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SECTION 1. PURPOSE AND OVERVIEW OF THE STUDY

A. Purpose

The City of Yuba City (“City”) retained NBS in September 2014 to re-evaluate its water and wastewater
rates for a number of reasons, including meeting long-term revenue requirements, encouraging water
conservation related to potential future supply constraints, and providing adequate funding for capital
improvements. The rates developed in this Study meet basic Proposition 218 (Prop 218) requirements
and were developed in a manner that is consistent with industry standards, including recent court rulings.
This Study is provided with the intent of assisting the City in meeting its priority of maintaining transparent
communications between the City and its residents and businesses.

In developing proposed new water and wastewater rates, NBS and City staff worked cooperatively in
developing study results and rate alternatives. Review of study results and recommendations meetings
wherein the Council reviewed recommendations and provided NBS and City staff with direction and
feedback. According to this input, NBS recommends the water and wastewater rates summarized in this
report.

B. Overview of the Study

Key Issues Addressed — In addition to confirming that water and wastewater rates collect sufficient
revenue to meet the annual operating and capital improvement plans, several other key issues that were
specifically addressed in this study include:

e Financial Planning — The longer-range financial plans of the water and wastewater utilities were
closely examined and adjusted to best meet annual operating and broader capital improvement
costs. Capital improvement funding alternatives were evaluated, including funding at minimal levels,
funding current levels with various contributions to the Capitalization Fund and funding at current
levels with all future projects included.

e Timing of Rate Increases — Ultimately, the recommended rates only apply to the last month of Fiscal
Year (FY) 2015/16, with implementation of rate increases applying to the full 12 months in FY
2016/17 and thereafter.

e Water Conservation Rates — Conservation rates that could be implemented if the City is required to
reduce overall water consumption due to the continuing drought were studied and developed,
including four drought scenarios covering 20 percent reductions in consumption (Base Level) up to 60
percent reductions (Scenario 4). The City is currently in Scenario 1: city-wide water conservation at a
rate of approximately 30 percent.

C. Rate Study Methodology

Components of the Rate Study Methodology — Comprehensive rate studies typically include three
components: (1) preparation of a financial plan which identifies the net revenue requirements for the
utility; (2) analysis of the cost to serve each customer class, and; (3) the rate structure design. These
steps are shown in Figure 1 and are intended to follow industry standards and reflect the fundamental
principles of cost-of-service rate making embodied in the American Water Works Association (AWWA)
Principles of Water Rates, Fees, and Charges‘, also referred to as Manual M1. They also address
requirements under Proposition 218 that rates not exceed the cost of providing the service and be

! Principles of Water Rates, Fees, and Charges, Manual of Water Supply Practices, M1, AWWA, sixth edition, 2012.
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proportionate to the cost of providing service for all customers. In terms of the chronology of the study,
these three steps represent the order they are typically performed.

While NBS completed all three components of the Study, the City has chosen to maintain the existing
water and sewer rate structures, and proceed with an across-the-board increase to existing rates based
on the percent increases in total revenue needed as determined in the financial plans.

Figure 1. PRIMARY COMPONENTS OF A RATE STUDY

RINANGIAL PLAN/ ) COST-OF-SERVICE ' RATE

REVENUE Z4 ANALYSIS " DESIGN

REQUIREMENTS
Step 1: Financial Plan/ Revenue Step 2: Cost-of-Service Analysis - Step 3: Rate Design - Considers
Requirements - Compares current Allocates revenue requirements to what rate structure alternatives will
sources and uses of funds and customer classes in a ‘“fair and best meet the City's need to collect
determines the revenue needed from  equitable" manner that complies with rate revenue from each customer
rates and projects rate adjustments. industry standards. class.

As a part of this rate study, NBS projected revenues, expenditures, and net revenue requirements,
performed cost-of-service rate analyses, and recommended new water and wastewater rates. Significant
rate increases—or more accurately, increases in the total revenue collected from water and wastewater
rates—are recommended. The following sections present an overview of the methodologies,
assumptions, and data used along with the financial plans and rates developed during this Study.

Rate Design Criteria — Several criteria are typically considered in setting rates and developing sound
rate structures. The fundamentals of this process have been documented in a number of rate-setting
manuals. For example, the foundation for evaluating rate structures is generally credited to James C.
Bonbright in Principles of Public Utility Rates,? which outlines pricing policies, theories, and economic
concepts along with various rate designs. The other common industry standard is AWWA Manual M1.
The following is a simplified list of the some of the key attributes of a sound rate structure:

e Rates should be easy to understand from the customer’s perspective.

e Rates should be easy to administer from the utility’s perspective.

Rates should promote the efficient allocation of the resource.

Rates should be equitable and non-discriminating (that is, cost based).

There should be continuity in the rate making philosophy over time.

Other utility policies should be considered (for example, encouraging conservation and
economic development).

e Rates should provide month-to-month and year-to-year revenue stability.

This section covers the basic rate setting design criteria that NBS and City staff considered as a part of
their review of the rate structure alternatives.

Rate Structure Issues — The starting point in considering rate structures is the relationship between fixed
costs and variable costs. Fixed costs typically do not vary with the amount of water consumed. Debt
service and City personnel are examples of a fixed cost. In contrast, variable costs such as the cost of
purchased water, chemicals and electricity tend to change with the quantity of water sold. In the City’s
case, purchased water is treated as a fixed cost, because the price for water is not based on volume

2 James C. Bonbright; Albert L. Danielsen and David R. Kamerschen, Principles of Public Utility Rates, (Arlington,
VA: Public Utilities Report, Inc., Second Edition, 1988), p. 383-384.
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purchased and the City pays the same regardless of the quantity used. The vast majority of rate
structures contain a fixed or minimum charge in combination with a volumetric charge.

Key Financial Assumptions

The following key assumptions were used in the water and wastewater rate analyses:

Funding of Capital Projects — After the City’s extensive review of the planned capital improvement
projects (CIP) and funding requirements, the City has decided that the water and wastewater utilities
should fund the capital improvements categorized as Priority 1 and Priority 2 projects (all CIP was
categorized from Priority 1 through 4). All Priority 3, Priority 4, and other future CIP projects for both
utilities are excluded from this analysis.

Reserve Targets — Target reserves for both Water and Wastewater Utilities operations and
maintenance (O&M) and capital rehabilitation and replacement (R&R) needs follow industry
standards for utility reserve fund management and are set at the following levels:

v O&M Reserve target levels — 90 days of O&M expenses.

v Capital Rehabilitation and Replacement Reserve levels — approximately 3.0 percent of net
assets.

v" Debt Reserve levels — consistent with bond covenants for outstanding debt obligations.

Inflation and Growth Projections:

v' Customer growth is based on 50 units per year, for each utility. This translates to 0.27 percent
annually for the water utility and 0.34 percent annual growth for the wastewater utility (the
difference in growth rate is due to varying number of customers between each system).

v" General costs (such as professional and contractual services, fuel, vehicle maintenance, and
electricity) are inflated at 3 percent annually.

v' Operating expenses are inflated at a rate of approximately 4 to 6 percent annually, and include
chemicals purchased, energy, raw water purchases, and internal transfers.

v Labor costs are inflated at 3 percent annually, with the exception of FY 2015/16 (set at 10
percent to overcome recent City-wide furloughs). Health benefits for both utilities are inflated at
10 percent annually, and retirement benefits are inflated between 3 to 16 percent per year.

v No inflation is added to other budget items, such as late fee revenue, lease income, and
availability fees.

The next two sections discuss the water and wastewater rate studies.
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SECTION 2. WATER RATE STUDY

A. Key Water Rate Study Issues
The water rate analysis was undertaken with a few specific objectives, including:

e Generating sufficient revenue to meet projected funding requirements.

e Adjusting the baseline hcf per month quantity currently included in the fixed charge (baseline
quantities vary by meter size”) to reflect state-wide conservation mandates.

NBS developed a number of water rate alternatives over the course of this study. After reviewing these
alternatives, City staff determined that the current water rate structure should be maintained.

B. Water Utility Revenue Requirements

It is important for municipal utilities to maintain reasonable reserves in order to handle minor
emergencies, fund working capital, maintain a good credit rating, and generally follow sound financial
management practices. Rate increases are governed by the need to meet operating and capital costs,
maintain adequate debt coverage, and maintain sufficient reserve funds. The current state of the City’s
water utility, with regard to these objectives, follows:

e Meeting Net Revenue Requirements: The City’s water utility is currently running a structural deficit
in FY 2015/16, which would increase significantly in FY 2019/20 if no rate increases are
implemented. For FY 2015/16 through 2019/20, the projected net revenue requirement (that is, total
annual expenses plus rate-funded capital costs, less non-rate revenues) is approximately $10.5
million to $15.1million. Recommended annual rate increases for the next 5 years of 32.00 percent,
19.00 percent, 16.45 percent, 3.85 percent, and 3.85 percent are needed to fund all O&M costs, debt
service, and priority 1 and priority 2 capital projects. In addition, the City is currently in jeopardy of not
meeting its debt coverage requirement of 1.2 for the outstanding State Revolving Fund (SRF) loans
and the 2013 Refunding Bonds. Without these rate increases, the utility may not meet this
requirement.

o Building and Maintaining Reserve Funds: The City should maintain sufficient reserves. NBS
recommends that the City adopt and maintain the following reserve fund target balances:

v' Operating Reserve should normally be equal to 90 days of the Utility’s budgeted annual
operating expenses, which is equal to a 25 percent cash cushion for normal operations. An
Operating Reserve is intended to promote financial viability in the event of any short-term
fluctuation in revenues and/or expenditures. Fluctuations might be caused by weather patterns,
the natural inflow and outflow of cash during billing cycles, natural variability in demand-based
revenue streams (for example, variable charges), and—particularly in periods of economic
distress—changes or trends in age of receivables.

v Capital Rehabilitation and Replacement (R&R) Reserve should typically be equal to a
minimum of 3 percent of net depreciable capital assets, which equates to a 33-year replacement
cycle for capital assets. This target serves simply as a starting point for addressing long-term
capital repair and replacement needs.

v" Debt Reserve is equal to the reserve requirement for the outstanding SRF loans and 2013
Refunding Bonds, which is approximately $1.53 million®.

® For example, a 1-inch meter has a baseline quantity of 15 hcf while the baseline quantity for an 8-inch meter is
2,100 hcf.
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Figure 2 summarizes the sources and uses of funds, net revenue requirements, and the recommended
annual percent increases in total rate revenue for the next 5 years. As this figure shows, even with the
rate increases the water utility runs at a deficit through FY 2016/17, with surpluses in subsequent years.
These surpluses are used to build up reserves, with the intent of meeting target reserve-fund balances at
some point in the future.

Figure 2. Summary of Water Revenue Requirements

Summary of Sources and Uses of Funds and Budget Projected
Net Revenue Requirements FY 2014/15 | FY 2015/16 | FY 2016/17 | FY 2017/18 | FY 2018/19 | FY 2019/20
Sources of Water Funds
Rate Rewvenue Under Prevailing Rates ' 2 $ 9,381,644 | $ 8,085,804 | $ 8,107,680 | $ 8,129,556 | $ 8,151,432 $ 8,173,308
Other Operating Revenue 1,516,484 367,131 367,786 368,440 369,095 369,750
Region 1 Water Customer SRF Surcharge 151,105 150,000 150,000 150,000 150,000 150,000
Region 2/3 Water Customer SRF Surcharge 502,312 500,000 500,000 500,000 500,000 500,000
Interest Eamings 2 43,246 53,400 23,981 26,533 37,424 51,032
Total Sources of Funds $11,594,791 | $ 9,156,335 | $ 9,149,447 | $ 9,174,529 | $ 9,207,951 | $ 9,244,090
Uses of Water Funds
Operating Expenses $ 7,274,128 | $ 8,304,536 | $ 8,605,872 $ 8,984,132 $ 9,380,812 $ 9,772,920
Debt Senice 2,919,853 2,920,023 2,918,543 2,919,578 2,918,441 2,920,081
Rate-Funded Capital Expenses - 370,075 1,855,249 1,910,906 3,392,002 3,493,762
Total Use of Funds $ 10,193,981 | $ 11,594,634 | $ 13,379,664 | $ 13,814,617 | $ 15,691,255 | $ 16,186,763
Surplus (Deficiency) before Rate Increase $ 1,400,810 | $ (2,438,299)| $ (4,230,218)| $ (4,640,087)| $ (6,483,303)[ $ (6,942,673)
Additional Revenue from Rate Increases - 215,621 2,763,908 4,815,405 6,806,978 7,402,690
Surplus (Deficiency) after Rate Increase $ 1,400,810 S 2,222,678) $ (1,466,310 $ 175,317 |$ 323,674 |$ 460,017
cted Annual Ra creas ] _0.00%| 6.45 3 | 85% |
Net Revenue Requirement * $ 7,980,834 | $ 10, 524 103 $ 12, 337 898 | $ 12,769,643 | $ 14,634,735 | $ 15,115,981

(1) Revenues for FY 2014/15 -2015/16 are from the City’s Projected FY 2014/15 and Proposed FY 2015/16 Pro Forma Analysis.

(2) Per the City's direction, growth is based on 50 new water connections, or 0.27% per year (meeting with City staff on 03/19/2015).
(3) Interest earnings are per the City’s budget in FY 2014/15, and calculated in the Financial Plan for all future years.

(4) Tolal Use of Funds less non-rate revenues and in interest earnings. This is the annual amount needed from water rates.

Figure 3 summarizes the projected reserve fund balances and reserve targets, for the next 5 years. A
summary of the water utility’s proposed 10-year financial plan is included in Appendix A — Water Rate
Study Summary Tables. These tables include revenue requirements, reserve funds, revenue source, and

proposed rate increases for the 10-yea

r period.

Figure 3. Summary of Water Reserve Funds

Beginning Reserve Fund Balances and

Recommended Reserve Targets

FY 2014/15

FY 2015/16

FY 2016/17

Projected

FY 2017/18

FY 2018/19

FY 2019/20

Operating Reserve
Ending Balance $ 1,819,000 [ $ 3,138,642 |$ 1,880,144 [ $ 2,084,877 [ $ 2,361,466 | $ 2,452,231
Recommended Minimum Target 1,819,000 2,076,000 2,151,000 2,246,000 2,345,000 2,443,000
Capital Rehabilitation & Replacement Reserve
Ending Balance $ 7,187,224 ($ 1,657,558 | $ 1,657,558 | $ 1,657,558 [ $ 1,721,109 | $ 2,099,593
Recommended Minimum Target 4,027,500 4,144,100 4,164,800 4,202,100 4,272,800 4,347,400
Debt Reserve
Ending Balance $ 433452 (3 548548 |$ 706,291 |$ 866,588 [$ 1,025,254 | $ 1,188,070
Recommended Mrn/mum Target 458 561 611 414 91 7 121 1 069 975 1 222, 829

* The State Revolving Fund loan allow reserve requirements to accumulate during the first 10 years of the loan
repayment term and maintained at that level thereafter. The Debt Reserve of $1,528,536 represents the full reserve

target, achieved in FY 2021/22.

Water and Wastewater Rate Study Report — City of Yuba City

Prepared by (YNBS - April 2016
162706.1



C. Current vs. Proposed Water Rates

Currently, the City charges all customer classes a monthly fixed charge based on meter size; each meter
size includes a baseline allowance of water (in hundred cubic feet [hcf]). For example, a 1-inch meter is
charged $21.59 per month, which includes 15 hcf of water. In addition to a fixed monthly charge, all
customers pay a uniform commodity charge of $1.43 per hcf for water consumed beyond the baseline
quantity (hcf) included for their meter size.

The State of California has already implemented drought-related cutbacks.” Because of this, NBS
recommends adjusting the “baseline” consumption included in fixed charges downwards to reflect state-
mandated conservation requirements®. Figure 4 lists the current and proposed baseline amounts (in hcf)
by meter size. For a number of reasons, which are outlined below, NBS also recommends using a
uniform volumetric rate rather than a multi-tiered rate design.

Figure 4. Current and Proposed Baseline Amounts

Meter Size Current Baseline (hcf) New Baseline (hcf)
I 15 11
112" 30 22
2" 60 44
3" 240 176
4" 480 352
6" 900 660
8" 2,100 1,540

The recommended uniform commodity charge for residential customers was the result of evaluating
several potential configurations for tiered volumetric rates along with the City’s specific sources of water
supply. Because of the significant differences in typical water use of commercial customers (for example,
laundromat vs. restaurants vs. office space), uniform commodity charges will continue to be applied to
their consumption. This is a common approach for these types of customers, and the primary reason why
tiered rates aren’t used for commercial customers. Figure 5 provides a comparison of the current and
proposed rates for FY 2015/16 through 2019/20. Figures 6 and 7 show a comparison of monthly bills for
residential and commercial customers under current and proposed rates at varying levels of water
consumption.

® State Water Resources Control Board, Resolution 2015-0032.

While this study was being conducted, state conservation requirements for the City were 32 percent. The State is
likely to adjust these requirements over time based on changing water supply conditions. For example, changes to
conservation requirements were announced April 7, 2016; effective March 1, 2016 the City’s new conservation
requirement is 28%.
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Figure 5. Current and Proposed Water Rates for FY 2015/16 through 2019/20

Current Rate Structure Proposed Water Rates
Baseline
HCF's pe

Water Rate Schedule

month

5/8 inch 15 $21.59 11 $28.50 $33.91 $39.49 $41.01 $42.59
3/4 inch 15 $21.59 1 $28.50 $33.91 $39.49 $41.01 $42.59
1inch 15 $21.59 1 $28.50 $33.91 $39.49 $41.01 $42.59
1.5inch 30 $43.18 22 $57.00 $67.83 $78.98 $82.03 $85.18
2inch 60 $86.37 44 $114.01 $135.67 $157.99 $164.07 $170.39
2 inch Turbo 60 $86.37 44 $114.01 $135.67 $157.99 $164.07 $170.39
3inch 240 $345.47 176 $456.02 $542.66 $631.93 $656.26 $681.53
3 inch Compound 240 $345.47 176 $456.02 $542.66 $631.93 $656.26 $681.53
3 inch Turbo 240 $345.47 176 $456.02 $542.66 $631.93 $656.26 $681.53
4 inch 480 $690.95 352 $912.05 $1,085.34 $1,263.88 $1,312.54 $1,363.08
4 inch Compound 480 $690.95 352 $912.05 $1,085.34 $1,263.88 $1,312.54 $1,363.08
4 inch Turbo 480 $690.95 352 $912.05 $1,085.34 $1,263.88 $1,312.54 $1,363.08
6 inch 900 $1,295.52 660 $1,710.09 $2,035.00 $2,369.76 $2,461.00 $2,555.74

8inch | s302289 | ) | $39%021 | $4.74836 | $5.529.46

ate Per HCF of Water Consumed _| 81430 $1.981 ,y ; 4,

ase Lewel (; OﬂOn) ) [ D H T

Scenario 1 (30% Conservation) ° - - - $1.430 $1.701 $1.981 $2.057 $2.137
Scenario 2 (40% Consenation) - - - $1.543 $1.836 $2.139 $2.221 $2.306
Scenario 3 (50% Consenation) - - - $1.685 $2.006 $2.335 $2.425 $2.519
Scenario 4 (60% Consenation) = — - $1.868 $2.223 $2.589 $2.688 $2.792

1. Consumption above baseline hcf/month, as listed above.
2. These conservation levels reflect pti mpared fo b line (2013) ption levels.

3. Currentlevel, which includes assumed conservation of approximately 30%.

Figure 6. Comparison of Monthly Water Bills for Single-Family Residential Customers

Residential Water Bill Comparison
Current Rates vs. 2015/16 Proposed Rates (1" meter)

OSFR Bill - Current Rates

mSFR Bill - Proposed Rates

Monthly Bill

14 17 20 23
Monthly Water Consumption (HCF)
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Figure 7. Comparison of Monthly Water Bills for Commercial Customers

Commercial Water Bill Comparison
Current vs. Proposed 2015/16 Rates (2" meter)

OCommercial Bill - Current Rates

@Commercial Bill - Proposed Rates

(11]
=
=
=
(=]
=

86 99 111 122 134
Monthly Water Consumption (HCF)

D. Conservation Rates

The City recognizes the need to consider adopting conservation rates in response to the City’'s mandated
reductions. Conservation rates can be used to offset potential lost revenue and to encourage customers
to reduce consumption levels. While these types of rates can be fixed charges, volumetric rates, or a
combination of fixed and volumetric charges, NBS recommends using a strictly volumetric rate, because
they do not penalize those who may be conserving (which can be the case with fixed conservation rates).
Volumetric conservation rates more appropriately focus on those using the most water.

Assuming consumption reductions are required beyond 2016, the City’s water utility would experience a
net loss of revenue that, in the long run, would be financially unsustainable. Figure 8 shows the
conservation rates developed to offset these drought-related reductions.

Figure 8. Conservation Rates

Proposed Uniform Volumetric Rates by Conservation Level

FY 2015/16 FY 2016/17 FY 2017/18 FY 2018/19

32.00% 19.00% 16.45%

FY 2019/20

Conservation Scenario

Projected Rate Revenue Increases (per Financial Plan) :
Base Level (20% Conservation)
Scenario 1* (30% Conservation)
Scenario 2 (40% Conservation)
Scenario 3 (50% Conservation)
Scenario 4 (60% Conservation)

a. Current level, which includes assumed conservation of approximately 30%.
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SECTION 3. WASTEWATER RATE STUDY

A. Key Wastewater Rate Issues
The specific objectives addressed in the wastewater rate analysis include:

o Generating additional revenue needed to meet projected funding requirements, particularly capital
improvement costs.

e Updating the fixed charges for all customers.
e Updating the volumetric-based charges for all customers.

During the course of this study, NBS developed several wastewater rate alternatives for the City to
consider. As with the water rates, rate structure alternatives were developed reflecting industry standards
and cost-of-service principles, although City staff determined that the current wastewater rate structure
should be maintained.

The proposed rate structure for residential customers keeps single family residential customers in one
class and multi-family residential in another class. This is equitable because it best reflects the actual
effluent generation for each type of residential customer. The rate structure for commercial customers
consist of a fixed monthly charge per account, plus a variable rate based on monthly water consumption.
The rate structure for schools is based on average daily attendance for each school and the rate is based
on the number of students. Reports are submitted by the school district to the City on an annual basis,
and bills for the next fiscal year are calculated based on the prior year's attendance information.

The City is the largest regional processor for septage; rates were developed based on a per-gallon
charge. Septage loads anticipate trucks with up to 1,500 gallon tanks. The City also has several large
industrial customers; the proposed rates maintain the City’s current rate structure with charges per million
gallons of effluent and additional loading charges based on the strength of effluent received at the
treatment plant.

The updated rates were calculated based on the net revenue requirements, and the percentage increase
in total rate revenue needed for the next 5 years. Basic components of this analysis include the following:

e Customer Classes: Customer classes are typically determined by grouping customers with similar
flow and strength characteristics into different categories, in order to reflect the cost differences in
servicing each type of customer. The City’s existing customer classes have been maintained in the
rates developed and proposed in this Study, and are as follows:

¥ Residential — Consists of single-family and duplexes that are charged on a per-unit basis.

v' Multi-Family — Multi-family residential accounts are assessed fixed charges based on the
number of household equivalent units (HEUS).

Commercial — Includes all commercial users (C1, C2, and C3 classes).

Industrial — Includes several large industrial customers.

Schools — Rates are based per student, per year and charged on an annual basis.

v' Septage Haulers — These customers discharge directly at the wastewater treatment plant.

AN

B. Wastewater Utility Revenue Requirements

It is important for municipal utilities to maintain reasonable reserves in order to handle emergencies, fund
working capital, maintain a good credit rating, and generally follow sound financial management
practices. Rate increases are governed by the need to meet operating and capital costs, and maintain
and build reserve funds. The current state of the City’s wastewater utility is as follows:

o Meeting Net Revenue Requirements: The City’'s wastewater utility is currently running a structural
deficit in FY 2015/16, which would increase significantly by FY 2019/20 if no rate increases are
implemented. Projected net revenue requirement (that is, total annual expenses plus debt service and
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rate-funded capital costs, less non-rate revenues) increases from approximately $11 million to $18.6
million in FYs 2015/16 through 2019/20. Recommended annual rate increases of 10 percent annually
for the next 5 years are needed to fund all operations and maintenance expenses, debt service
payments and priority 1 and priority 2 capital projects. Similar to the water utility, if rate increases
aren’t implemented, the wastewater utility will not meet its debt coverage requirements for its
outstanding debt obligations’, and will begin running annual deficits, which will require larger rate
adjustments in later years.

e Building and Maintaining Reserve Funds: The City should maintain sufficient reserves for the
Utility. NBS recommends that the City adopt and maintain the following reserve fund targets:

v Operating Reserve equal to 90 days of the Utility’s budgeted annual operating expenses. This
reserve target is equal to a 3-month (or 25 percent) cash cushion for normal operations. An
Operating Reserve is intended to promote financial viability in the event of any short-term
fluctuation in revenues and/or expenditures.

v' Capital Rehabilitation and Replacement Reserve equal to a minimum of 3 percent of net
depreciable capital assets (or approximately $2,738,900 based on a total system asset value of
approximately $84.8 million). This reserve provides for capital repair and replacement needs.

v Debt Reserve equal to the reserve requirements for the existing and planned debt, which is
approximately $3.4 million by FY2019/20.

v" Other Reserves equal to approximately $110,000. The wastewater utility has reserves held for
the Stonegate system, which will be maintained at a minimal level (around $110,000). The River
Highland reserve funds will be absorbed into the Operating Reserve. The Stonegate system was
annexed by Yuba City and separate records were kept for it. Per City staff, this will not continue
in the long-run. The River Highland system has already been incorporated into the City's records
and a separate fund is no longer needed.

Figure 9 summarizes the sources and uses of funds, including net revenue requirements, and the
recommended annual percent increases in total rate revenue for the next 5 years. Any surpluses are
used to build up reserves, with the intent of meeting future target reserve-fund balances.

Figure 9. Summary of Wastewater Revenue Requirements

Summary of Sources and Uses of Funds and Net Projected
Revenue Requirements | FY2014/15 FY 2015/16 EY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20
Sources of Water Funds
Rate Revenue Under Prevailing Rates 2 $ 11,721,439 $ 11,081,850 | $ 11,119,770 $ 11,157,690 | $ 11,195,611 §$ 11,233,531
Other Operating Revenue 311,630 300,603 301,563 302,523 303,483 304,442
Interest Eamings (in Operating & Capital Resenes) 2 54,792 95,700 53,696 76,971 83,052 101,257
Total Sources of Funds $ 12,087,861 | $ 11,478,153 | $ 11,475,029 | $ 11,537,184 | $ 11,582,145 $ 11,639,231
Uses of Water Funds
Operating Expenses $ 7649478 % 9440956|% 9,809,314|$ 10,233,111 |$ 10,677,649 |$ 11,110,946
Debt Senice 1,445,998 2,043,193 2,104,558 2,272,319 2,531,897 3,070,048
Rate-Funded Capital Expenses 1,035,525 - - 2,995,808 1,785,733 4,817,777
Total Use of Funds $ 10,131,001 [$ 11,484,149|$ 11,913,872 | $ 15,501,238 | $ 14,995,279 | $§ 18,998,771
Surplus (Deficiency) before Rate Increase $ 1,956,860 | $ (5,996)| $ (438,843)( $§  (3,964,054)| $  (3,413,134)| §  (7,359,541)
Additional Revenue from Rate Increases - 92,349 1,213,908 2,455,622 3,829,925 5,350,540
1,956,860 | $ 86,353 S 416 791
Net Revenue Requirement‘ 9,764,579 | $ 11,087,846 | § 11 558 613 $ 15121, 744 S 14 608,745 s 18 593 072

(1) FY 2014/15 Revenues are from the City’s Fiscal Year 2014-15 Budget (files: 14-15 WW Rev Bond Bgts.pdf and 14-15 WW Rev Op&Conn Bgts).
(2) Per the City's direction, growth is based on 50 new sewer connections, or 0.34% per year (meeting with City staff on 03/19/2015).

(3) Interest earnings are per the City’s budget in FY 2014/15, and calculated in the Financial Plan for all future years.

(4) Total Use of Funds less non-rate revenues and in interest earnings. This is the annual amount needed from wastewater rates.

Figure 10 summarizes the projected reserve fund balances and reserve targets, for the next 5 years. A
summary of the wastewater utility’s proposed 10-year financial plan is included in Appendix B —

" The wastewater utility currently has five debt obligations: 2011 and 2014 revenue refunding bonds, a wastewater
treatment plant SRF loan, a collection system SRF loan, and a small Interfund loan from the City for solar.
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Wastewater Rate Study Summary Tables. These tables include revenue requirements, reserve funds,
revenue source, and proposed rate increases for the 10-year period.

Figure 10. Summary of Wastewater Reserve Funds

Beginning Reserve Fund Balances and Budget Projected
fecommanded Reserveilargats FY 2014115 | FY.2015/16 | FY2016/17 | FY2017/18 | FY 201849 | FY2019/20
Operating Reserve
Ending Balance $ 4,413,431 $ 5,607,734 $ 6,951,082 $ 4,498,552 $ 3,803,570 $ 1,811,606
Recommended Minimum Target 1,912,000 2,360,000 2,452,000 2,558,000 2,669,000 2,778,000
Stonegate Reserve
Ending Balance $ 105,776 | $ 110,000 | $ 110,000 | $ 110,000 | $ 110,000 | $ 110,000
Recommended Minimum Target 110,000 110,000 110,000 110,000 110,000 170,000
Capital Rehabilitation & Replacement Reserve
Ending Balance $ 2,543,600 | $ 5,131,534 | $ 3,311,702 | $ 3,806,625 | $ 4,297,000 [ $ 4,298,375
Recommended Minimum Target 2,543,600 2,738,900 3,288,400 3,805,800 4,295,900 6,044,400
Debt Reserves
Ending Balance $ 390,430 | $ 989,329 | $ 1,308,791 | $ 1,929,893 [ $ 2,840,501 [ $§ 3,396,592
Recommended Minimum Target 1,710,295 2,590,160 3,396,592

S 12,326,092 |

" Total Recommended Minimum Target 6,275,895

C. Current vs. Proposed Wastewater Rates

Per input provided by City staff, the proposed rates maintain the City’s current rate structure. Annual rate
increases will reflect the percent increases in rate revenue needed to meet annual net revenue
requirements, as shown in Figure 9. Single family and duplex residential customers will pay a fixed
monthly service charge and multiple family residential customers pay 80 percent of the single family rate,
for each housing unit. Commercial users will pay a fixed monthly service charge, in addition to a
volumetric rate depending on the class (C1, C2, or C3), according to their monthly water use. Industrial,
school, and septage customers have the same rate structure as described in Section 3A of this Study.

Figure 11 shows current and proposed wastewater rates for FY 2015/16 through FY 2019/20. More
detailed tables documenting the development of the proposed wastewater rates are included in Appendix
B.

Figure 11. Current vs. Proposed Wastewater Rates

Current vs. Proposed Sewer Rates (Monthly)

Current Recommended Sewer Rates

FY 2015/16 FY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20

Sewer Rate Schedule

Single-FamilyDuplex Residential (per unit) "~ $40.53 | s44.58 | $49.04 N 353.95 ~ $50.34 |  $65.27

Multi Family Residential (per unit) $32.43 $35.67 $39.24 $43.16 $47.48 $52.23
Commercial - C1 $40.53 $44.58 $49.04 $53.95 $59.34 $65.27
Commercial - C2 $45.60 $50.16 $55.18 $60.69 $66.76 $73.44

Commercial - C3

Commercial - C1
Commercial - C2 $1.60 $1.76 $1.93 $2.13 $2.34 $2.57
ial - C

Waste water ($/million gallons) | $2,336.92 | $2,570.61 | $2,827.67 | $3, | $3,421.48 | $3,763.63
Total Suspended solids (TSS -in $/b.) $0.180 $0.198 $0.218 $0.240 $0.264 $0.290
Blochemlcal Oxygen Demand (BOD in $/Ib) $0 239 $0.263 $O 290 $0 319 $0 350 $0. 385

$0.378 30 415 $0.457

Charge per Gallon $0.502
Minimum Charge: 400 gallons per dump $124.80 $137.28 $151.01 $166.11 $182.72 $200.99
Minimum Charge: 1,000 gallon truck $312.00 $343.20 $377.52 $415.27 $456.80 $502.48
Minimum Charge: 1,500 gallon truck $468.00 $514.80 $566.28 $622.91 $685.20 $753.72

(1) Septage Haulers will be charged for a full tank each occurrence.
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Figure 12 compares the average monthly wastewater bills for residential customers under current and
proposed rates. Figure 13 compares commercial bills under current vs. proposed rates. Figure 14
compares industrial bills under current vs. proposed rates, on an annual basis.

Figure 12. Residential Wastewater Bill Comparison — Current vs. Proposed Rates

Wastewater Bill Comparisons - SFR & MFR (FY 2015/16)

O Multi-Family Wastewater - Current o Multi-Family Wastewater - Proposed
Residential Wastewater - Current mResidentail Wastewater - Proposed

$44.58

$35.67
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Figure 13. Commercial Wastewater Bill Comparison — Current vs. Proposed Rates

Wastewater Bill Comparisons - Commercial FY 2015/16

SCommercial - C1 Current WW Bill
s Commercial - C1 Proposed WW Bill
SCommercial - C2 Current WW Bill
@ Commercial - C2 Proposed WW Bill
oCommercial - C3 Current WW Bill
o Commercial - C3 Proposed WW Bill

N S

Low User (48 hcf)

Monthly Water Consumption (HCF)

Figure 14. Industrial Wastewater Bill Comparison — Current vs. Proposed Rates
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SECTION 4. RECOMMENDATIONS AND NEXT STEPS

A. Consultant Recommendations
NBS recommends the City take the following actions for the water and wastewater rates:

e Approve and Accept This Study: NBS recommends the City Council formally approve and adopt
this Study and its recommendations. This will provide documentation of the rate study analyses and
the basis for analyzing potential changes to future rates.

e Complete a Review by a Qualified Attorney: This rate study outlines proposed new rates. Prior to
adoption, these rates should be reviewed by competent legal counsel with respect to compliance with
Proposition 218 and related State laws, as well as legal assistance developing acceptable language
for new resolutions to implement these rates.

¢ Implement Recommended Levels of Rate Increases and Proposed Rates: According to the
analysis presented in this report, the City Council should implement the proposed rates
recommended in this report for the next 5 years, as shown in Figures 5, 8, and 11. These rate
adjustments are necessary to ensure the following objectives are met:

o Updated water and wastewater rates promote revenue stability.
o Maintaining the financial health of the City’s water and wastewater utilities.

o Adopt Reserve Fund Targets: NBS recommends the City Council adopt the consultant-proposed
reserve fund targets described in Sections 2 and 3 of this report for the water and wastewater utilities.
The City should periodically evaluate reserve fund levels and make it a long-term goal to achieve
these levels for the Operating, Capital, and Debt Reserves.

B. Next Steps
NBS recommends the following:

Annually Review Rates and Revenue — Any time an Agency adopts new utility rates or rate structures,
those new rates should be closely monitored over the next several years to ensure the revenue
generated is sufficient to meet the annual revenue requirements. Changing economic and drought-related
water consumption patterns underscore the need for this review, as well as potential and unseen
changing revenue requirements, particularly those related to environmental regulations that can
significantly affect capital improvements and repair and replacement costs.

Note: The attached Technical Appendices provide more detailed information on the analysis of the water
and wastewater revenue requirements that have been summarized in this report.

C. Principal Assumptions and Considerations

In preparing this report and the recommendations included herein, NBS has relied on a number of
principal assumptions and considerations with regard to financial matters, number of customer accounts,
conditions and events that may occur in the future. This information and assumptions, including the City’s
budgets and customer account information from City staff, were provided by sources we believe to be
reliable, although NBS has not independently verified this data.

While we believe NBS’ use of such information and assumptions is reasonable for the purpose of this
report and its recommendations, some assumptions will invariably not materialize as stated herein or may
vary significantly due to unanticipated events and circumstances. Therefore, the actual results can be
expected to vary from those projected to the extent that actual future conditions differ from those
assumed by us or provided to us by others.
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APPENDIX A - WATER RATE ANALYSIS

Detailed tables in Appendix A include:
e Ten-year Financial Plan Summary
Graphical representation of 10-year Financial Plans
Exhibit 1, Operating Expenses
Exhibit 2, Capital Improvement Plan Expenditures
Exhibit 3, Existing Debt Obligations
Current Rates
Proposed Volumetric Charges Calculations
Conservation Rate Calculations
Current and Proposed Rates
Various Bill Comparison Graphs
FY 2013-2014 Customer Data
Water Production Data
Single Family Residential Distribution Curve for Consumption
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APPENDIX B - WASTEWATER RATE ANALYSIS

Detailed tables in Appendix B include:

Ten-year Financial Plan Summary

Graphical representation of 10-year Financial Plans
Exhibit 1, Operating Expenses

Exhibit 2, Capital Improvement Plan Expenditures
Exhibit 3, Existing Debt Obligations

Current Rates

Current and Proposed Rates

Various Bill Comparison Graphs

FY 2013-2014 Customer Data

Wastewater Treatment Plant Loading Data

Water and Wastewater Rate Study Report — City of Yuba City
Prepared by QNBS - April 2016
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CITY OF YUBA CITY
WASTEWATER RATE STUDY

Wastewater Cost of Service Analysis/Rate Design

Current vs. Propose

Sewer Rate Schedule

d Sewer Rates (Monthi,

Current
Rates

Pro;ected Increase in Rate Revenue per Financial Plan

’(’ ’/1/\ )

Waste water(slillion alln
Total Suspended solids (TSS - in $/Ib.)

Charge per Gallon $0.343 $0.378 $0.415 i

Minimum Charge: 400 gallons per dump $124.80 $137.28 $151.01 $166.11 $182.72 $200.99
Minimum Charge: 1,000 gallon truck $312.00 $343.20 $377.52 $415.27 $456.80 $502.48
Minimum Charge: 1,500 gallon truck $468.00 $514.80 $566.28 $622.91 $685.20 $753.72

Biochemical Oxygen Demand (BOD in $II. _

$2,336.92

$0.180

- .

FY 2015/16 | FY 2016/17 | FY 2017/18 | FY 2018/19

10,0020

10.00%

$0.198
Jgoaa_

" $2,570.61

Recommended Sewer Rates

"$2,827.67
$0.218

70.00%

T $3,11044 |

$0.240
80319 _

020073

Slngle FamllyIDupIex Resndenhal (per unit) $40.53 $44.58 $49.04 $53.95 $59.34 $65.27
Multi Family Residential (per unit) $32.43 $35.67 $39.24 $43.16 $47.48 $52.23
Commercial - C1 $40.53 $44.58 $49.04 $53.95 $59.34 $65.27
Commercial - C2 $45.60 $50.16 $55.18 $60.69 $66.76 $73.44
Commercial - C3 $66.83 $73.51 $80.86 $88.95
Commercral C1 $1.60 $1.93 $2.13 $2.34 $2.57
Commermal c2 $1.60 $1.93 $2.13 $2.34 $2.57
$1.60 $1.93 $2.13 $2.34 $2.57

'$3,421.48
$0.264
_ $0.350

" $3,763.63 |

FY 2019/20

10.00%

$0.290

(1) Septage Haulers will be charged for a full tank each occurrence.

Sewer Rate Schedule - Conservation Rates Current Recommended Sewer Conservation Rates
: 1
(Commercial Customers Only) Rates E12015/20

Projected Increase in Rate Revenue per Financial Plan 10.00% 10.00% 10.00% 10.00% %
Scenario 1 (20% Conservation)

Commercial - C1 $1.60 $ 1.76 $ 1.93 $ 213 $ 2.34 $ 257

Commercial - C2 $1.60 $ 1.76 $ 1.93 $ 213 $ 234 $ 257

Commercial - C3 $1.60 $ 1.76 $ 1.93 $ 2.13 $ 2.34 $ 2.57
Scenario 2 (30% Conservation)

Commercial - C1 $1.60 $ 2.02 $ 222 $ 244 $ 2.69 $ 2.96

Commercial - C2 $1.60 $ 2.02 $ 222 $ 244 $ 2.69 $ 2.96

Commercial - C3 $1.60 $ 2.02 $ 2.22 $ 2.44 $ 2.69 $ 2.96
Scenario 3 (40% Conservation)

Commercial - C1 $1.60 $ 2.20 $ 242 $ 266 $ 292 $ 3.21

Commercial - C2 $1.60 $ 2.20 $ 242 $ 2.66 $ 292 $ 3.21

Commercial - C3 $1.60 $ 2.20 $ 242 $ 266 $ 2.92 $ 3.21
Scenario 4 (50% Conservation)

Commercial - C1 $1.60 $ 2.37 $ 2.61 $ 2.87 $ 3.16 $ 3.47

Commercial - C2 $1.60 $ 2.37 $ 261 $ 2.87 $ 3.16 $ 347

Commercial - C3 $1.60 $ 2.37 $ 2.61 $ 2.87 $ 3.16 $ 3.47
Scenario 5 (60% Conservation)

Commercial - C1 $1.60 $ 2.55 $ 2.80 $ 3.08 $ 3.39 $ 3.73

Commercial - C2 $1.60 $ 255 $ 280 $ 3.08 $ 3.39 $ 3.73

Commercial - C3 $1.60 $ 2.55 $ 2.80 $ 3.08 $ 3.39 $ 3.73

(1) Only Commercial customers have a true variable (volumetric rate). These rates reflect annual rate

increases and percent rate increases needed to offset drought stage conservation.

Current & Proposed Rates
Page 21 of 26

NBS - Local Government Solutions
Web: www.nbsgov.com Toll-Free 800.676.7516
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Monthly Water Consumption (HCF)

C1 Current WW Bill
C1 Proposed WW Bill
C2 Current WW Bill
C2 Proposed WW Bill
C3 Current WW Bill
C3 Proposed WW Bill
Curre
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Wastewater Bill Comparisons - Commercial FY 2015/16

S Commerci

mComme

8 Commerci

@ Commerci

BComme

@ Commerci
Low User (48 hcf)

g Alyauoy

Commercial Bill Comps, Page 22 of 26

v.com Toll-Free:800.676.7516

NBS - Local Government Solutions
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