RAMONA MUNICIPAL WATER DISTRICT

AGENDA MEMO &

Agenda Item No. C.1.a.
Regular Board Meeting of April 14, 2020

Jim Robinson, President
and Members of the Board of Directors
Ramona, CA 92065

RE: DISCUSSION AND POSSIBLE ACTION TO ADOPT AN ORDINANCE MODIFYING
THE DISTRICT'S UNTREATED WATER PUMPING RATES

Members of the Board:

Purpose
Hold a public hearing to consider input from the public under Agenda Item C.1. and adopt an

Ordinance modifying the District's untreated water pumping rates if there is no majority protest.

Background
Proposition 218 “The Right to Vote on Taxes Act” requires local government agencies to hold a

public hearing to consider protests against proposed increases in those water rates and fees
which are affected by Proposition 218. The Board approved the Proposition 218 notice for
untreated water pumping rates at its February 2020 meeting. The notice for this public hearing
with the proposed increases to untreated water pumping rates was sent to the affected property
owners and customers 45 days prior to this public hearing as required by law.

Discussion
In addition to setting public hearing requirements, Proposition 218 requires:

o Revenues derived from the proposed fee shall not exceed the funds required to provide
the property related service.

¢ Revenues from the fee shall not be used for any other purpose than for what the fee is
charged.

e The amount of the fee imposed upon any parcel shall not exceed the proportional cost to
provide the service to the parcel.

o Fees are only charged for service that is actually used by or immediately available to the
property owner paying the fee.

e The fee is not levied for general governmental purposes.
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In 2017 the District contracted with an independent consulting firm, Raftelis Financial
Consultants (RFC), to review the District’'s water rate and fee structure. This review included
operations costs, maintenance requirements, and infrastructure needs of the District’'s water
systems and analyzed appropriate and proportional water rates and fees. RFC reviewed and
updated its analysis in 2019 and issued a 2019 updated rate study and analysis report (RFC
Report, Attachment 3), including consideration of projected operations, maintenance, and
infrastructure costs beginning with Fiscal Year (FY) 2019/20. The RFC Report concluded that
the District should increase its rates and fees for the coming fiscal years for the District to
continue to provide water service to its customers.

RFC recommended increases for five Fiscal Years (FY19/20-23/24), that associate to a 7%
revenue adjustment each year. District staff reviewed the methodology of the 2019 Report by
RFC and agreed with the recommendations.

As a way to continue improving the review and evaluation of rate structures, staff completed the
Water Pumping Cost Analysis, Report, and Rate Recommendations (*2019 Pumping Report”,
Attachment 2), which analyzed costs associated with pumping to customers in both the treated
and untreated water systems. Total revenue requirements calculated for pumping match those
included in the RFC Report, which through the 2019 Pumping Report were split between the
systems based on the District’s actual experiences over the past several years. The report
provides a method to separate out the pumping charges between the treated and untreated
water systems and provides recommendations as noted below.

District staff has reviewed the past and present District engineering department’s analysis of
industry and District data, as well as methodology and projections used by Raftelis in the RFC
Report and 2019 Pumping Report. Staff agrees with the recommendations in the RFC Report
and 2019 Pumping Report.

The untreated water pumping rates proposed to be effective for bills made available beginning
on July 1, 2020 for Year 1 were included in the Notice, which was mailed to District customers,
along with for Years 2-4. As calculated from the 2019 Pumping Report, these untreated water
pumping rates will not exceed the cost of providing water service to District customers. The cost
of providing water service includes not only immediate operating costs, but long-term operating
and capital needs as well. Water rates and fees are used by the District only to provide ongoing
water service to District customers, in proportion to the costs necessary to provide water service
to each customer.

The attached Ordinance specifies the untreated pumping rates which are proposed to be
effective for bills mailed on July 1, 2020 and thereafter.

Pursuant to state law, future increases in the cost of water purchased from the San Diego

County Water Authority (SDCWA) and other charges from SDCWA or San Diego Gas & Electric
may be passed through to customers.
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The pass-through would authorize increasing the dollar amount of the untreated water pumping
rates for retail water service equal to the dollar amount of the increase in the suppliers’ rates
beginning July 1, 2020 and terminating on July 1, 2024, provided that no such increase shall
exceed the cost of providing the applicable service. The total pass-through impact on any given
retail rate over a rolling three-year period shall not exceed a 35% increase. Pass-through
increases are needed in order to maintain the safety and reliability of the District's water system
and to avoid deficits and depletion of financial reserves from rising costs which are outside the
control of the District. The attached Ordinance includes the pass-through authorization.

The Board can consider approving the adjustments to the untreated water pumping rates
provided that the District has not received valid written protests to the proposed untreated water
pumping rates from a majority of the owners of the parcels or customers of the identified
parcels. As stated in the Notice that was sent in advance of the public hearing, valid written
protests must: (1) state that the identified property owner or tenant is opposed to the proposed
untreated water pumping rate increases; (2) provide the location of the identified parcel, by
assessor’s parcel number or street address where the untreated water service is provided; and
(3) include the name and signature of the property owner or tenant submitting the protest. Only
one protest will be counted per identified parcel. Written protests may be submitted by mail or in
person. Protests submitted via e-mail or other electronic means will not be accepted.

At the Board meeting, the Board members will be notified of the current number of protests
which have been received. Unfortunately, some letters cannot be counted as valid protests
because they may be deficient in one or more of the requirements (for example, lack of address,
lack of signature, or multiple letters for the same account).

Any valid written protests submitted prior to or at the April 14, 2020 Board meeting will be
appropriately considered. The Board will be notified if the number of valid written protests meets
the majority standard.

COVID-19

Notices of this public hearing were mailed to customers prior to the COVID-19 pandemic.
Therefore, due to the COVID-19 pandemic, the Governor’s Executive Orders N-33-20 and N-29-
20, and the County of San Diego Public Health Order dated 3/29/20, the April 14, 2020 Board
meeting will be held telephonically to allow for Board and public participation at the public
hearing on this item. There will be no in-person attendance at the Board meeting. However,
RMWD staff will be present at the location of the Board meeting listed in the Proposition 218
notice as of 1:30 pm on April 14, 2020 to accept written protests prior to and during the public
hearing. All appropriate social distancing requirements will be observed at the drop-off location.
All valid written protests received by the District prior to or during the public hearing will be
counted in the proceedings. All public comments for the public hearing will be allowed through
telephonic participation. The agenda for the April 14, 2020 meeting will list the telephonic
participation number for interested parties to call in to listen, and/or participate in appropriate
sections of the meeting, as appropriate.
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Current and Proposed Rates and Fees

The untreated water pumping rates are proposed to be effective July 1, 2020 for Year 1
adjustments, and each July 1 thereafter from 2021-2023. Treated water pumping rates are
being proposed for implementation on the same timeline and can only be implemented at the
proposed levels if the untreated water pumping rates as proposed are approved. Revenue
requirements and detailed calculations and methodologies for updating each pumping rate type
are included in the attached and referenced 2019 Pumping Report. Proposed untreated
pumping rates and fees in the below matrices are consistent with the RFC Report and 2019
Pumping Report. These documents include the current rates and fees for each service type,
and the proposed adjustment as well.

Approved 5-Yr Pumping / Energy Rates ($/ccf)

Current 2021 Adopted
Pumping Pumping

Customer
Classes

2022 Adopted 2023 Adopted 2024 Adopted

Rates Rates Pumping Rates Pumping Rates Pumping Rates

EffectiveDate: | | 7/1/2020 7/1/2021 7/1/2022 7/1/2023

All Customers $0.99 $1.06* $1.14* $1.22* $1.31*
*Adopted water pumping rates for 2021-2024 do not include future potential pass-through increases from the
SDCWA or SDG&E which are authorized via the pass-through ordinance adopted by the District Board on July 9,
2019.

Proposed 4-Yr Pumping / Energy Rates ($/ccf)

2021 2022 2023 2024
C Proposed Proposed Proposed Proposed
ustomer . : . .
Pumping / Pumping / Pumping / Pumping /
Classes
Energy Energy Energy Energy
Rates Rates Rates Rates
7/1/2020 7/1/2021 7/1/2022 7/1/2023
Treated Per Unit $0.98* $1.05* $1.12* $1.20*
Untreated Per Unit $1.32* $1.41* $1.51* $1.61*

*Proposed rates do not include future potential pass-through increases in energy costs from SDG&E
which the District will consider authorizing via the pass-through ordinance at the public hearing. The
pass-through ordinance will authorize the District to pass through to all appropriate water customers
future increases in the cost of energy supplied by SDG&E related to pumping costs. The ordinance will
authorize increasing the dollar amount of the pumping charges equal to the dollar amount of the increase
in the suppliers’ rates and the cost of energy supplied by SDG&E beginning July 1, 2020 and terminating
on July 1, 2024, provided that no such increase shall exceed the cost of providing the applicable service.
The total pass through impact on any given retail rate over a rolling three-year period shall not exceed a
35% increase. Pass-through increases are needed in order to maintain the safety and reliability of the
District’s water system and to avoid deficits and depletion of financial reserves from rising costs which
are outside the control of the District. Pass-through amounts could be added (in addition) to the figures
shown above, starting on the July 1, 2020 effective date.
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Fiscal Impact

No fiscal impact. As indicated in the attached Notice, the proposed increases would fund the
costs of providing pumping services to untreated water customers. The revenue requirements
would be recovered at like amounts as the existing rate structure but split the total out between
treated and untreated pumping costs. Therefore, if the proposed rates are approved after the
Proposition 218 Hearing, there will be no fiscal impact to the District. The water system is a
standalone system and must obtain funding sufficient for the proper operation of the water

system.

Recommendation

Staff respectfully recommends that after holding the public hearing and receiving public
comments under Agenda Item C.1., the Board approve the untreated water pumping rate
changes to be effective July 1, 2020 for Year 1, and subsequent Year 2-4 increases effective

annually on July 1 from 2021-2023, by adopting the attached ordinance.

Prepared by: Craig Schmollinger, Chief Financial Officer
Submitted by: David Barnum, General Manager
ATTACHMENTS:

Attachment 1 Proposed Ordinance

Attachment 2 2019 Pumping Report

Attachment 3 Report from RFC on 2019 Water Rate Update
Attachment 4 4 Year Proposition 218 Notice
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C.1l.a. Page 10-17
C.l.a. Page 18-28
C.1l.a. Page 29-31
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ATTACHMENT 2

3. Distributing the cost causation components. Distribute cost causation components, using unit
costs, to customer classes in proportion to their demands on the water system. This is described
in the M1 Manual published by AWWA.

3) Rate Design and Calculations

Rates do more than simply recover costs. Within the legal framework and industry standards, properly
designed rates should support and optimize a blend of various utility objectives, such as fairness and
equity, ease of understanding, minimization of customer impacts, and revenue stability among other
objectives. Rates may also act as a public information tool in communicating these objectives to
customers.

4) Rate Adoption

Rate adoption is the last step of the rate-making process to comply with Proposition 218. The District

documented the rate study results in this Study Report to help educate the public about the proposed
changes, the rationale, and justifications behind the changes and their anticipated financial impacts in
lay terms.

The below Section 1 summarizes the cost of service analysis, used to equitably allocate costs to different
customer classes. Section 1.1 discusses the revenue requirement analysis, which is the basis for the cost
of service analysis. Section 1.2 discusses functionalizing costs. Finally, Section 1.3 explains the specific
allocation of costs to different customer classes.

1 COST OF SERVICE ANALYSIS

1.1 REVENUE REQUIREMENTS

The revenue requirement determination is based upon the premise that the utility must generate
annual revenues to meet Supply, O&M expenses, any debt service needs, reserve levels, and capital
investment needs. Deductions are made to account for revenue offsets, required net cashflows, and any
mid-year adjustments. FYE 2020 cost of service to be recovered from the District’s water customers is
shown in Table 1-1.

1.2 O&M FUNCTIONALIZED EXPENSES

A cost of service analysis distributes a utility’s revenue requirements to each customer class. After
determining the revenue requirements, the total cost of water service is analyzed by system function to
proportionately distribute costs in relation to how that cost is generally incurred. Based on the available
detail, the following functions were used to allocate the District’s costs:

» Pumping / Energy Costs — Costs related to pumping water to the District and ultimately to the
District’s customers

Table 1-1: 0&M Functionalized Pumping Expenses
FYE 2020

Functionalized Expenses Functionalized
Expenses

Pumping / Energy Costs $1,922,800

3
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ATTACHMENT 2

1.3 ALLOCATE COSTS TO COST CAUSATION COMPONENTS

The functionalization of costs allows for better allocation of the functionalized costs to the cost
causation components, which include:

» Pumping / Energy — energy and related costs that are associated with pumping water to and
throughout the District

Pumping / Energy Component

The pumping / energy component recovers energy and related costs associated with pumping water to
and throughout the District. Pumping / energy costs were formally spread equally over all units of water.
These costs have now been allocated to the appropriate cost component as either treated, untreated, or
an appropriate split between the two systems. The pumping / energy revenue requirement of
$1,922,800 from Table 1-1 and in the 2019 RFC Report is allocated as shown below in Table 1-2.

Table 1-2: Energy Cost Components

Cost Component Cost Causation Component FY19/20 Costs

Pumping Power Plant 74% Treated - 26% Untreated $ 1,522,500
~ Special Departmental Supplies e L Weded [ 3 . 18500
Chemical Supplies i T Tealed B 20,900
Lab Supplies e T Treated | % -
Rents And Leases 90% Treated - 10% Untreated $ 41,200
Maintenance-Buildings & Ground 90% Treated - 10% Untreated ~ $ 61,800
Professional & Special Service 90% Treated - 10% Untreated $ 25,750
“Maintenance Of Operating Equip  90% Treated - 10% Untreated $ o0
Permits 90% Treated - 10% Untreated  $ 20,600 .
‘ ‘ " Total $ 1,922,800
Total Treated Costs  $ 1,495,450
Total Untreated Costs* $ 427,350

*The total revenue requirements noted above in Table 1-2 for untreated costs is $427,350; however, the District receives a small amount of
revenue from untreated pumping charges paid by Contract Customers which is projected to be $25,028 for FY19/20. Therefore, this total
should be applied as an expected revenue to offset a like amount of costs for the untreated pumping cost. This new revenue requirement total
for the untreated pumping costs for FY19/20 is $402,322.

2 PROPOSED RATES

Pumping / Energy Rate

The proposed pumping / energy rates are applicable to treated and untreated water customers,
depending on the commodity utilized by each customer. The pumping / energy revenue requirement of
$1,922,800 from Table 1-2 above and Table 5-2 in the 2019 RFC Report is divided by the projected water
sales, 1,958,513 ccf and split between treated and untreated projected usage, to determine the unit

4
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ATTACHMENT 2

cost of service and proposed pumping / energy rates shown in The proposed pumping / energy rates
are shown in Table 2-2, for the current Fiscal Year and the following 4 Fiscal Years.

Table 2-.

Table 2-1: Energy Component - Unit Rate

Projected 5 : Revenue Unit Rate
Customer Class Usage (ccf) % Allocation ($lcef)

Treated 1,631,421 83% $1,495,450 $0.92

* | 0 L | '3

| Untreated ; 327,002 17A L $4Q:2,322 ,T | 9123 |
Total* 1,958,513 $1,922,800

*The total revenue requirements noted above in Table 1-2 for untreated costs is $427,350; however, the District receives a small
amount of revenue from untreated pumping charges paid by Contract Customers which is projected to be $25,028 for FY19/20.
Therefore, this total should be applied as an expected revenue to offset a like amount of costs for the untreated pumping cost. This
new revenue requirement total for the untreated pumping costs for FY19/20 is $402,322.

The proposed pumping / energy rates are shown in Table 2-2, for the current Fiscal Year and the
following 4 Fiscal Years.

Table 2-2: Proposed 5-Yr Pumping / Energy Rates ($/ccf)

2020 2021 2022 2023 2024
Proposed Proposed Proposed Proposed Proposed
Pumping / Pumping / Pumping / Pumping / Pumping /

Energy Energy Energy Energy Energy
Rates Rates Rates Rates Rates

TreatedPerUmt T R e o e e
Untreated Per Unit $1 23 $1 32 $1 41 $1 51 $1 61

Customer

Classes

5
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2.1 CUSTOMER IMPACTS

ATTACHMENT 2

Figure 2-1 compares bill totals for General Treated water customers with a meter size of %” or smaller at
10 units per month based on the current and proposed rates, as well as a comparison for TSAWR
Untreated water customers with a meter size of 1 %” at 50 units per month based on the current and

proposed rates.

Figure 2-1: Monthly Customer Bill Impact

Treated Water Bills - TSAWR Untreated Water Bills -

3/4" or Smaller Meter 11/2" Meter
$110 $430
$109 $425
$108 $420
$107 $415
$106 $410
$105 $405
$104 $400
$103 $395
$102 $390
$101 $385
$100 $380

10 Units 50 Units

Treated Water TSAWR Untreated

Current Bill $ 106.22

Proposed Bill | $ 105.52

Impact $ ($0.70)

Impact % -0.7%

Current Bill $ 401.64
Proposed Bill | $ 413.64
Impact $ $12.00
Impact % 3.0%

6
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ATTACHMENT 2

3 CLOSING

In closing, the District has conducted the requested analysis and recommendations to isolate pumping
costs for both treated and untreated customers. Through this analysis, the proposed 5-year rates were
calculated as shown above in Table 2-1 in accordance with cost of service principles for water systems,
and the AWWA-M1 Manual on Principles of Water Rates, Fees and Charges. We are confident that the
resulting rates, based on cost of service principles, meet the requirements of Proposition 218 and are
fair and equitable to the District’s customers,

Out of an abundance of caution we sought input from RFC on the methodology, analysis, and proposed
pumping rates included in the analysis. As shown in Attachment 1, RFC has confirmed the accuracy and
appropriateness of these components and recommended rates.

raig Schmolli
Chief Financial Officer

Attachment 1: Pumping Cost Memo from RFC

7
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Attachment 1 ATTACHMENT 2

=Y 445 S. Figueroa Street, Phone 626 .583.1894
-‘] i Suite #1925 Fax 213.262.9303
Los Angeles, CA 90071

November 7, 2019

Craig Schmollinger
Chief Financial Officer
Ramona Municipal Water District

www.raftelis.com

Subject: Pumping Cost Revision for Treated and Untreated Water

Dear Mr. Schmollinger:

Raftelis has reviewed the pumping cost calculations for treated and untreated water. The
calculations are consistent with cost of service principles and the AWWA-M1 Manual on
Principles of Water Rates, Fees and Charges.

As such, the revenue requirements for the pumping costs match our rate model and the
pumping costs and rates are accurately calculated.

If you have any questions please call me. Thank you.

Sincerely,

RAFTELIS

By:

Sudhir Pardiwala, PE
Exec Vice President
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ATTACHMENT 3
Q RAFTELIS 445 S. Figueroa Street Phone 213.262.9300 www.raftelis.com

Suite 2270 Fax 213.262.9303
Los Angeles, 90071

April 29, 2019

David Barnum

General Manager

Ramona Municipal Water District
105 Earlham Street

Ramona, CA 92065-1599

Subject: Water Rate Study Executive Summary
Dear Mr. Barnum:

Raftelis Consultants, Inc. (Raftelis) is pleased to present this Water Rate Study Executive Summary
(Summary) to the Ramona Municipal Water District (District). The Water Rate Study (Study) involved a
comprehensive review of the District’s financial plan and water rates.

We are confident that the resulting rates, based on cost of service principles, meet the requirements of
Proposition 218 and are fair and equitable to the District’s customers.

In 2017, Ramona Municipal Water District (District) engaged Raftelis Consultants, Inc. (Raftelis) to conduct
a comprehensive Water Rate Study (Study), which includes a five-year financial plan, cost of service
analysis, and rate derivation for the system. The District subsequently placed a hold on the Study, and re-
engaged Raftelis in early 2019. District rates have not been updated since 2015, and pass-through has not
been adjusted since 2016. This Summary presents the financial plans and resulting rates for
implementation beginning in August 2019.

This Report summarizes the key results, and recommendations for near-term District water rates. The
District process establishes fair and equitable rates that:
»  Provide necessary revenues to meet the District’s operational and capital expenses, as well as
reserve requirements to ensure the financial stability of the District,
»  Are easy to implement, update in the future, and convey to customers, and
»  Proportionally allocate costs of providing service in accordance with Article XlII D of the California
Constitution, commonly known as Proposition 218

RESULTS AND RECOMMENDATIONS

Table 1-1 summarizes the Financial Plan recommendations. Although the table shows anticipated revenue
adjustments for each year of the Study Period, the District will review and finalize revenue adjustments
on an annual basis. Revenue adjustments represent the required increase in rate revenues and do not
necessarily directly correlate to the increase in proposed rates. Rate changes for individual customers
depend on the cost of service analysis. The revenue adjustments do not include increased costs from San
Diego County Water Authority (SDCWA) beyond Calendar Year (CY) 2019. The Study assumes any

1 | Ramona Municipal Water District Water Rate Study - Executive Summary
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ATTACHMENT 3

increases from SDCWA beyond 2019 will be automatically passed-through to customers and are,

therefore, in addition to the proposed adjustments.

Table 1-1: Financial Plan Recommendations

_ FYE 2020 FYE 2021 FYE 2022 | FYE 2023 | FYE 2024

Revenue Adjustments 7.0% 7.0% 7.0% 7.0% 7.0%

Pass-through of SDCWA costs Yes? Yes Yes Yes Yes

Factors Affecting Revenue Adjustments
The following factors affect revenue requirements (i.e. costs) and thus the recommended water rates.

District expenses include Operation and Maintenance (O&M) expenses, capital expenses, and Pass-
Through costs from SDCWA.

O&M Expenses: District O&M expenses increased by approximately 27% since rates were last
updated in 2016. The District has not been keeping pace with increased O&M costs through rate
increases and have not been passing-through increases in the purchased water costs from
SDCWA. Therefore, the proposed water rate adjustments will recover the general O&M expenses
incurred. Raftelis recommends that the District automatically pass through future purchased
water cost increases, that are outside of the control of the District.

Water System Capital Investments: The District is projecting an average of $3.5 Million annually
in routine repair and replacement capital projects across the Study Period (FYE 2020 — FYE 2024).2
Reinvestment in the water system is a key component in providing safe and reliable water to the
District’s customers. It is anticipated these investments will be funded through rates and reserves,
versus more costly debt issuance proceeds.

Reserve Funding: The proposed revenue adjustments strike a balance between maintaining a
healthy financial position and minimizing rate increases to customers through a multi-year,
measured approach. The District plans to use reserves early in the Study Period to mitigate
increases and anticipates recovering those reserves over the Study Period. Without any revenue
adjustments, District water reserves will be fully depleted by FYE 2023. In addition, without
revenue adjustments the District will no longer be able to reinvest in its water system or fund
capital projects beginning in FYE 2021.

Projected Water Sales: FYE 2018 water sales serves as the baseline usage for the study period.
Sales reductions in recent years have impacted District revenues and reserves. Determining the
baseline consumption for rate setting purposes is challenging not only because of recurrent
drought and fluctuating weather patterns but also evolving legislation (e.g., AB 1668). Customers
have responded to conservation messaging and have reduced overall consumption. Conservation
measures have resulted in permanent reductions in demand (such as turf removal, fixture
replacements, and behavioral changes), while other changes have been temporary. The projected

1 Rates for FYE 2020 include the cost of purchased water from SDCWA through CY 2019. Any increases beginning in
CY 2020 will be automatically passed-through at the time additional costs are known.

2 Capital Investment Schedule was provided by the District and matches the information contained in the 2019
RMWD Water Facilities Plan.

2 | Ramona Municipal Water District Water Rate Study - Executive Summary
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ATTACHMENT 3

usage was held constant during the Study Period and reflects some level of recovery or increased
usage since FYE 2016, but still falls below the pre-drought usage levels.

e  Water Purchase Costs: Increases in water costs from San Diego County Water Authority starting
January 2019 are factored into the proposed water rates. Water costs have increased by
approximately 23% since FYE 2016. FYE 2020 purchased water costs represent approximately 47%
of total operating costs of the District’s Water Fund.

Key Assumptions

Certain cost escalation assumptions and inputs were incorporated into the Study to adequately model
expected revenues and future costs. These assumptions were based on industry experience and through
discussions with District staff and are presented in the tables below. Table 1-2 details inflationary

assumptions for District revenues.

Tablel-2: Water Revenue Inflationary Assumptions

FYE2020 | FYE2021 | FYE2022 | FYE2023 | FYE 2024

Non-Inflated 0% 0% 0% 0% 0%
Property Tax Revenue 2% 2% 2% 2% 2%

To ensure that future costs are reasonably projected, inflationary assumptions are utilized with input from
District staff. Table 1-3 shows the inflationary assumptions that were utilized to inflate the expenses for
future years (FYE 2020 and onward) in the financial plan. Based on Raftelis’ experience, the inflationary
assumptions used are within the typical range utilized by other Southern California water agencies.

Table1-3: Water Expense Inflationary Assumptions

Escalation Factors FYE 2020 | FYE 2021 | FYE 2022 | FYE 2023 | FYE 2024

General 3% 3% 3% 3% 3%
Salary 3% 3% 3% 3% 3%
Benefits 5% 5% 5% 5% 5%
Utilities 5% 5% 5% 5% 5%
SDCWA Purchased Water 6% 6% 6% 6% 6%
Capital 3% 3% 3% 3% 3%

Purchased water costs from SDCWA are a significant component of projecting the District’s costs. Table
1-4 summarizes the assumptions used to project purchased water costs.

3 | Ramona Municipal Water District Water Rate Study - Executive Summary
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ATTACHMENT 3

Table 1-4: Water Purchase Assumptions

T rve a0 | FYe20at | FYE 2022 | FYE2023 | FYE 2024

Water Purchases (AF)

General Treated 3,987 3,987 3,987 3,987 3,987
TSAWR Treated 31 31 31 31 31
General Untreated 298 298 298 298 298
TSAWR Untreated 555 555 555 555 555
Contract Customers (TSAWR Untreated) 649 649 649 649 649
Treated Use

% of Usage 1st Half of FY (July - Dec) 59% 59% 59% 59% 59%
% of Usage 2nd Half of FY (Jan - June) 41% 41% 41% 41% 41%
Untreated Use

% of Usage 1st Half of FY (July - Dec) 50% 50% 50% 50% 50%
% of Usage 2nd Half of FY (Jan - June) 50% 50% 50% 50% 50%

Water Purchase Cost

The District purchases its water from the San Diego County Water Authority. All customers of the District
receive a fixed charge, which consists of an MWD Readiness-to-Serve charge, an MWD Capacity Charge,
a Customer Service Charge, an Infrastructure Access Charge, a Supply Reliability Charge, and an
Emergency Storage Charge. The variable charge of water purchases consists of a SDWCA M&I Melded
Untreated Rate, SDCWA Treatment Charge, Transportation Charge (charged to all units of water, both
treated and untreated), and a Transitional Special Agriculture Water Rate (TSAWR) discount.

TSAWR customers receive water at a discounted rate because they have agreed to reduce usage during
water shortages. Since they are required to reduce usage and since their service is interruptible, they do
not receive the benefits of the Supply Reliability Charge or the Emergency Storage Charge. Currently, the
District provides a variable discount for TSAWR customers that accounts for the variable credit, Supply
Reliability Charge credit, and the Emergency Storage Charge credit.

Raftelis calculated the water purchase cost for FYE 2020 and beyond by using supply costs, projected
water demand, water loss factors, and timing of water usage. Table 2-1 summarizes the water purchase
costs for the current financial plan. Based on historical increases, purchased water costs were inflated by
6% each year beginning in FYE 2020. The Study projects these increases to more accurately reflect the
District’s anticipated expenditures, especially since pass-through rates have not been adjusted in recent
years.

4 | Ramona Municipal Water District Water Rate Study - Executive Summary
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Table 2-1: Water Purchase Costs

Water Purchases FYE 2020 | FYE 2021 | FYE 2022 | FYE 2023 | FYE 2024

Fixed Costs

MWD Readiness-to-Serve Charge $30,000 $31,800 $33,708 $35,730 $37,874
MWD Capacity Charge $102,662 $108,822 $115,351 $122,272 $129,609
Customer Service Charge $314,142 $332,990 $352,970 $374,148 $396,597
Infrastructure Access Charge $380,218 $403,031 $427,213 $452,846 $480,017
Supply Reliability Charge $338,454 $358,761 $380,287 $403,104 $427,290
Emergency Storage Charge $671,160 $711,430 $754,116 $799,363 $847,324
Variable Costs

SDCWA M&I Melded (Treated Usage) $3,742,212 $3,966,744 $4,204,749 $4,457,034 $4,724,456
SDCWA M&I Melded (Untreated Usage) $798,915 $846,850 $897,661 $951,520 $1,008,612
SDCWA M&I Melded (Contract Usage) $607,713 $644,176 $682,826 $723,796 $767,223
SDCWA Treatment Costs $1,136,249 $1,204,424  $1,276,689 $1,353,291 $1,434,488
Transportation Costs (Treated Usage) $494,021 $523,663 $555,082 $588,387 $623,691
Transportation Costs (Untreated Usage) $105,467 $111,795 $118,503 $125,613 $133,150
Transportation Costs (Contract Usage) $80,226 $85,040 $90,142 $95,551 $101,284
TSAWR Discount -$94,864 -$100,556 -$106,589 -$112,985 -$119,764
TSAWR Discount (Contract Customers) -$104,722 -$111,005 -$117,665 -$124,725 -$132,209
Total Water Purchase Costs $8,601,854 $9,117,965 $9,665,043 $10,244,946 $10,859,642

O&M Expenses

The District’s FYE 2019 budget values and assumed inflationary factors (Table 1-3) for the Study Period
were used as the basis for projecting O&M costs. Table 2-2 shows a summary of the projected O&M
expenses for FYE 2020 through FYE 2024, excluding purchased water costs and capital investments.

Table 2-2: Projected Water 0&M Expenses

O&M Expenditures FYE 2020 FYE 2021 FYE 2022 FYE 2023 FYE 2024

Admin. and General $3,273,712 $3,377,643 $3,484,978 $3,595,833 $3,710,329
Facilities Maintenance $633,277 $653,528 $674,448 $696,063 $718,394
Meter Maintenance $759,392 $785,058 $811,638 $839,166 $867,680
Pumping Facilities $1,922,800 $2,011,627 $2,104,676 $2,202,151 $2,304,268
Supply $116,105 $119,613 $123,228 $126,953 $130,791
Systems $1,289,048 $1,334,154 $1,380,934 $1,429,457 $1,479,789
Trans. and Distribution $1,499,984 $1,552,491 $1,606,949 $1,663,434 $1,722,028
Treatment $36,050 $37,132 $38,245 $39,393 $40,575
Subtotal O&M $9,530,368 $9,871,245 $10,225,097 $10,592,450 $10,973,854
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Capital Improvement Plan

Table 2-3 shows the District’s five-year capital improvement plan. The District provided capital projects in
2018 dollars. The capital projects for the study period (FYE 2020-2024) were inflated to future dollars
using the capital escalation factor identified above in Table 1-3.

Table 2-3: District Capital Improvement Plan

_ FYE 2020 | FYE 2021 FYE 2022 FYE 2023 | FYE 2024

Planned CIP Projects

Radio Read Meter Replacement Program $250,000 $250,000 $250,000 $250,000 $250,000
Pump and Motor Efficiency Program SO S0 S0 $150,000 $150,000
Pipeline Replacement Program $1,150,000 $1,950,000 $1,450,000 $2,400,000 $1,450,000
Valve Replacement Program $200,000 $200,000 SO $300,000 $200,000
Tank & Reservoir Rehabilitation Program $70,000 $1,000,000 SO $950,000 S0
PRV Rehabilitation Program $125,000 $125,000 $125,000 $125,000 $125,000
Replace Poway Pump Station #5 Pump $700,000 SO SO SO SO
w/600 HP Nat. Gas Engine

Mt. Woodson Floating Cover Replacement SO $1,250,000 SO SO SO
Hwy 78 North Magnolia Loop Project SO SO $550,000 SO SO
Upsize of Air Mail Ln/Chablis Rd/Garjan Ln SO S0 S0 $200,000  $1,200,000
Pipelines to 10-in

Upsize of 6-in Snows Pipeline to 12-in SO SO SO SO $100,000
Total CIP $2,495,000 $4,775,000  $2,375,000  $4,375,000  $3,475,000
Cumulative Inflation Factor 106% 109% 113% 116% 119%
Total Inflated CIP $2,646,946 $5,217,771 $2,673,083 $5,071,824 $4,149,332

Existing Debt

Table 2-4 shows the District’s existing debt service. The existing debt consists of a Chase Bank Loan.

Table 2-4: Existing Water Debt Service

Existing Debt FYE 2020 | FYE 2021 | FYE 2022 | FYE 2023 | FYE 2024

Chase Bank Loan

Principal $275,000 $283,000 $292,000 $301,000 $311,000
Interest $104,055 $95,518 $86,720 $77,648 $68,284
Total Existing Debt Service $379,055 $378,518 $378,720 $378,648 $379,284

Financial Outlook at Current Rates
Based on the District’s revenue requirement, reserve policies, capital planning schedule, and current
revenues, the existing water rates will:
» Result in negative net operating cash income in FYE 2020 of approximately $580,986 with the
deficit increasing in each subsequent year

6 | Ramona Municipal Water District Water Rate Study - Executive Summary
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»  Be able to fully fund capital projects through PAYGO and property taxes in FYE 2020. In FYE 2021,
the District will need to use the entire Rate Stabilization reserve and will need to use portions of
the operating reserve to cover capital needs or will need to forego routine capital

replacements. » Not meet the minimum reserve targets beyond FYE 2020.

Figure 2-5 illustrates the operating position of the utility, where expenses, inclusive of reserve funding,
are shown in stacked bars; and the total revenues at current rates are shown by the horizontal

trend line. As shown in the figure, expenditures exceed revenues and the District will need to use reserves
to cover daily operating costs.

Figure 2-5: District Operating Plan at Current Rates
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Figure 2-6 displays the ending total balances for all reserves by fiscal year for the District.

Figure 2-6: Current District Reserve Balances at Current Rates
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Proposed Water Rates
The proposed water rates retain the District’s current rate structure and contain the following three
components:

1) Monthly fixed charge based on meter size recovers the costs related to meter maintenance and
reading, customer service, billing, and a portion of the fixed costs from SDCWA.

2) Uniform commodity or volumetric rates that vary by customer type [General Treated, General
Treated — AG, Transitional Special Agriculture Water Rate (TSAWR) Treated, General Untreated,
TSAWR Untreated, and Construction] recover the remaining costs related to water supply and
production, base delivery, and extra capacity.

3) Uniform energy or pumping rate (applicable to all customer types) recovers the significant energy
costs associated with pumping water to and throughout the District’s water distribution system.

The most widely adopted rate structure in the United States is a hybrid of fixed monthly charges by meter
size and volumetric charges based on usage.® The fixed charge provides revenue stability while the
volumetric charge encourages conservation.

Table 3-1 shows the current and proposed fixed meter charges for the Study Period. If approved, the
proposed rates will be effective for the First Year on August 1, 2019, then July 1% each subsequent year as
authorized by the Board. These rates have been adjusted to recover the current full costs from SDCWA,;
future increases from SDCWA will be in addition to the proposed rates shown below.

Table 3-1: Current and Proposed Fixed Meter Charges

Current 2020 2021 2022 2023 2024
Meter Size Fixed Pro_posed Pro_posed Pro_posed Pro_posed Pro_posed

Charge Fixed Fixed Fixed Fixed Fixed

Charge Charge Charge Charge Charge

(Effective Date: | | ei2019 | 72020 | 7rizoz1 | vizozz | 72023

3/4" or smaller $32.33 $36.12 $38.65 $41.36 $44.26 $47.36
1" $52.13 $55.73 $59.63 $63.81 $68.28 $73.06

11/2" $101.97 $104.14 $111.43 $119.24 $127.59 $136.53

2" $161.77 $165.36 $176.94 $189.33 $202.59 $216.78

3" $301.16 $343.81 $367.88 $393.64 $421.20 $450.69

4" $500.27 $608.67 $651.29 $696.89 $745.68 $797.88

Table 3-2 details the current and proposed commodity rates for the Study Period. Similar to the Fixed
Meter Charges, the 2020 proposed commodity rates include the full costs from SDCWA including the
discounts for TSAWR customers. Future increases from SDCWA will be in addition to the proposed not-to-
exceed rates shown below.

3 As indicated in the 2016 Water and Wastewater Rate Survey, conducted by AWWA and Raftelis, more than 90% of
water providers in the US have either uniform or tier/block rates (Table 111-18).
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Table 3-2: Current and Proposed Commodity Rates
2020 2021 2022 2023 2024

Current_ Proposed Proposed Proposed Proposed Proposed
Customer Classes | Commodity . . . . .
Rates Commodity | Commodity | Commodity | Commodity | Commodity
Rates Rates Rates Rates Rates
(EfectiveDate: | | 812019 | 71/2020 | 712021 | 7112022 | 77172023 |

General Treated $5.69 $6.02 $6.45 $6.91 $7.40 $7.92
General Treated - AG $0.00 $6.43 $6.89 $7.38 $7.90 $8.46
TSAWR Treated $4.70 $5.46 $5.85 $6.26 $6.70 $7.17
General Untreated $4.88 $5.93 $6.35 $6.80 $7.28 $7.79
TSAWR Untreated $3.89 $4.96 $5.31 S5.69 $6.09 $6.52
Construction $6.40 $8.55 $9.15 $9.80 $10.49 $11.23

Pumping / energy expenses are expected to account for approximately 11% of the District’s operating
expenses in FYE 2020. Since these costs represent such a significant portion of the District’'s O&M and
because these are unavoidable costs, they are recovered through a separate pumping / energy rate as
shown in Table 3-3, which includes proposed rates for each year in the Study Period.

Table 3-3: Current and Proposed Pumping / Energy Rates

Customer Current 2020 Proposed | 2021 Proposed | 2022 Proposed | 2023 Proposed | 2024 Proposed

Pumping Rates | Pumping Rates | Pumping Rates | Pumping Rates | Pumping Rates

Pumping
Rates

| EffectiveDate: | [ 8/1/2019 7/1/2020 7/1/2021 7/1/2022 7/1/2023

All Customers $1.02 $0.99 $1.06 $1.14 $1.22 $1.31

Classes

Figure 3-4 and Figure 3-5 display the FYE 2020 through FYE 2024 Financial Plan in graphical format. Figure
3-4 graphically illustrates the Operating Financial Plan. It compares existing and proposed revenues and
projected expenses. The expenses include purchased water, O&M, debt service, and reserve funding and
are shown by the stacked bars; the total revenues at existing rates and proposed rates are shown by the
horizontal orange and black lines, respectively. As previously discussed, the current revenues from exiting
rates are not sufficient to meet future total expenses and shows the need for revenue adjustments. In
addition, Capital projects are funded through the capital reserve, therefore, it is important to meet the
minimum reserve targets to ensure sufficient funding of capital projects. Figure 3-5 shows the ending
balance for the sum of the District’s reserves and the reserve targets. As shown, under the proposed
financial plan, the District will meet or exceed the minimum reserves each year of the Study Period.
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Figure 3-4: Proposed Operating Financial Plan

Operating Financial Plan - Water

$30

$25

Millions

$20

$15 i
w0 . |
$5
S0
FYE 2020 FYE 2021 FYE 2022 FYE 2023 FYE 2024

mmm Water Purchases 1 O&M Expenses mm Debt Service
mm Net Cashflow —=Current Revenue = Proposed Revenue

Figure 3-5: Proposed Reserve Balance
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Closing
It has been a pleasure working with you, and we wish to express our thanks for the support from Mr.
Richard Hannasch, Mr. Craig Schmollinger, and other staff members during the course of this Study.

Sincerely,
RAFTELIS CONSULTANTS, INC.

:41 MC%(AI:I\I;n
Andrea Boe h]ing;-/

Manoger
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Ramona Municipal Water District
A Public Agency Organized August 15, 1956

NOTICE OF PUBLIC HEARING
Concerning Proposed Increases in Rates for Untreated Water Pumping Services

NOTICE IS HEREBY GIVEN THAT the Board of Directors of the Ramona Municipal Water
District (“the District”) will conduct a public hearing at 2:00 p.m. on April 14, 2020 at the
Ramona Community Center, 434 Aqua Lane, Ramona, California 92065, following which it will
consider adopting increases in rates for water services. If adopted water rate increases will go into
effect on July 1, 2020 for Year 1 increases, and each subsequent July 1, from 2021 through 2023
for increases in Years 2-4.

UNTREATED WATER PUMPING RATE INCREASES

A. Purpose of Proposed Untreated Water Pumping Rate Increases

In order to recover increases in the District’s unit costs of providing untreated water pumping
service and to continue to provide customers with reliable untreated water, the District has
determined that it is necessary to increase untreated water pumping rates as described in more
detail below.

The District purchases 100% of its water from the regional water “wholesaler,” the San Diego
County Water Authority (“SDCWA”). The SDCWA, in turn, purchases much of its water from
the Metropolitan Water District of Southern California (MWD). The MWD imports water from
the Colorado River via the Colorado River Aqueduct, and from Northern California via the
California Aqueduct.

The District must use energy (electricity or natural gas) to deliver the SDCWA water to customers.
The water which the District purchases from SDCWA (treated drinking water and untreated
irrigation water) passes through SDCWA pipelines in the City of Poway. The District maintains a
Poway Pump Station which contains large motors totaling 7,600 horsepower that drive pumps to
lift the water 1,000 feet up the hill to Ramona through separate treated and untreated water systems.
There are other booster pump/motors totaling just over 4,600 horsepower which move the
imported water around in the Ramona community after it arrives up the hill. The electricity and
natural gas used to pump water to customers is purchased from San Diego Gas and Electric
(SDG&E).

B. Basis Upon Which the Proposed Rates are Calculated

In 2017, the District contracted with an independent consulting firm, Raftelis Financial
Consultants, Inc. (“RFC”), to review the operations costs, maintenance requirements, and
infrastructure needs of the District’s water systems and to analyze appropriate and proportional
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water rates. RFC reviewed and updated its analysis in 2019 (2019 RFC Report”), including
consideration of projected operations, maintenance, and infrastructure costs for the coming years.
Following rate adoptions in Summer 2019 which were based on the 2019 RFC Report, District
staff were tasked with reviewing pumping costs between treated and untreated water deliveries.
District staff further analyzed water pumping costs and split those costs based on actual
experiences, and reasonably allocated those costs between the treated and untreated systems
(“October 2019 RMWD Pumping Report™). Total revenue requirements from pumping charges
were matched to those in the 2019 RFC Report, to ensure consistency and appropriateness of
proposed rates between each system. RFC reviewed the October 2019 RMWD Pumping Report
and confirmed its analysis and findings (“2019 RFC Review”).

Based upon RFC’s and District staff’s updated analysis, the proposed untreated water pumping
rates are as follows:

C. Proposed Untreated Water Pumping Rates

Proposed Untreated Water Pumping Rate Increases, per Unit (one hundred cubic feet, or 748
gallons).

The proposed untreated water pumping rates include the District’s cost of purchasing energy
from SDG&E.

Proposed 4-Yr Pumping / Energy Rates ($/ccf)*

2021 2022 2023 2024
Customer Proposed Proposed Proposed Proposed

Classes Pumping / Pumping / Pumping / Pumping /
Energy Rates | Energy Rates | Energy Rates | Energy Rates

Effective Date: 7/1/2020* 7/1/2021 7/1/2022 7/1/2023

Untreated Per Unit $1.32 $1.41* $1.51* $1.61*

*Proposed rates do not include future potential pass-through increases in energy costs from SDG&E which the District
will consider authorizing via the pass-through ordinance at the public hearing. The pass-through ordinance will
authorize the District to pass through to all appropriate water customers future increases in the cost of energy supplied
by SDG&E related to pumping costs. The ordinance will authorize increasing the dollar amount of the pumping
charges equal to the dollar amount of the increase in the suppliers’ rates and the cost of energy supplied by SDG&E
beginning July 1, 2020 and terminating on July 1, 2024, provided that no such increase shall exceed the cost of
providing the applicable service. The total pass through impact on any given retail rate over a rolling three-year period
shall not exceed a 35% increase. Pass-through increases are needed in order to maintain the safety and reliability of
the District’s water system and to avoid deficits and depletion of financial reserves from rising costs which are outside
the control of the District. Pass-through amounts could be added (in addition) to the figures shown above, starting on
the July 1, 2020 effective date.

The proposed untreated water pumping rates as calculated from the 2019 RFC Report, the October
2019 RMWD Pumping Report, and confirmed in the 2019 RFC Review, will not exceed the cost
of providing water pumping services to District customers. Untreated water pumping rates and
charges are only used by the District to provide ongoing untreated water service to District
customers, in proportion to the costs necessary to provide water service to each customer. If
adopted, the proposed untreated water pumping rate increases would go into effect on July 1, 2020
for Year 1, and on each July 1 from 2021through 2023 for Years 2-4.
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PROTESTS

At the public hearing, the Board of Directors will consider objections and protests to the
proposed rates for untreated water pumping services. Any property owner or any tenant
directly responsible for the payment of such rates may submit a written protest to the proposed
increases to the rates; provided, however, that only one protest will be counted per identified
parcel. Each written protest must: (1) state that the identified property owner or tenant is
opposed to the proposed untreated water pumping rate increases; (2) provide the location of the
identified parcel (by assessor’s parcel number or street address) where the water service is
provided; and (3) include the name and signature of the property owner or tenant submitting
the protest. Protests may include any additional information or material for the District to
consider.

Written protests may be submitted by mail or in person to the Ramona Municipal Water District,
105 Earlham Street, Ramona, California 92065, or at the public hearing on April 14, 2020, so
long as they are received prior to the close of the public hearing on untreated water pumping
services, which will occur when public testimony on the proposed rate increases is concluded.
Protests submitted via e-mail or other electronic means will not be accepted. Please identify on
the front of the envelope for any protest, whether mailed or submitted in person to the District,
that the enclosed protest is for the public hearing on the Proposed Increases in Rates for
Untreated Water Pumping. If you challenge the matter in court, you may be limited to raising
those issues regarding the manner, method, costs or other matters concerning the basis of the
rates which you or someone else raised at the public hearing described in this Notice or in written
correspondence delivered to the District at, or prior to, the public hearing.

The District’s Board of Directors will hear and consider all properly presented written protests
to the proposed rate increases at the public hearing. Oral comments at the public hearing will
not qualify as formal protests unless accompanied by a written protest. Upon the conclusion of
the public hearing, the Board of Directors will consider adoption of the proposed rate increases.
If written protests against the proposed rates are not presented by a majority of the property
owners or customers of the identified parcels upon which the rates are proposed to be imposed,
the Board of Directors will be authorized to adopt the proposed rate increases. The District
remains committed to operating efficiently and plans to only increase water rates as needed to fund
the costs of providing safe and reliable services to its customers.

If you wish to receive a copy of the 2019 RFC Report (Water), October 2019 RMWD Pumping
Report, 2019 RFC Review, or the Dudek capital improvement plan (Facilities Plan) please send
your request to the address below. As noted above, the public hearing is scheduled for 2:00 p.m.
on April 14, 2020 at the Ramona Community Center, 434 Aqua Lane, Ramona, California 92065.

Thank you,

Ramona Municipal Water District

105 Earlham Street

Ramona, CA 92065-1599

Attn: Public Hearings — 2020 Untreated Water Pumping Rates
(760) 788-2203
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