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Agenda

8:45 am — Registration and Networking Breakfast
9:15 am - Welcome and Opening Remarks

9:30 am — Strategies for Aligning Rates, Revenue and Resources
10:30 am - Break

10:45 am — More Effective Rate Modeling in an Uncertain World
11:45 pm — Complying with Proposition 218

12:15 pm = Lunch and Networking

1:00 pm = Marin MWD: Tiered Rates

1:45 pm — Moulton Niguel WD: Water Budget Based Rates
2:30 pm — Break

2:45 pm - Utility Example and Live Model Training (Optional)
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Utility Financial
Management: Becoming
Harder Than Ever?



Residential Water Sales

Annual residential gallons sold per residential customer (NAWC)

with five-year moving average
120,000 ( / ! L —

115,000 -

110,000 -

105,000

100,000 4
95000
90,000 -

85,000 -

80,000 -

75,000 -

70,000 T T | T | T LA R N T L I B R | T L

1972
1974
1976
1978
1980
1982
1984
1986
1988
1990
1992
1994
1996
1998
2000
2002
2004
2006
2008



Isn’t this a Success Story?

» Yes, but with side effects
» Lowered demand means reduced sales revenue

» Reduced sales revenue can mean not fully collecting

fixed costs

= Short-run variable costs (water, pumping energy, chemicals)

= Long-run capacity costs (supply, transmission, storage,
treatment)

» Revenue stability therefore becomes an issue — and
conservation is often blamed

» Left untreated, long-term unstable revenue collection

can affect bond ratings l
FSW



US.  THETEXAS TRIBUNE

Texans Answer Call to Save Water, Only to Face Higher Rates

By NEENA SATUA  FEB 5 2014

“The losses have prompted
credit ratings agencies to look
closer at the finances of
public utilities in Texas. One
TIAZ1 W) W01 agency, Fitch, downgraded
va some of Fort Worth’s water
R and sewer debt last year, and
last week the firm
downgraded the debt of the
city’s wholesale water
supplier. Fort Worth lost $11
million last year because of
.44 water conservation.”
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What Really Affects Revenue Stability?

» Reduced demand from:

= efficient fixture replacement under the plumbing and
appliance codes

= active conservation programs
" the recession: industrial shift layoffs, home foreclosures

» Reduced peak demand in wet years
» Increased infrastructure costs

» Rise in other fixed costs
» Continuing Inflation
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Monthly Utility Bill (5/Month)
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The Political Reality courier-journalcom

A GANNETT COMPANY

» We don’t like to revise our rates CONSERVA I(N

» It is politically unpopular, so rates DRIV'NG UP ’
are changed as little as possible WATER RA'I:& =
=

» The inevitable inflationary increase

is postponed until it is a crisis, Environmental concerns W
. . challenge bottom line ¥
much less increases in other costs at Lowisville Water Co.
» Conservation is often blamed for — %
financial challenges — even when _THE’NDM”*
there are no active conservation GLOBE L
programs in place Reduced water use drains Toronto’s
» This sends the wrong message to funds for infrastructure upgrades
consumers ‘ .
Raleigh Public Record
Raleigh's Water Conundrum: il

Conservation v. Rates fgﬁ
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# Mot Visted | | Getting Started G Google ¢ Alliance for Wates Effic.. | From ntemet Explocer

( ) VUICE O_f SAN DIEGU Narratives»  Podcasts&Products = Topics»  Partner Voices » Joinin»  About~ Loglin

The city’s water department plans to increase rates by more than 40 percent in the next five

Search

years.

(++) VOICE ¢ SAN DIEGO presens

A MEETING iy 20208
OF THE MINDS I

So what's driving the soarng rates? This is awkward but .. you're part of the problem You

) zeroShundredl

By July 2020, 2 unit of water that today costs $4 36 will cost $6. Customers also pay meter | FFERS SUPPORT TO

m

and a bunch of other factors. Let's run through them o T,

“ discovary

1575 €1 Prace, San Diego, CA 2101
6:00 PN - Doors Open /700 P Tall By y
You can blame yourself for saving too much water.
e Interested in Water narrative?
The price hikes are driven - ironically enough - by the cutbacks San Diegans are making
because of the drought. If the city is selling less water, then the city has to charge more for

each drop it sells

The city sold about 76 million units of water in 2014 Each unit is about 750 gallons. Next

year, the city only expects to sell 64 million units because of water-use restrictions

mandated by the state ,.4 R
Morning Report: =
Investigation Launched . ;
Gordon Hess, vice chairman of the Rates Oversight Committee, said he worries the city's
five-year plan is based on long-term projections that could be wrong y l ’ 2 ! :

“In the outer years do we still need those rate increases?” he said "Those may or may not be ”Eu ) lﬂe ‘ISJJ/

N .
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Cost-Effective Efficiency and
the Real Impact on Rates



Conservation is Part of the Solution

» It is a long-term cost reducer to the utility
» Revenue loss is often due to other drivers

» Every gallon saved is water that does not have to be
pumped, treated and delivered

» Conservation is an investment and short-term effects
must be planned for

» Reduced utility costs generally mean reduced customer
rates in the long-term due to avoided infrastructure
capacity increases

FSW
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Westminster’s Story

» Citizens complained about being Conservation Limits Rate
Increases for a Colorado Utility
asked to conserve when rates would i

Have Dramatically Reduced Capital Costs

uuuuuuuuu

just go up anyway
» Westminster reviewed marginal

costs for future infrastructure if
conservation had not been done

» Since 1980 conservation has saved
residents and businesses 80% in tap
fees and 91% in rates compared to
what they would have been without
conservation




How Did They Do It?

v

e

Compared 1980 per capita water use with 2010 per capita

Estimated current water use if there were no change in
gpcd from 1980 to 2010

Estimated build out demand under current gpcd
Estimated build out demand with 1980 gpcd

Estimated build out Peak Capacity under 1980 and current

gpcd
Estimated cost of water infrastructure expansion

Estimated cost to acquire water

Estimated cost of wastewater infrastructure expansion
Estimated impact to rates

Estimated impact to tap fees

23



What Will Your Story Be?

» Every story will be different!

» Consider key questions to determine the case for
efficiency

» Where do costs come from and what are your
future cost risks?
= Wholesale water costs may be increasing
= Costs of capital improvements
= Short run variable costs (treatment, energy, etc.)

» What’s your return on the investment in efficiency?
» How do you quantify it?
» AWE Tracking Tool provides forward-looking analysis H.I-l
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New Resources and Tools for
Utility Managers



Tools for Every Step

» New guidance available from many sources,
on many topics:

= Assessing Your Revenue Model

= Rate Design and Evaluation

= Communicating with Stakeholders

" Financial Planning and Management

» See Resource List in packet for links

23



Assessing Your Revenue Model

» EPA/WaterRF: 2013 Defining
a Resilient Business Model

for Water Utilities

» AWE Self Assessment
Flowchart

» AWE Conservation Tracking
Tool

» UNC Rates Dashboards

Qe SEPA




AWE Self-Assessment Flowchart
How to Avoid Revenue Surprises: Defining the Problem
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Texas Municipal Water and Wastewater Rates Dashboard
Rates in 2013
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Example Utility
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Texas Municipal League water & sewer rates surveys; Texas Water Development Board utilities financial data; U.S. Census Bureau; U.S.
Bureau of Labor Statistics. Funding assistance provided by U.S. EPA and Water Research Foundation.
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Rate Design and Evaluation

» AWE Financing Sustainable
Water Resources

= Understanding the Role of Ratemaking | k B [ [——

= Rate Design, Evaluation, Implementation

» Designing Rate Structures for
Conservation and Revenue
Stability (UNC/Sierra Club)

" |nnovative Rate Structures




Communicating with Stakeholders

» Building Better Water Rates for an Uncertain
World - Implementation Chapter

» New Multimedia Assets SRR

= AWE “What’s Water Worth” video for |
customers (Winter 2014) . e -

= UNC EFC Water(lips: Video Series for
Water Utilities, their Boards, and Funders

» Rate Approval Process Communication “"/:‘ D credtRatng (> Investors
Strategy and Toolkit- WaterRF 4455 &“?
= Communicate the need and impact of 1200 Sundardk Pou's
rate adjustments with new tool RateCase ~2Fw=
(Spring 2015) -y
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Financial Planning and Management

------
111111

» EPA: Sustainable and
Effective Practices for
Creating Your Own Water
Utility Roadmap

“!Ceres

BOND FINANCING
DISTRIBUTED
WATER SYSTEMS:

How to Make Better Use
of Dur Most Liguid Market

» Ceres: Bond Financing B o ®

Distributed Water Systems — :_@g
» AWE: Financial Instruments

for Managing Weather Risk




Financing Sustainable Water



What is Financing Sustainable Water?

» Building Better Rates in an
Uncertain World: A Handbook
to explain key concepts, provide
case studies and
implementation advice

» AWE Sales Forecasting and
Rate Model: Innovative, user-
friendly tool to model scenarios,
solve for flaws, and incorporate
uncertainty into rate making

» FinancingSustainableWater.org:
Web-based resources to
convene the latest research and
information in one location

Exlding Bomer Water Fates bar am Dncortsa Warld
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HOME WATER EFFICIENCY

BUILDING RATES

IMPLEMENTATION

About | Blog | ContactUs

| f S & in

A project of the

a» Alliance » Water Efficiency

FISCAL SUSTAINABILITY

Financial Instruments to Manage Revenue Risk

A new white paper explores opportunities for utilities to

use financial instruments - such as derivatives,
insurance and bonds - to manage weather-related
revenue risk in an increasingly volatile climate.

Rates. Revenue. Resources.

Financing Sustainable Wazrer is an initiative of the Alliance for Water Efficiency. It was created to provide
practical information to guide utilities from development through implementation of rate structures that
balance revenue managemens, resource efficiency and fiscal sustainability. This website will be updated
frequently with new conient and we encourage visitors to return often for additional information and

resources. The Alliance serves as a North American advocare for warter efficient products and programs, and
provides information and assistance on water conservation efforts.
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WATER MANAGERS

Find guidance on sustainable
financial management
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ELECTED OFFICIALS

Support your utility through
SmMart management practices

1 More

0@,

g

CONCERNED CITIZENS

Learn how you can help create
a sustainable water future

RECENT NEWS

TOOLS RESOURCE SEARCH

FEATURED RESOURCES

- Case Study: Cobb County

Public Engagement Success

Conservation Lowers Rates

7=,

MEDIA

Get facts on today's water
challenges and solutions



FSW: Key Concepts

» Revenue instability is a feature of ALL rate structures

» Efficiency objectives should be identified at the start

» One size does not fit all

» Embracing uncertainty enables better decision-making
» Better rate analysis requires good data

» Customer understanding and empowerment is key

» Sound financial policies can support fiscal sustainability

23



An Alliance for Water Efficiency Handbook

SECTION I: Introduction w -—
SECTION IlI: Today’s Imperative for Utility Financial Management e e
SECTION lll: The Role of Ratemaking

SECTION IV: Building a Better (Efficiency-Oriented) Rate Structure

SECTION V: Financial Policies & Planning for Improved Fiscal Health
SECTION VI: Implementing an Efficiency-Oriented Rate Structure

BUILDING BETTER WATER RATES FOR AN UNCERTAIN WORLD

BALANCING REVENUE MIANAGEMENT, RESOURCE EFFICIENCY, AND FISCAL SUSTAINABILITY
Thomas Chesnutt, A&N Technical Services

Appendices FINANCING
=  Appendix A — Costing Methods susTainaBLE (B>
CWATER =

= Appendix B—Demand and Revenue Modeling
= Appendix C— AWE Sales Forecasting and Rate Model User Guide



What Do Utilities Have to Achieve?

» Ends of Water Utilities: Water Services
= Reliable Delivery of Quality Water

* Handling of Waste water, Storm water, Watershed
management

» By what financial means do utilities achieve
these ends?
= Cost Recovery (Short term)
= Resource Efficiency (Short and Long term)
» Fjscal Sustainability (Long term)

23



What Questions Need Answers for Better Rates?

In an uncertain world, what information could lead to better water rates?

» Customer Consumption Variability—How can weather,
drought/shortage, or external shock affect customer
consumption?

» Demand Response—If | change rates, what happens to
demand volume and revenue?

» Drought Pricing—How should | plan for water rates under
the contingency of nonzero drought/shortage occurrence?

» Probability Management—What is the likelihood of deficit?

» Fiscal Sustainability—What are likelihoods over a 5-year
time horizon

» Affordability—Can customers afford water service? m_l
FSW



Water Flow and
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The Heart of the Problem

» Water rates have traditionally been focused
solely on historical cost-recovery

» When system costs change quickly, and
perhaps unpredictably, historical rates do not
reflect today’s cost consequences

» Rates do not then give customers correct
information to make consumptive decisions

FSW



Building a Better Efficiency-Oriented Structure

Annual Rate Revenue Requirements

» |dentify and Prioritize
Ratemaking Objectives ¥

ocation to System Functions

» Determine Revenue !

Allocation of Functions as

Joint or Specific Cost Categories

Requirements —1

Specific
Joint Costs Costs

» Allocate Costs v

Classification of Costs by Service Characteristics

» Design A Rate Structure l

Allocation to

» Evaluate the Rate Structure |, ol

against Objectives

Design of Rates & Charges
By Customer Class

» Decide on a Rate Structure
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Tools for Evaluating Rates Against Objectives

» Modeling Water Demand
Va ri a b i I ity > \{l\l.::(':( Sales Forecasting and Rate Model

FAhciency

e

» Modeling Water Revenue o
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Customer Bills and Bill Impact Analysis

» Designing better water
rates involves change

» Change entails political
risks

» Understanding
customer bill changes
gives an informed basis
for these risks

B C D E F G H | J

1l Bill Impacts of Proposed Rates Relative to Current Rates

2 |The charts below show the cumulative distribution of bill impacts by Customer Class under the
3 |percentage change in the volume charge. The example chart to the right explains how to interj

4 |Go back to Step 3: Specify Water Rates Worksheet
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Affordability of Water Service

Average Bills less than
some fraction of median
income in community
(USEPA) does not
guarantee “affordability”

Need in depth and
informative
understanding of
affordability

See AWE Sales
Forecasting and Rate
Model for an example

Other resources: UNC EFC
Water Rates Affordability
Assessment Tool

Muiti Family Customer Class Bill Impact Histogram
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Drought Pricing for Revenue Neutrality

> .Shortages are when, not

If, The revenue nsutra! rates cakoulator will quickdy find 2 set of rates for a given drought/shortage stage that will generate the same revi
. . condition. There are four steps to using the calculator:
» Imposing curtailments on

customers affects S = B
revenues. Choose Method for Calculating Revenue Neutral Rates: 1 Scale rafes 5o that each custome iass = rejenes eyl 3
» Drought rates that Leav o Adjust Rtein Block?
maintain revenue
. _ Clss Bockl  Bok?  Bok3  Bokd  BodS
neutrality through various |swermy " e | dm | s | M | Ms
drought stages can be el Fomdy AT Al e L
& & a Mt | M | M | M | M
planned for, lodcape At | Mt | Mgt | A | Ade
. Not inse leave | leae | leaw leae  leaw
communicated, and R T e R [

effectively implemented.
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Efficiency and Sustainability

Embedding water rate setting within Financial Management:
= Water Rate Setting is not a theoretical exercise
= Water Rate Setting occurs within Financial Planning
= \Water Rate Setting can be guided by Financial Policies

Rate Setting

Financial Plan
Development

A

\

Revenue Requirements

Revenue Forecast

Financial Policies

v

Cost Allocation

\

(]

Cost Forecast

Rate Design

@ Accounting Means & Methods
o Financial Management

See Rothstein and Galardi, (2012) Financing
Water Utilities’ Sustainability Initiatives:
Challenging Institutionalized Governance
and Market Failures.

ull
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Financial Planning and Policies

Revenue and Expense Forecasting

Revenue Management and Fiscal Sustainability
Rate Stabilization — Financial Planning
Adaptive Rate Design

Revenue Recovery Mechanisms

Cost Recovery Mechanisms

vV v v v v v v

Conclusion: Transformational Change for Efficiency

23



Implementation and Public Engagement

» Integrated and Collaborative
Planning

» Securing Buy-In from Leadership

» Getting to Yes: Approval from - oy
Elected Officials diclogue | committee

» Internal Communications and
Customer Service

Workshop Task force Collaborative

» The Public as Partners

» Clear Signals and Empowered
Customers

» Maintaining Dialogue and Fine-
tuning

23



“What’s Water Worth” Consumer Video

Frame 1. SFX Tofet flushing

OF WATER g8

FRAME 3. VO: ‘Consicsnng that a tamily of four uses an average of four, wak.. fony
...50fTy...400 galons o water a cay.’

Frame 2. VG ° From the moensnl you lirst iumn on the Isucel To thal tene when the
water Dl armves

I|.I.\

FRAME 4 VO Firet, averyons’s walel COmes somehow from nalure. From snow
MoRNNg N the Mountains, 1o Mvers, lakes and underground aguiors.”




Agenda

8:45 am — Registration and Networking Breakfast
9:15 am - Welcome and Opening Remarks

9:30 am — Strategies for Aligning Rates, Revenue and Resources
10:30 am - Break

10:45 am — More Effective Rate Modeling in an Uncertain World
11:45 pm — Complying with Proposition 218

12:15 pm = Lunch and Networking

1:00 pm = Marin MWD: Tiered Rates

1:45 pm — Moulton Niguel WD: Water Budget Based Rates
2:30 pm — Break

2:45 pm - Utility Example and Live Model Training (Optional)
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