 Total Phase 2 Cost $4,201,300
Phase 3 - 3,000 AFY
25 Project Cost?! $3,027,000
26 Subtotal Phase 3 Cost $3,027,000
27 Adjustment for Construction Cost Inflation 1l 171,300
28 Adjusted Subtotal $3,198,300
29 Engineering & Construction Management (12%) 383,800
30 Contingency (15%) 479,700
31 Total Phase 3 Cost 44,061,800
Water Master Plan Projects to Accommodate New Supply
32 Near-term Improvement at Thompson & Mehischau $5,500,000
33 Interim-term Improvements at Willow & Highway 1 1,770,000
34 Subtotal $7,270,000
35 Adjustment for Construction Cost Inflation 411,300
36 Total Master Plan Projects to Accommodate New Supply $7,681,300
37 Total Waterline Intertie Project Cost $39,571,870
1 |nformation provided by NCSD.
21 Estimated principal and interest that is not paid by property tax revenue
nl From AECOM Draft Technical Memorandum July 19, 2012.
b Adjusted from July 2012 to June 30, 2014 using the ENR 20-Cities Construction Cost Index.
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4.2.3 Desalinization Project

The proposed Desalinization Project is summarized in Table 19. The project cost is based on estimates
provided by Boyle Engineering in 2007 which were included with the current Supplemental Water
Capacity Charges developed in 2008. The desalinization cost estimates contained in Table 19 have been
inflated to current dollars based on the ENR 20-Cities Construction Cost Index to June 30, 2014. The
adjusted cost to develop the project is now estimated at $101.2 million.

Table 19
Nipomo Mesa Desalination Project Cost Estimates

Growth
Line No. Description Related
Nipomo Mesa Desalination Projectm
1 Terrestrial and Freshwater Impact Studies $30,000
2 Phase | Marine and Impact Studies 110,000
3 Cultural Resources Studies 24,000
4 Phase | Hydrogeologic Field Study 360,000
5 Test-Scale Feasibility Study 2,320,000
6 Phase 2 Hydrogeologic Field Study 180,000
7 Preliminary Engineering 210,000
8 CEQA/NEPA 240,000
9 Public Qutreach 1,310,000
10 Design and Permitting 2,870,000
11 Construction 46,090,000
12 Project Management 1,500,000
13 Subtotal Before Contingency $55,244,000
14 Contingency 16,573,200
15 Cost Escalation (to September 2007) 13,540,000
16 Total Desalination Project Cost Adjusted to July 1, 2008 $85,357,200
17 Cost Escalation (from July 2008 to June 30, 2014) 15,867,500
18 Total Desalination Project Cost Adjusted to December 2013 3 $101,224,700

2l Boyle Engineering, September 24, 2007.
5 Adjusted to July 2008 using the ENR 20-Cities Construction Cost index.
& Adjusted from July 2008 to June 30, 2014 using the ENR 20-Cities Construction Cost Index.

4.3 District Capacity Requirements

The capacity requirements for the District are similar to the 2008 capacity charge update. With the
completion of Phase 3 of the Water Project, the District plans to utilize 2,167 AF of the 3,000 AF that the
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Water Project will provide. While the Desalinization Project will provide a total capacity of 6,300 AF, the
District will utilize 70 AF of this project. The District’s capacity requirements are summarized in Table
20.

Table 20
Supplemental Water Requirements (AF)

Total Other
Line No. Description Capacity NCSD Purveyors
1 Existing Facilities (Wells) 3,000 3,000 0
2 NCSD Supplemental Water Project™ 3,000 2,167 833
3 Desalinization Praojet ! 6,300 70 6,230
4 Total Supplemental Water 9,300 2,237 7,063

1 nesp plans to utilize 2,167 AF with 833 AF for other purveyors.
2 NCSD plans to use 70 AF of the Desalinization Project to meet total water needs of 3,995 AF in 2030 based on
2010 Urban Water Management Plan projections.

4.4 Supplemental Water Capacity Charge Calculation

The cost estimates of the Water Project and the Desalinization Project are brought together in Table 21 to
calculate the Supplemental Water Capacity Charge. The methodology used to make the calculation is
similar to the calculations developed for the current charges.

Each project cost is converted to a unit capital cost per AF using the capacity provided by each project. The
unit costs are multiplied by the capacity that will be utilized by the District for each project to determine an
overall cost (line 10). This cost is then divided by the total capacity utilization of 2,237 AF (line 11) to
determine the cost per AF of SW. Using the basis of 0.57 AF as the water demand of a single-family
residential dwelling unit, the proposed Supplemental Water Capacity Charge is $7,570 (line 14).

The calculations in Table 21 do not include financing costs associated with the Desalinization Project.
These financing costs have not been included because they are not yet known and the District has not
committed to using financing for this project. If financing is used in the future, their costs should be
included with these charges.

Table 22 presents the proposed Supplemental Water Capacity Charges by meter size for implementation
by the District. The charges for the 1” meter are escalated at the meter capacity ratios developed in the
previous capacity charge update study.
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Table 21
Supplemental Water Capacity Charge Calculation
Total
Line No. Description Cost
Unit Cost of Intertire Pipeline Project
1 NCSD Intertie Pipeline Capital Project ™ $39,571,870
2 Pipeline Capacity (AF) 3,000
3 Unit Cost of Intertie Pipeline Project Supply per AF $13,191
Unit Cost of Desalinization Project
4 Desalinization Project Capital Costm $101,224,700
) Project Capacity (AF) 6,300
6 Unit Cost of Desalinization Project Cost per AF $16,067
7 NCSD Supplemental Water Capacity Charge Unit Cost NCSD Capacity  Capacity Cost
S/AFY AFY
8 Intertie Pipeline Project $13,191 2,167 $28,584,897
9 Desalinization Project $16,067 70 1,124,719
10 Totals 2,237 $29,709,616
11 NCSD Capacity (AF) 2,237
12 Supplemental Water Capacity Charge (per AF) $13,281
13 Water Required for Single-family residence (AF) Bl 0.57
14 Supplemental Capacity Charge for 1" meter $7,570

&)
121

From Table 18.
From Table 19.

) Estimated average annual production required for single-family residential customer.

Water Capacity Charges calculated in this study are lower than the current charges presented in Table 17.
This is due to the number of equivalent 1” meters increasing from 3,579 in 2008 to 4,777 presently. While
total water system value has increased, the increase is not sufficient to offset the additions to the number
of customers. Additionally, with the removal of the capital component related to the Santa Maria MOU,
the Supplemental Water Capacity Charges are also lower than the existing charges as shown in Table 22.
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Table 22

Proposed Supplemental Water Capacity Charges

Supplemental

Meter Water Capacity Charge
Capacity Existing Proposed

Line No. Meter Size Ratio™ Charge Charge
1 Up to 1inch 1.0 $15,015 $7,570
2 11/2 inch 3.0 45,045 22,710
3 2 inch 4.8 72,072 36,336
4 3inch 9.0 135,135 68,130
5 4 inch 15.0 225,225 113,550
6 6 inch 30.0 $450,450 $227,100

1 Meter capacity ratios developed in the 2008 capacity charge study.
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5.0 Miscellaneous Fees

As part of this Water Rate and Capacity Charge Study, the District requested a review of their
miscellaneous fees which are charged for administrative and other services. The District currently
charges the following miscellaneous fees to cover the cost of time, materials, and equipment for District
staff to provide the requested services.

® Account Setup Fee ® Annex Fee

® Late Payment Fee ® Variance Fee

® Returned Check Fee ® Duplicate Billing Fee

® Turn-On/Off Fee ® Board Room Use

® Tampering Fee ® Qutside Water Sales

® |n-House Copy Charge ® Qutside Sewer Sales

B Qutside Copy Charge ® District Hydrant Access

® CD Copy Charge B Water Meter Calibration Check
" Will Serve Notice ® Fire Hydrant Meter

5.1 Survey of Miscellaneous Fees

A survey of published fees for other water agencies in San Luis Obispo County was performed to obtain
a summary of the various fees charged by each agency and the amount of the fee. The agencies
surveyed are listed below and their fee descriptions and amounts are summarized in Appendix A.

Local Water Districts Surrounding Cities
Avila Beach CSD Arroyo Grande
Cambria CSD Grover Beach
Heritage Ranch CSD Paso Robles

Los Osos CSD Pismo Beach
Oceano CSD Santa Maria
Templeton CSD San Luis Obispo

The miscellaneous fees were researched for the above agencies through websites or through direct
contact. In some cases limited information was available or not provided. Each agency’s miscellaneous
fees are similar in nature to the District’s current fees with some agencies charging for more services
than provided by the District while other agencies are charging for fewer services.
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5.2 Recommendations

From review of the miscellaneous fees provided in Appendix A, certain fees of the District are below the
fee amount charged by the other agencies. The fees noted include the following.

v’ Account Setup Fee 4 Tampering Fee
v’ Late Payment Fee v’ Fire Hydrant Meter
v’ Returned Check Fee

These fees were reviewed and the amount of the fee was modified based on estimates of District labor,
materials, and equipment used to perform the service to ensure that the District is charging the
appropriate fee for the costs incurred. The amount was determined using recent District information
including current salaries for specific personnel, current material costs where such material is needed to
complete the service provided, and costs of equipment used in the course of providing the service such
as vehicle use for on-site work. The proposed charges for these fees are provided in Table 23 and
include 10 percent overhead. A comparison to the current fee charged by the District is also provided.

An agency’s fees generally should reflect its organizational structure and local demographics.
Discussions with District staff regarding the survey of miscellaneous fees noted that additional fees may
be charged for the services being provided. It is recommended that the District consider adding new
miscellaneous fees that would recover District costs where services are being provided but are not
currently being charged. These new fees include the flowing.

1. Shut-Off Notice 7. Water/Sewer Lateral Inspection
2. Turn-On/Off After Hours 8. Backflow Administration Fee

3. Meter Remove and Replace 9. Fire Hydrant Relocation Charge
4. Repair Authorization 10.Fire Hydrant Flow Test

5. Meter Read Surcharge 11.In-house Copies, Color

6. Fire Flow Letter for CDF

A description of the new fee, its purpose, and the amount of each new fee is provided in Table 24 below.
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Table 23
Miscellaneous Fees Summary

"o Feaa TR TR AAAS RaATTE el

Current
Line No. Miscellaneous Fee Charge Method Fee Proposed t
1 Account Set Up Fee s 10.00 S 42.00
Lessor of $5 or 10% of Lesser of Greater of
Late Fee
2 charge. $5 or 10% $10 or 10%
3 Returned Check per occurrence S 15.00 $ 28.00
4 Turn On/Off (non payment) per occurrence S 50.00 s 50.00
5 Tampering Fee (cutlock)  per occurrence S 25.00 $137
6 In-House Copy Charge $1.50 for first page s 1.50 s 1.50
7 (Black & White Copies) $0.20 each page thereafter _$ 0.20 5 0.20
Outside Copy Charge Actu.al cost of copies plus $25 plus
8 admin charge S 25.00 Actual Cost
9 CD Copy Charge per request $ 15.00 S 15.00
10 Verification of Will Serve per request S 50.00 S 50.00
Annex Eee $500.00 per acre, or parcel
11 if less than one acre S 500.00 S 500.00
Actual Cost
Variance Fee Currently deposit of $9500 with $900
12 s 900.00 deposit
13 Duplicate Billing per bill $ 1.50 4 1.50
Restricted to Restricted to
Resolution No. Resolution No.
14 Board Room Use per use 2007-1035 2007-1035
15 Outside Water Sales per use double inside double inside
16 Outside Sewer Fees per hookup inside rate double inside
$39 plus
Account Set Up
$39 plus cost fee plus cost of
17 District Hydrant Access per month (1 Mo. Min) of water water
cost of
Water Meter Calibration independent $118 plus cost
18 Check per customer request calibration of calibration
$500 deposit; $2,000
$10 first day deposit,
rental, $1 per $30/month
day thereafter; equip rental
plus fee with one
$25/month month min;
Admin Charge $39 month flat
plus cost of charge plus
19 Fire Hydrant Meter per use water cost of water
' | ncludes Overhead @ 10%.
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Table 24
Suggested New Miscellaneous Fees
Line No. Fee Description Charge Method Purpose Calculated 5 Proposed Fee [
. Delinguent payment
1 Shut Off Noti
5 - R subject to shut-off S 2045 § 20.00
Turn on/off service after
2 T On/Off After H
UFRIORDFAEHRS s e = business hours S 14696 $ 147.00
$118 plus

Meter Remove and .
3 per request At customer request capacity charge

Repl
SPace $  117.48 __ if applicable

Min charge or actual

4 Repair Authorization cost (time and materials) Repair damage caused by Actual Cost w/
of repairs Owner or Owner's Agents S 74,51 $75 min
5 Meter Read Surcharge Notify customer, 1st Additional eff.ort. dueto
encounter no chg Owner's restrictions S 3531 S 36.00
6 Fire Flow Letter for CDF per request S - $ 50.00
= Water/Sewer Lateral aér Fadtiest NCSD effort to review
Inspection installation 5 11464 S 115.00
8 Backflow Admin Charge per month Adninistration of program S 106 $ 1.00
Fire Hydrant Relocation Move hydrant meter to new
per move -
9 Charge location $ 150.00
$175/hour
Fire Hydrant Flow Test with 1.5 hour
10 per request flow test of hydrant meter minimum
11 In-house copies, color per page cover cost of color copies 5 0.40

M |ncludes Overhead @ 10%.
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September 24, 2014

ITEM E-1

ATTACHMENT B



NOTICE OF PUBLIC HEARING -
RATE INCREASE FOR SUPPLEMENTAL WATER

This is a notice to explain proposed increases in water rates for the Nipomo Community
Services District (“NCSD” or the “District”) and the majority protest procedures. The proposed
rate increases will be recommended for adoption by NCSD’s Board of Directors at the Public

Hearing described in this Notice. See the back page of this Notice for Public Hearing date.

Dear Owners of Record and Customers of Record,

Nipomo'’s water supply is in trouble. Population growth and one of the most sever droughts in recent history have
caused groundwater demand to exceed dependable supply. The District has been actively addressing water supply

issues to ensure sustainable water supply now and in the long-term.

We are bringing in a new supplemental water source.

After years of engineering, environmental studies and public debate, an agreement is in place to buy water from
Santa Maria. Construction is underway and delivery of the supplemental water is scheduled to begin in summer 2015.

Over the past year the District has carried out a public process to evaluate its water rates.

Since January 2014, the District has held more than a dozen public meetings including four Town Hall discussions.
Additionally, the District has mailed four newsletters covering the topic.

When supplemental water deliveries begin, we will need to add a supplemental water charge to our customers’

bills beginning in July 2015.

The District’s water rates are currently among the lowest in the region since we rely only on low-cost ground-
water. We must supplement our supply and this new water source requires an additional charge to pay for it.

Cost of Supplemental Water to Be Shared. The cost of the supplemental water pipeline as well as the water
purchased from Santa Maria will be shared with our three neighboring water agencies.

See Inside for Details on the Proposed Charge. The additional charge for supplemental water is proposed to
include two amounts—a fixed charge to build the facilities required to bring the water to Nipomo and a volume
charge to pay for purchasing water and operating the delivery facilities.

PLEASE CONTACT US IF YOU HAVE QUESTIONS OR COMMENTS ABOUT THE PROPOSED RATES INCREASE
(805) 929-1133 | info@ncsd.ca.gov | P.O. Box 326, Nipomo, CA 93444




ABOUT THE PROPOSED RATES

The proposed rate change does not affect the District’s current water rates. Current water rate schedules
can be found on the District's website (www.ncsd.ca.gov).

The proposed new Supplemental Water charge consists of bi-monthly Fixed and Volume charges
and will be in addition to existing District charges for water.

Basis of Fixed charge. The proposed fixed charge is intended to recover NCSD customer’s share for
building the facilities required to bring the water to Nipomo.

Basis of Volume charge. The proposed volume charge recovers the cost of the District's share of
supplemental water purchased from the City of Santa Maria and NCSD’s operation and maintenance

costs to deliver the supplemental water.

MORE DETAILS ON PROPOSED SUPPLEMENTAL WATER CHARGE
BEGINNING JULY 2015

The proposed Supplemental Water charge will be applicable to all NCSD customer classifications and will
consist of a bi-monthly Fixed charge and a Volume charge.

Fixed charge. The proposed charge is based on
meter size as shown in the table to the right.

Volume charge. The proposed volume charge
will be based on the amount of water used as
shown in the table to the right.

Pass-Through: The District will purchase
supplemental water from Santa Maria. Santa

Maria may increase its water charges to the
District. These increased charges, if any, will be
passed through to customers beginning
July 1, 2015, and annually thereafter through
July 1, 2020. The proposed volume charge
includes a 5% annual escalation in the cost of
Santa Maria water.

Notice of the amount of an annual adjustment for
any pass-through charge would be given not less
than 30 days prior to the effective date of the
adjustment. Future increases beyond the five-
year period, if any, would be established in future
rate proceedings.

Proposed Bi-Monthly Meter Charge for Supplemental Water
for all Customer Classifications

Bi-monthly Fixed Charge

Meter Size July 1, 2015 July 1, 2016 July 1, 2017
1inch and less $13.20 $13.20 $13.20
11/2inch 39.60 39.60 39.60
2 inch 63.36 63.36 63.36
3inch 118.80 118.80 118.80
4 inch 198.00 198.00 198.00
6 inch $396.00 $396.00 $396.00

Proposed Supplemental Water Volume Charge
for All Customer Classifications

Volume Charge

July1,2015  July1,2016  July 1, 2017

Volume Charge ($/Ccf) $0.774 $1.003 $1.041

AVAILABILITY OF STUDIES, REPORTS, AND INFORMATION

Additional information on the proposed water rates is available in the Water Rate and Capacity Charge Study - September
2014 and the Staff Report. These reports are available for review at the District’s administrative offices located at 148
South Wilson Street, Nipomo and on the District’s website at www.ncsd.ca.gov. In addition, customers may contact the
General Manager at (805) 929-1133 for further information about the proposed rates.




EXAMPLE WATER BILLS INCLUDING PROPOSED SUPPLEMENTAL WATER CHARGES

The table below provides examples of bi-monthly bills that are expected as a result of implementing the proposed
new Supplemental Water Charge. The proposed new charge is in addition to existing water rates including the
water rate increases for November 1, 2014 and for November 1, 2015 that were approved through the last
Proposition 218 process and public rate hearing (October 12, 2011). The bills shown in the table below include the
previously approved water rate increases and the proposed increases in customer bills due to the new
Supplemental Water Charge.

Example Single-family Residential Bi-Monthly Bills
Previousl Proposed Previouslg Proposed Proposed
Ccf Approve Increase Approve Increase Increase
Description Use Nov 1,2014 July 1,2015 Nov 1,2015 July 1,2016 July 1,2017
Very Low 10 $56.85 $77.79 $83.24 $85.53 $85.91
Low 20 $78.45 $107.13 $114.68 $119.26 $120.02
Median 22 $82.77 $113.00 $120.97 $126.01 $126.84
Average 36 $119.37 $160.43 $171.94 $180.19 $181.56
High 80 $281.33 $356.45 $383.40 $5401.72 $404.76
Very High 120 $486.33 $592.41 $638.76 $666.24 $670.80

Example calculation for Median (22 Ccf) use shown above at November 1, 2014 ag roved rate:
$35.25 (1” meter fixed charge) + $47.52 (22 units x $2.16/unit) = $82.

Example calculation for Median use shown above when proposed rate is applied on July 1, 2015:
$82.77 (as of Nov 1, 2014) + $13.20 (proposed 1” meter fixed charge) + $17.03 (proposed volume charge x 22 units) = $113.00

These examples apply to single family residential customers with 1” or smaller meters. Customers with larger meter or
different classes can refer to their current bill or existing District rates to estimate the impact of proposed supplemental charge.

The proposed new charge applies to all customer classifications.

SINGLE FAMILY BILL COMPARISON WITH OTHER LOCAL AGENCIES

The District’'s water rates are among the lowest in the region due to our use of low-cost groundwater.
However, our groundwater is depleted and threatened. The District is bringing in supplemental water resources and
this new water source requires an additional charge to pay for it.

Comparison of Single-family Residential Bi-monthly Water Bills
at 36 Ccf Bi-monthly
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ICE OF WATER RATE INCREASE FOR SUPPLEMENTAL WATER

Nipomo Community Services District
148 S. Wilson Ave.

PO Box 326

Nipomo, CA 93444

(805) 929-1133

www.ncsd.ca.gov

NIPOMO |

GENERAL MANAGER

Michael S. LeBrun APN

Presorted Standard
US Postage Paid
PRP Companies

93401

Customer Name and Address

HOW TO PROTEST

The following persons may submit a written protest against the Proposed Water
Rate Increase to the District's Clerk before the close of the Public Hearing.

e An owner(s) of pro rcel “owner of record”) receiving water service
from the NCSD Water System. If the person(s) signing the protest, as an
owner, is not shown on the last equalized assessment roll as the owner of the
parcel(s) then the protest must contain or be accompanied by written evidence
that such person signing the protest is the owner of the parcel(s) receiving
water service;

e “Customer of record” (Tenant(s)) whose name appears on the District records
as the customer of record for the corresponding parcel receiving water service
from the NCSD.

A valid written protest must contain a statement that you protest the increase in
water rates, the address and Assessor's Parcel Number (APN) of the parcel or
parcels which receive water service and must be signed and dated, with original
signature, by the owner of record, the customer of record, or a representative of an
owner of record or a customer of record, for the parcel or parcels receiving water
service, One written protest per parcel shall be counted in calculating a majority
protest. Written protests will not be accepted by email or by facsimile. Verbal
protests will not be counted in determining the existence of a majority protest.

Written protests regarding the water rate increase may be personally delivered to
the NCSD Office located at 148 South Wilson Street, Nipomo during regular office
hours (8a.m. - 4:30 p.m. Monday - Friday, excluding holidays) or mailed to:

Nipomo Community Services District

Attn: District Clerk

P.O. Box 326, Nipomo, CA 93444-0326

PUBLIC HEARING

A Public Hearing for the Proposed |
Water Rate Increase will be held|

on:

November 21, 2014 at 2 PM
Jon S. Seitz Board Room
Nipomo CSD
148 South Wilson Street, Nipomo

At the public hearing the Nipomo
Community Services District Board

of Directors will consider all public |

comment in support and in
opposition of the Water Rate
Increase and whether or not a
Majority Protest exists. If approved,
the Water Rate Increase would
become effective January 1, 2015,
and be applied to customer water
bils once supplemental water
deliveries commence approximately
July 2015.

To be counted, the written protest must be received by the close of the Public Hearing, including those mailed to the District.
No postmarks will be accepted; therefore, any written protest not actually received by the close of the Public Hearing,

whether or not mailed prior to the Public Hearing, will not be counted.

A representative may sign the written protest on behalf of an owner of record or a customer of record provided the repre-
sentative attaches to the written protest, written documentation/authorization, with original signature, to act in such capacity.

If valid written protests are presented by a majority of owners of record and/or customers of record of parcels receiving water
service within the NCSD’s Water System, then the NCSD will not adjust/increase the water rates. Only one protest per

parcel will be counted in determining whether or not a majority protest exists.
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