\ City of Ukiah
City Council

Special Meeting
AGENDA

Civic Center Council Chamber ¢ 300 Seminary Avenue ¢ Ukiah, CA 95482
Please join the meeting from your computer, tablet or smartphone.
https://global.gotomeeting.com/join/779694653

You can also dial in using your phone.
United States: +1 (669) 224-3412

Access Code: 779-694-653
April 22, 2020 - 4:00 PM

ROLL CALL AND PLEDGE OF ALLEGIANCE

AUDIENCE COMMENTS ON NON-AGENDA ITEMS

The City Council welcomes input from the audience. If there is a matter of business on the agenda that you are interested in,
you may address the Council when this matter is considered. If you wish to speak on a matter that is not on this agenda, you
may do so at this time. In order for everyone to be heard, please limit your comments to three (3) minutes per person and not
more than ten (10) minutes per subject. The Brown Act regulations do not allow action to be taken on audience comments in
which the subject is not listed on the agenda.

UNFINISHED BUSINESS

3.a. Receive Status Report and Consider Any Action or Direction Related to the Novel Coronavirus
(COVID-19) Emergency Including Operational Preparedness and Response; Continuity of City
Operations and Services; Community and Business Impacts; and Any Other Related Matters.
Recommended Action: The City Council will receive a status report and consider any action or
direction related to the Novel Coronavirus (COVID-19) Emergency including operational
preparedness and response; continuity of City operations and services; community and business
impacts; and any other related matters.

Attachments: None
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3.b.  Consideration of Wastewater Rate Adjustment Deferment Due to Covid-19 Emergency.

Recommended Action: Consider deferral of scheduled wastewater rate adjustment to October 1,
2020 due to the Covid-19 emergency and direct staff to notice wastewater ratepayers pursuant to
the requirements of Prop 218 and City Code, including scheduling the required protest hearing
for June 17, 2020.

Attachments:

1 2020 Joint Sewer Rate Study, Presentation, March 11, 2020
2. 2020 Joint Sewer Rate Study, Administrative Draft March 4 2020
3 L.Prop218 Wastewater Rates_April 2020

4, City Prop 218 Notice 3-17-20 v3, deferred version

4. NEW BUSINESS

5. CLOSED SESSION - CLOSED SESSION MAY BE HELD AT ANY TIME DURING THE MEETING

5.a. Conference with Legal Counsel—Anticipated Litigation
(Government Code Section 54956.9(d))
A. Initiation of litigation pursuant to paragraph (4) of subdivision (d) of Government Code
Section 54956.9: (Number of potential cases: 1.)
B. Significant exposure to litigation pursuant to paragraph (2) or (3) of subdivision (d) of Section
54956.9: (Number of potential cases: 1)
Recommended Action: Confer in Closed Session

Attachments: None

5.b. Conference with Legal Counsel—Anticipated Litigation
(Government Code Section 54956.9(d))Significant exposure to litigation pursuant to
Government Code Section 54956.9(d)(2) (Number of potential cases: 2)

Recommended Action: Confer in Closed Session

Attachments: None

5.c. Conference with Legal Counsel — Existing Litigation
(Government Code Section 54956.9(d)(1))
Name of case: Vichy Springs Resort v. City of Ukiah, Et Al; Case No. SCUK-CVPT-2018-70200
Recommended Action: Confer in Closed Session

Attachments: None
5.d. Conference with Legal Counsel — Existing Litigation
(Cal. Gov’'t Code Section 54956.9(d)(1))

Name of case: City of Ukiah v. Questex, LTD, et al, Mendocino County Superior Court, Case
No. SCUK- CVPT-15-66036

Recommended Action: Confer in Closed Session

Attachments: None
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5.e.  Conference with Real Property Negotiators
(Cal. Gov’'t Code Section 54956.8)
Property: APN Nos: 002-192-14-00 (280 E. Standley)
Negotiator: Sage Sangiacomo, City Manager;
Negotiating Parties: Onetogether Solutions
Under Negotiation: Price & Terms of Payment
Recommended Action: Confer in Closed Session

Attachments: None
5.f. Conference with Labor Negotiator (54957.6)
Agency Representative: Sage Sangiacomo, City Manager

Employee Organizations: All Bargaining Units
Recommended Action: Confer in Closed Session

Attachments: None

6. ADJOURNMENT

Please be advised that the City needs to be notified 72 hours in advance of a meeting if any specific
accommodations or interpreter services are needed in order for you to attend. The City complies with
ADA requirements and will attempt to reasonably accommodate individuals with disabilities upon
request. Materials related to an item on this Agenda submitted to the City Council after distribution of
the agenda packet are available for public inspection at the front counter at the Ukiah Civic Center,
300 Seminary Avenue, Ukiah, CA 95482, during normal business hours, Monday through Friday,
8:00 am to 5:00 pm.

| hereby certify under penalty of perjury under the laws of the State of California that the foregoing
agenda was posted on the bulletin board at the main entrance of the City of Ukiah City Hall, located
at 300 Seminary Avenue, Ukiah, California, not less than 24 hours prior to the meeting set forth on
this agenda.

Kristine Lawler
Dated: April 20, 2020
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Agenda Item No: 3.a.
MEETING DATE/TIME: 4/22/2020
ITEM NO: 2020-352

_ City of Ukiah AGENDA SUMMARY REPORT

SUBJECT: Receive Status Report and Consider Any Action or Direction Related to the Novel Coronavirus
(COVID-19) Emergency Including Operational Preparedness and Response; Continuity of City Operations
and Services; Community and Business Impacts; and Any Other Related Matters.

DEPARTMENT: City Manager/ PREPARED BY: Taml. E?artolomeu Community Services
Admin Administrator
PRESENTER: Sage Sangiacomo, City Manager.
ATTACHMENTS:
None

Summary: The City Council will receive a status report and consider any action or direction related to the
Novel Coronavirus (COVID-19) Emergency including operational preparedness and response; continuity of
City operations and services; community and business impacts; and any other related matters.

Background: On March 4, 2020, California Governor Gavin Newsom declared a State of Emergency in
California.

The County of Mendocino declared a State of Emergency related to the COVID-19 on March 4, 2020.

On March 17, 2020, the City Manager acting as the Director of Emergency Services declared the existence of
a local emergency.

On March 18, 2020, City Council approved a Resolution ratifying the proclamation declaring the existence of a
local emergency.

On March 18, 2020, the Mendocino County Public Health Officer announced the first confirmed case of
COVID-19 and the issuance of a Shelter in Place order for Mendocino County.

On March 24, 2020, Mendocino County announced a second confirmed case of COVID-19.
On March 28, 2020, Mendocino County announced a third confirmed case of COVID-19.
On March 29, 2020, Mendocino County announced the fourth confirmed case of COVID-19.

On April 10, 2020, the Mendocino County Public Health Officer issued a third revised Shelter in Place order
that went into effect April 10, 2020, and will remain in place until May 10, 2020.

Discussion: As the coronavirus “COVID-19” continues to evolve, the City of Ukiah continues to monitor the
situation. The City is in continued contact with local and state agencies, as well as community partners,
hospitals, schools, and neighboring cities to ensure we have the most updated information pertaining to
COVID-19 and are coordinating efforts.
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Reports and/or information from the City of Ukiah's Emergency Operation Center (EOC) will include:

* Emergency Operation Center (EOC) Status
* COVID-19 Case Updates

* Public Information Officer

* Medical Services

* School/Education

* Public Safety (Police/Fire/EMS)

* Shelter in Place Monitoring and Compliance
* Community Service Groups

* Homeless Response

* Business Impacts/Services

* Public Infrastructure/Construction Status

* City Finance

* Recovery Efforts and Planning

* Other Related matters

Staff will provide a status report to City Council and will seek direction or action on operational preparedness
and response; continuity of City operations and services; community and business impacts; and any other
related matters.

Go to the City's website (www.cityofukiah.com) for direct access to information related to the Novel
Coronavirus (COVID-19) emergency including local updates, City Services, Community/Resident Information,
and Business Resources.

Recommended Action: The City Council will receive a status report and consider any action or direction
related to the Novel Coronavirus (COVID-19) Emergency including operational preparedness and response;
continuity of City operations and services; community and business impacts; and any other related matters.
BUDGET AMENDMENT REQUIRED: N/A

CURRENT BUDGET AMOUNT: N/A

PROPOSED BUDGET AMOUNT: N/A

FINANCING SOURCE: N/A

PREVIOUS CONTRACT/PURCHASE ORDER NO.: N/A

COORDINATED WITH: Sage Sangiacomo, City Manager

Approved:
& Safgigeomo, City Manager

Page 2 of 2

Page 5 of 80



Agenda Item No: 3.b.
MEETING DATE/TIME: 4/22/2020
ITEM NO: 2020-374

City of Ukiah o GENDA SUMMARY REPORT

SUBJECT: Consideration of Wastewater Rate Adjustment Deferment Due to Covid-19 Emergency.

DEPARTMENT: Finance PREPARED BY: Dan Buffalo, Finance Director
PRESENTER:

ATTACHMENTS:

1. 2020 Joint Sewer Rate Study, Presentation, March 11, 2020

2. 2020 Joint Sewer Rate Study, Administrative Draft March 4 2020
3. L.Prop218 Wastewater Rates_April 2020

4. City Prop 218 Notice 3-17-20 v3, deferred version

Summary: On March 11, 2020, the City Council directed staff to initiate a Proposition 218 (1996) (Prop 218)
process to potentially adjust wastewater rates effective July 1, 2020. The adjustments involve structural
changes to the rates to ensure equity between customers; therefore the actual changes to individual sewer
bills in the first year will vary with some increasing and some decreasing.

The City of Ukiah understands that many of our customers are facing significant hardships due to the COVID-
19 emergency. Therefore, this rate adjustment is proposed to not go into effect until October 1, 2020 to
balance the impacts and benefits between customers.

Background: Council received a presentation (Attachment 1) and report (Attachment 2) prepared by the
Reed Group and Hildebrand Consulting (Rate Consultants) on the City's wastewater rates, in which the
recommendation was to adjust rates across all classes. The consultant, in coordination with City staff,
recommended the adjustment take effect July 1, 2020. The Council directed staff to initiate the Prop 218
process to notify wastewater ratepayers of the potential rate adjustment. A protest hearing, required under
Prop 218, was tentatively scheduled for June 17, 2020.

Discussion: The extent of the economic, financial, budgetary, and operational effects of the current Covid-19
incident on the City government and community is still unknown but generally estimated to be detrimental.
The impact to City wastewater ratepayers could be significant. As a result, staff recommends the Council
consider a deferral of the rate structure adjustment.

Deferment of the wastewater rate adjustment to October 1, 2020, may cost the City's wastewater utility an
estimated $65,000 in lost revenue. This would be in addition to any realized commercial revenue losses to the
utility due to business closures or other local economic impacts.

As a corollary, the proposed wastewater rate adjustment is expected to lower the average monthly sewer bill
for many residential customers. Therefore, deferment of the rate adjustment to October 1, 2020 may result in
a deferment of reduced sewer bills to those customers. Prop 218 does not allow for a partial implementation
of a rate adjustment.

Attached is a cover letter staff prepared (Attachment 3) to accompany the Prop 218 required notice to
wastewater ratepayers (Attachment 4) explaining the proposed deferral and reasons for it. Staff recommends
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completion of the Prop 218 process as originally scheduled with a protest hearing on June 17, 2020. Staff
recommends wastewater rates to be adjusted October 1, 2020 instead of July 1, 2020.

Recommended Action: Consider deferral of scheduled wastewater rate adjustment to October 1, 2020 due
to the Covid-19 emergency and direct staff to notice wastewater ratepayers pursuant to the requirements of
Prop 218 and City Code, including scheduling the required protest hearing for June 17, 2020.

BUDGET AMENDMENT REQUIRED: N/A

CURRENT BUDGET AMOUNT: N/A

PROPOSED BUDGET AMOUNT: N/A

FINANCING SOURCE: N/A

PREVIOUS CONTRACT/PURCHASE ORDER NO.: N/A

COORDINATED WITH: Sean White, Water Resources Director; City Manager's Office

Approved:
& Sangigeomao, City Manager
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Ukiah Joint Sewer Rate Study Attachment 1

March 11, 2020

/ /a : - M\\\
[ | City of Ukiah

Joint Sewer Rate Study
Draft Findings and Recommendations

March 11, 2020

CONSULTING

B

HILDEBRAND THE REED GROUP, INC.

AGENDA

. Study Overview & Scope
. Operating Agreement Requirements
. Proposed Operating Cost Allocation

. Financial Plan Results

. Cost of Service & Rate Design

. Next Steps

Presentation to Board and Council

1
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Ukiah Joint Sewer Rate Study Attachment 1 March 11, 2020

Study Overview

Allocate operating costs between the City and
. the District based on the terms of the Operating
Cost Allocation Agreement, available data, and industry best
practices

Compare the revenues of the utilities to their

Revenve Req virements expenses in the multi-year financial plans to
determine the overall level of annual rate adjustments

. Equitably allocate the FY 20-21 revenue
Cost-of-Service requirements between the various customer
classes of each utility

. Design rates to recover the revenue
Rate DeS|gn requirement from each customer class and
meets other rate design goals and objectives

IGI I«I

Cost Allocation
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Ukiah Joint Sewer Rate Study Attachment 1 March 11, 2020

Operating Agreement (“OA”) Highlights

v Treatment & collection costs are apportioned between the City and the District
primarily based on each party’s proportionate water consumption and relative
strength of sewage.*

v'The OA characterized 3 functions: (1) biling/collection, disbursement, and
accounting of funds (2) O&M of collection system; and (3) O&M of the CWWTP.

* Sewer flow and strength is measured in this Study with “Equivalent Sewer Service Strength

Units” (ESSSUs), which are similar but not identical to the ESSUs cited in the Operating Agreement 5
5
Operating Agreement Cost Allocation Principles
» With the exception of utility billing costs, the allocatfion of O&M costs is based in proportionate share of
Equivalent Sanitary Sewer Units (ESSSUs) determined based on winter water consumpftion (Jan — March)
and relative strength of sewage for each customer class.
v' The ratio of the sum is used to establish each party’s proportionate use of the CWWTP for purpose of allocating
combined budgeted costs
» Capital costs are generally allocated in the same manner as O&M for projects that benefit both parties
v' That being said, each project is negotiated individually
» Cost allocations:
v Operating Costs: 53% City : 47% District : default allocation (re-calculated by study, see Slide 8)
v Existing Debt:
v Initial default allocation per Operating Agreement: 52% City : 48% District
v Going forward, allocation calculated based on
v Capacity portion (25.8% of debt) 35% City : 65% District
v Upgrade/Rehabilitation portion (74.2% of debt) based on “ESSSU split” (recalculated every year)
v'New Debt: ESSSU split or otherwise negotiated 3
6
Presentation to Board and Council 3
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Ukiah Joint Sewer Rate Study

Attachment 1

March 11, 2020

Cost Allocation Highlights

v ESSSUs measured based on:

» Residential: Number of residential dwelling units

v'Water usage data taken from City of Ukiah, Millview, Willows and Rogina water billing
records from Winter of 2019.

* Material difference in water usage patterns found (see next slide)

« Commercial: Sewer strength (low, moderate, medium, and high categories) and winter
water usage relative to average residential customers

» Current difference in commercial strength profile between the two agencies is very small

STRENGTH FACTORS (mg/I)

Cost Allocation Metrics

BOD* TSS*
Residential 175 175
Commercial Low Strength 175 175
Comercial Moderate Strength 200 200
Commercial Medium Strength 500 500
Commercial High Strength 800 600

* Based on existing ordinance assumptions and SWRCB guidelines

SUMMARY OF METRICS

Accounts
Count Percent
District 2,775 43.7%
City 3,582 56.3%
Total: 6,357

(Default allocation in OA is 47% District : 53% City)

* ESSSU percentages are projected to change over time based on forecasted growth.

Monthly Indoor Water
Usage

HCF Percent
36,745 51.8%
34,132 48.2%

70,877

ESSSUs™

Count  Percent
6,544 / 50.16%

6,503\ 49.84%

13,047

8

Presentation to Board and Council

4
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Ukiah Joint Sewer Rate Study Attachment 1 March 11, 2020

Financial Plans

9
Financial Reserves
DISTRICT BEGINNING BALANCE CITY BEGINNING BALANGE
July 1, 2019 July 1, 2019
Cash and investments $10,327,000* Cash and investments $4,689,000 **
Restricted Cash 50 Restricted Cash (Fund 843)  $1,884,000
Total: $10,327,000 Total: $6,573,000
* This includes the $4M from the settlement liability ** This does not include the $4M settlement liability
10
10

Presentation to Board and Council

5
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Ukiah Joint Sewer Rate Study Attachment 1 March 11, 2020

Revenues - FY2019/20 Budget
District City

Sewer Service Charge Revenue $5,163,000 Sewer Service Charge Revenue $5,033,000
Other Income $50,000
Other Operating Revenue $3,000 Other Income $4,000
Interest Earnings $105,000 Other Operating Revenue $19,000
Property Tax $57,000 Interest Earnings $24,000
Special Tax $78,000 Connection Fees $51,000
Connection Fees $1,004,000

Total:  $5,131,000
Total:  $6,460,000

Connection Fees

Connection Fees Other Income
$1,004,000 $47,000 $51,000
15.5% 0.9% 1.0%
Other Income
$293,000
4.5%\
Sewer Service Charge Sewer Service Charge
Revenue Revenue
$5,163,000 $5,033,000
79.9% 98.1%
11
11
O ting Budget
peraiing buagert - Fy2019/20 Budget
° ° H
District City
Salaries and Benefits $1,153,000 Salaries and Benefits $1,136,000
Professional Services $517,000 Professional Services $476,000
Operating Supplies $145,000 Operating Supplies $144,000
Utilities and Chemicals $317,000 Utilities and Chemicals $315,000
Administrative $185,000 Administrative $181,000
Training $25,000 Training $25,000
Billing $79,000 Billing $97,000
Legal Fees $315,000 Legal Fees $41,000
Internal Allocation $206,000 Internal Allocation $205,000
Miscellaneous $60,000 Miscellaneous $59,000
Existing Debt Service $2,536,000 Existing Debt Service $2,341,000"
Operating Budget & Debt: $5,538,000 Operating Budget: $5,020,000
Salaries & .
Benefits Servl:e's&
Salaries Capital $1,136,000 Supplies
s s £ LY
21.5% $2,233,000 -
30.8%
. Adminstrative &
Services & - Overhead
Supplies $608,000
11.9% 8.4%
\_ Utilities & Chemicals
$315,000
43%
Utilities & Adminstrative & Extsting Debt serviLe
Chamicals Oveitiesd 52?2;;:‘” * The debt payment for this year was recently 12
5.6% 16.9% reduced to $623k as part of the refinancing terms
12
Presentation to Board and Council 6
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Ukiah Joint Sewer Rate Study

Attachment 1

March 11, 2020

Debt Service

2006 ABAG Water and Wastewater Revenue Bond
v Previous debt service, allocated 52:48 by Operating Agreement

v’ District: $2,533,000 in FY2020; City: $2,338,000 in FY2020
v' Refinanced debt service, allocated 54:46 by rate study
v’ District: $2,007,000 in FY2021; City: $1,995,000 in FY2021
v' Split will change annually going forward (per Operating Agreement)

Debt Service Coverage Ratio
v' 2006 Financing Agreement requires both the City and District to maintain coverage ratio of 1.20
v" Rating agencies look favorably on utilities that maintain a coverage ratio above 1.50

Settlement Agreement Payment Loan (City)

v' The entire $4M Settlement Agreement has been paid: $1 milion with cash reserves, another $1.4 million
with proceeds from the refinanced bond, and the remaining $1.6 million was funded with an infemal
loan (10-year term at an interest rate of 2.0%, with annual payments of $178,000

13
13
L] L]
Cq pltql Spendlng (all project costs split except for the two indicated)
District City
$3
$3  Downtown Streetscape
Dora Street
» $2 $2 /
c w
] c
= 2
S =
$1 2 g /
S DD H® DD D N
@"9@""\.\9@.\9’9@"“@@'\3’@‘9 ,@'\?.@"3.\9@&"\ NN
14
14

Presentation to Board and Council
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Ukiah Joint Sewer Rate Study Attachment 1

March 11, 2020

Reserve Targets

Formal reserve policies are the industry standard for protecting utilities against unforeseen
circumstances.

for affordable delbt.

Recommended Policies:

Operating Reserve

* Maintain a minimum of at least 6 months of operating budget in the event of unexpected
changes to cash flow or operating costs

(Approximately $1.5 million for the District and $1.3 million for the City)

Emergency & Capital Improvement Reserve

* Maintain a minimum of 1 year of average annual capital spending to meet the cash flow
requirements of capital spending (about $650 thousand for both the District and City)

Such policies are also beneficial for achieving a positive bond rating, which will help qualify the City

15
15
District Financial Forecast
8 = Non-Rate Revenue = Existing Rate Revenue B Additional Rate Revenue
B Operating Expenses 11 Debt B Cash Capital
8 _
£ 56 =
o
>
|
o =
c @/
(5]
3
X $2
<
2
$0
FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY2027 FY2028 FY2029 FY2030 FY 2031
$12
$10
£ :: ——Ending Fund Balance
ER ---Target Reserves
o R T
$0
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2028 FY 2027 FY 2028 FY 2029 FY 2030 FY 2031
Rate Revenue Increases: 0.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 2.0% 1.0%
Debt Coverage Ratio: 1.47 1.48 1.48 1.49 1.50 1.50 1.50 1.50 1.50 1.53 1.53 ‘l 6

16

Presentation to Board and Council
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Ukiah Joint Sewer Rate Study Attachment 1 March 11, 2020

City Financial Forecast

$10 = Non-Rate Revenue = Existing Rate Revenue ® Additional Rate Revenue
m Operating Expenses 11 Debt m Cash Capital

$8

— $6
=
£

$4

$2

Total Revenue / Expenses

xpenses

E

$0
FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY2027 FY2028 FY2029 FY2030 FY2031

:ig — Ending Fund Balance
$8 - --Target Reserves

$6

4

7 T S S 1 e e T
$0

MILLIONS

FY2020 FY2021 FY2022 FY2023 FY2024 FY2025 FY2026 FY2027 (FY2028 FY2029 FY2030 FY2031
Rate Revenue Increases: 5.0% 2.0% 2.0% 1.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% .I
Debt Coverage Ratio: 3.93 1.25 1.27 1.30 1.30 1.29 132 134 137 1.39 1.42 1.54 7

Cost of Service
&
Rate Design
Presentation to Board and Council 9
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Ukiah Joint Sewer Rate Study

Attachment 1

March 11, 2020

Current District Rates

v Residential
» Usage rates @ $6.60 per HCF
» Monthly Service charge of $53.47 per
dwelling unit
+ Monthly Service charge includes
allowance of 3.4 HCF per dwelling unit

v Commercial

+ 4 classes based on sewage strength
* Class 1-$9.69
» Class 2-$%$10.36
» Class 3-$%$18.32
« Class 4 - $23.60
* Minimum charge of $53.47

Miscellaneous:

Current City Rates

v'Residential
* Usage rates @ $2.45 per HCF
* Monthly Service charge of $62.44 per
dwelling unit

v Commercial

* 4 classes based on sewage strength
e Class 1-$9.80
e Class2-$%$10.47
e Class 3-$%$18.52
e Class 4 - $23.85
* Minimum charge of $62.44

1) Accounts with negotiated special rates (recommend creating administrative record to demonstrate cost of service)
2) City bills Mobile Homes as Commercial 1 (recommend treating as residential)

3) City should continue to review that commercial customers are correctly classified 19
19

Rate Design Recommendations

1. Cost allocation methodology and rate structures will be the same for the City and
District
v The dollar amount of the rates will differ due to the differences in revenue requirements

2. Retain current customers classes (one Residential class & four Commercial classes)

3. Apply a fixed Monthly Service Charge to all customers
v Residential pays per dwelling unit
v Commercial pays based on previous winter water usage

4. Eliminate the District’s residential water usage “allowance™

5. Measure winter water usage based on monthly average for January, February and
March (City previously only used one month)

6. Recalculate strength multiplier for commercial customers

20

20

Presentation to Board and Council
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Ukiah Joint Sewer Rate Study

Attachment 1 March 11, 2020

Sewer Customer Account Data and Estimated Wastewater Flows and Loadings

Annual
Indoor Estimated
No. of No.of No. of Water Annual BOD Annual S§S Annual
Accts. ESSFUs ESSSUs Usage Wastewater Strength BOD  Strength ss
Customer Class (1) (1) (1) (2) Flow (3) Loading [©)] Loading
hcf MG mg/I| Ibs mg/l Ibs
ah Valley Sewer District * ESSFUs = equivalent sewer service
Residential flow units, equal to the
Single Family 2291 2291 2,291 185,741 138.93 175 202,775 175 202,775 sewage flows from a typical
Multi-Family 162 1,289 1,289 68,511 51.25 175 74,794 175 74,794 residential dwelling unit
Mobile Homes 1 620 620 49,141 36.76 175 53,648 175 53,648
Commercial
Low Strength 267 1,410 1,410 89,401 66.87 175 97,599 175 97,599 % _ . .
Moderate Strength 18 433 453 28,149 21.06 200 35120 200 35120 ESSSUs = equivalent sewer service
Medium Strength 5 52 82 6,015 4.50 500 18,762 500 18,762 strength units, similar fo an
High Strength 21 205 399 13,983 10.46 800 69,783 600 52,338 ESSSU but also considering
District Totals: 2,775 6,301 6,544 440,941 329.82 552,482 535,036 sewer sTrengfh
Residential
Single Family 2724 2724 2,724 184,342 137.89 175 201,248 175 201,248
Multi-Family 247 1,455 1,455 83,060 62.13 175 90,677 175 90,677
Mobile Homes 7 248 248 17,452 13.05 175 19,052 175 19,052
Commercial
Low Strength 545 1,464 1,464 99,345 74.31 175 108,455 175 108,455
Moderate Strength 14 104 109 7,122 5.33 200 8,886 200 8,886
Medium Strength 9 51 81 3,464 2.59 500 10,805 500 10,805
High Strength 36 217 423 14,800 11.07 800 73,862 600 55,396
City Totals: 3,582 6,263 6,503 409,585 306.37 512,985 494,520
Footnotes:
(1) From the utility billing system for FY 19-20.
(2) Water usage data from average winter usage from 2019 (January through March) 21
(3) Based on existing ordinance assumptions and SWRCB guidelines.
Determination of Rates
Annual Total Total
Indoor Monthly Fixed Total Usage Annual
Water  BOD ss Fixed Usage Rates  Charge Charge Rate
Customer Class ESSFUs Use  Strength Strength Charges (1) R R R
hcf mg/l mg/l  $/dwelling unit $/hcf
Residential
Single Family 2,291 185,741 175 175 $45.86 $3.61 $1,260,886 $671,179  $1,932,065
Multi-Family 1,289 68,511 175 175 $45.86 $3.61 $709,420 $247,567 $956,987
Mobile Homes 620 49,141 175 175 $45.86 $3.61 $341,226 $177,573 $518,799)
Commercial
Low Strength 1,410 89,401 175 175 $45.86 $3.61 $776,270 $323,051  $1,099,321
Moderate Strength 433 28,149 200 200 $45.86 $3.94 $238,366 $110,902 $349,268|
Medium Strength 52 6,015 500 500 $45.86 $7.86 $28,549 $47,255 $75,804
High Strength 205 13,983 800 600 $45.86 $10.45 $112,861 $146,065 $258,926
Totals: 6,301 440,941 $3,467,578 $1,723,592  $5,191,171
Residential
Single Family 2,724 184,342 175 175 $49.32 $3.58 $1,612,040 $659,304 $2,271,343
Multi-Family 1,455 83,060 175 175 $49.32 $3.58 $861,056 $297,066 $1,158,122
Mobile Homes 248 17,452 175 175 $49.32 $3.58 $146,764 $62,417 $209,182
Commercial
Low Strength 1,464 99,345 175 175 $49.32 $3.58 $866,212 $355,308 $1,221,521
Moderate Strength 104 7,122 200 200 $49.32 $3.90 $61,482 $27,775 $89,257|
Medium Strength 51 3,464 500 500 $49.32 $7.78 $30,064 $26,950 $57,014
High Strength 217 14,800 800 600 $49.32 $10.34 $128,622 $153,075 $281,698|
Totals: 6,263 409,585 $3,706,241 $1,581,895  $5,288,135)
Footnotes: 22
(1) The usage rate agelies to 2019 winter water usage the average ofJanua[zlhrcuEh March).

22

Presentation to Board and Council

11
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Year 1 Rate Comparison

Current Proposed

Monthly Service Charge*: $53.47 $45.86
Usage Rate:

Residential: $6.60 $3.61

Commercial 1: $9.69 $3.61

Commercial 2: $10.36 $3.94

Commercial 3: $18.32 $7.86

Commercial 4: $23.60 $10.45

Current Proposed

City
Monthly Service Charge*:  $62.44 $49.32
Usage Rate:
Residential: $2.45 $3.58
Commercial 1: $9.80 $3.58
Commercial 2:  $10.47 $3.90
Commercial 3:  $18.52 $7.78
Commercial 41 $23.85 $10.34

* Service Charge is per dwelling unit for residential and per ESSFU for commercial
accounts (with a minimum charge of 1 ESSFU).

Bill Impact

Customer Current Proposed Change

Single Family w/ 3 HCF (low): $50.83 $56.70 $5.87 11.6%
Single Family w/ 6 HCF (average): $70.63 $67.54 -$3.09 -4.4%
Single Family w/ 12 HCF (high): $110.23 $89.23 $21.00  -19.1%
Commercial 1w/ 15 HCF (average): $145.35 $175.27 $29.92 20.6%
Commercial 1 w/ 42 HCF (average): $435.12 $504.47 $69.35 15.9%
Commercial 1w/ 32 HCF (average): $586.24 $509.68 -$76.56 -13.1%
Commercial 1w/ 34 HCF (average): $802.40 $629.59 -$172.81  -21.5%

Customer Current Proposed Change
Single Family w/ 3 HCF (low): $61.46 $60.05 -$1.41 -2.3%
Single Family w/ 6 HCF (average): $68.81 $70.78 $1.97 2.9%
Single Family w/ 12 HCF (high): $83.51 $92.23 $8.72 10.4%
Commercial 1 w/ 15 HCF (average): $146.96 $183.83 $36.88 25.1%
Commercial 1 w/ 42 HCF (average): $439.74 $528.31 $88.57 20.1%
Commercial 1w/ 32 HCF (average): $592.64 $526.68 -$65.96 -11.1%
Commercial 1 w/ 34 HCF (average): $810.90 $646.74 -$164.16  -20.2%
23

23

Next Steps

1. Direct staff to send Prop 218 Notices

» Separate notices for District and City

2. Receive final comments and finalize report

3. Hold Public Hearings to adopt sewer rates

» Separate hearings by District Board and City Council

4. Implement new sewer rates on July 1, 2020

24

24

Presentation to Board and Council

March 11, 2020

12
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THE REED GRouP, INC.

March 4, 2020

Mr. David Redding Mr. Sage Sangiacomo
District Manager City Manager

Ukiah Valley Sanitation District City of Ukiah

151 Laws Ave 300 Seminary Ave.
Ukiah, CA 95482 Ukiah, CA 95482

Re: DRAFT 2020 Joint Sewer Rate Study

Dear Mr. Buffalo and Mr. Redding,

Hildebrand Consulting and the Reed Group are pleased to present this DRAFT 2020
Joint Sewer Rate Study (Study) performed for the City of Ukiah (City) and Ukiah Valley
Sanitation District (District). We appreciate the fine assistance provided by you and all
of the members of the City and District staff who participated in the Study.

If you or others at the City or District have any questions, please do not hesitate to
contact me at:

mhildebrand@hildco.com
(510) 316-0621

We appreciate the opportunity to be of service to the City and/or District and look
forward to the possibility of doing so again in the near future.

Sincerely,

Mark Hildebrand Robert Reed
Hildebrand Consulting, LLC The Reed Group, Inc.
Enclosure

Page 21 of 80



Attachment 2
Ukiah 2020 Joint Sewer Rate Study Rate Design and Schedules

Executive Summary

Hildebrand Consulting, LLC and The Reed Group, Inc. (collectively “Consultant”) were
retained by the City of Ukiah (City) and the Ukiah Valley Sanitation District (District) to
conduct a Joint Sewer Rate Study (Study).

STUDY

The City and District recently entered into a new Operating Agreement® which specifies
how sewer collection and treatment services will be provided within the respective
service areas and how costs will be fairly shared and distributed. The purpose of this
“joint” sewer rate study is to develop new (and separate) sewer rates schedules
appropriate for both the City and the District, which will be based on a consistent

methodology and approach and aligned with the new Operating Agreement.
SCOPE & METHODOLOGY

The scope of this Study was to prepare multi-year financial plans, develop a consistent
cost-of-service analyses, review the existing rate structures, and propose 5-year rate
schedules for both the City and District. This Study applied methodologies that are
aligned with industry standard practices for rate setting as promulgated by the Water
Environment Federation (WEF) and all applicable law, including California Constitution

Article XIll D, Section 6(b), commonly known as Proposition 218.

! Operating Agreement for the Combined Sewer System Serving the Ukiah Valley Sanitation District and
the City of Ukiah
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OPERATING AGREEMENT BACKGROUND

The 2018 Operating Agreement between the City and the District includes a number of
conditions that guide the approach to this Study. For example, the Operating
Agreement specifies that budgeted operating costs are to be allocated to each party
based on their proportionate use of the WWTP. For the purpose of performing this
allocation of costs between the District and City, this Study defines an Equivalent Sewer
Service Strength Unit (ESSSU) as the average winter water usage of a residential
dwelling unit at residential strength. This term is not to be confused with the term
“ESSU” (equivalent sewer service unit), which was established by the Operating
Agreement for the purpose of defining the number Capacity Project units used by each

utility.
FINANCIAL PLANS

Financial plans were developed for both utilities, which provide a finance strategy that
will enable both utilities to meet revenue requirements and financial performance
objectives throughout the planning period while striving to minimize rate increases.

Sewer Utility Operating Budget and Funds
Revenue

Rate revenue is the revenue generated from customers for sewer service. The City
collects all rate revenue from both City and District customers. Rate revenue received
from District customers is allocated to the District and rate revenue received from City
customers is allocated to the City. Rate revenue for both utilities is collected through a
fixed “Base” charge and a variable “Usage” charge, although the rate structures
between the City and the District are slightly different. This Study’s financial plans
propose annual rate revenue adjustments that will meet the City and District’s

respective revenue requirements.
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Operating and Maintenance Expenses

The combined operating and maintenance expenses include all ongoing collection,
treatment, disposal, and administrative expenses. The ratio of ESSSUs between the City
and the District are used to establish each utility’s proportionate use of both the
collection system and the WWTP for the purpose of allocating most annual budgeted
operating costs. Most expenses are split based on the current ESSSU allocation (50.16%
District : 49.84% City), while billing expenses are split based on the proportion of
accounts (43.65% District : 52.35% City), and debt expenses are split as dictated by the
Operating Agreement in FY 2019/20 (48.0% District : 52.0%) and based on the findings
of this Study thereafter.

Debt Service

Section I1.D.2. of the Operating Agreement describes the prescribed methodology for
allocating the debt service costs associated with the 2006 Bond. As detailed in the full
report, this Study calculated a debt service allocation of 53.99% for the District and
46.01% for the City.

The City and District currently share responsibility for repayment of a 2006 Revenue
Bond. The allocation of the costs associated with the 2006 Bond is described in Section
2.4. A pivotal topic for these financial plans is the possibility of refinancing the 2006
Bond, which has the potential of significantly reducing debt service obligations for both
utilities. Based on projected debt service schedules provided by the City’s and District’s
respective financial advisors, the District’s annual debt service would decrease by
approximately $520 thousand and the City’s annual debt service would decrease by
over $144 thousand?.

2The change in the debt service for both entities is affected by the change in the allocation methodology.

In addition, the District plans to use cash reserves to pay down $2.5 million in outstanding principal and
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In the event that the bond is not refinanced, the rate revenue increases would need to
be materially larger than those recommended in this Study in order to meet the

financial obligations associated with the existing 2006 Bond.
Capital Improvement Program

For purposes of this Study, all planned capital projects were identified as either a shared

cost (subject to the allocation based on relative ESSSUs) or a City-only expense.
PROPOSED RATE REVENUE INCREASES

Based upon the financial data, assumptions, and reserve targets, this Study proposes a
5-year schedule of rate adjustments as detailed in the two tables below for the District
and for the City.

Recommended District Sewer Rate Recommended City Sewer Rate
Revenue Increases Revenue Increases
Proposed Rate i
Rate Adjustment Date Y Rate Adjustment Proposed Rate
Revenue Increase Date Revenue Increase
July 1, 2020 0.0% July 1, 2020 5.0%
July 1, 2021 1.0% July 1, 2021 2.0%
July 1, 2022 1.0% July 1, 2022 2.0%
July 1, 2023 1.0% July 1, 2023 1.0%
July 1, 2024 1.0% July 1, 2024 1.0%

the City will fund part of its Settlement Agreement costs with bond proceeds as well as defer some of the

debt service that was previously due in FY 2019/20.
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The above rate increases are directly contingent and dependent on the refinancing of
the 2006 Bond, consistent with the anticipated terms and debt repayment schedules

provided by the City and District’s financial advisors.
COST OF SERVICE

A cost-of-service analysis evaluates the cost of providing sewer service and
proportionately allocates those costs to customer classes and rate structure
components to ensure the proposed rate structure is (1) aligned with the costs of
providing sewer service (2) equitable among all ratepayers, and (3) complies with
Proposition 218. This Study employed well-established industry practices as
recognized by the WEF, AWWA, and other accepted industry standards. After analyzing
sewer system use characteristics for all customers within both service areas, unit costs
are applied to the equivalent sewer service flow units® (ESSFUs), annual sewer flows,
BOD loadings and SS loadings associated with each customer class to arrive at the
allocation of total costs to each customer class. The table below presents the allocation

of costs to each user class.

3 A measure of sewer utility service based on the estimated volume of wastewater from an average

residential dwelling

o
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Allocation of Costs to Users (District and City)

Service Charge Costs
No. of Water BOD SS Fixed Costs Variable Costs (1) Allocation
ESSFUs Usage Strength Strength  Customer Class Flow BOD SS of Total
(hcf) (mg/l) (mg/l) Costs
District
$550.360/ ESSFU | $1.33/ hcf  $1.03/1b  $1.060/ Ib
Residential
2,291 185,741 175 175 Single Family $1,260,886 $246,855 $208,759  $215,566 $1,932,065
1,289 68,511 175 175 Multi-Family $709,420 $91,063  $77,001 $79,512 $956,987
620 49,141 175 175 Mobile Homes $341,226 $65,310  $55,231 $57,032 $518,799
Commercial
1,410 89,401 175 175 Low Strength $776,270 $118,816 $100,480  $103,756 $1,099,321
433 28,149 200 200 Moderate Strength $238,366 $37,410  $36,157 $37,335 $349,268
52 6,015 500 500 Medium Strength $28,549 $7,994  $19,316 $19,945 $75,804
205 13,983 800 600 High Strength $112,861 $18,583  $71,843 $55,639 $258,926
6,301 440,941 Totals: $3,467,577 $586,022 $568,786  $568,786 $5,191,171
City
$591.79/ ESSFU | $1.31/ hcf $1.02/1b  $1.06/ Ib
Residential
2,724 184,342 175 175 Single Family $1,612,041 $242,068 $204,794  $212,441 $2,271,343
1,455 83,060 175 175 Multi-Family $861,057 $109,070  $92,275 $95,721 $1,158,122
248 17,452 175 175 Mobile Homes $146,764 $22,917  $19,388 $20,112 $209,182
Commercial
1,464 99,345 175 175 Low Strength $866,213 $130,454 $110,367  $114,488 $1,221,521
104 7,122 200 200 Moderate Strength $61,482 $9,352 $9,042 $9,380 $89,257
51 3,464 500 500 Medium Strength $30,064 $4,549  $10,995 $11,406 $57,014
217 14,800 800 600 High Strength $128,622 $19,434  $75,163 $58,477 $281,697
6,263 409,585 Totals: $3,706,243 $537,844 $522,025  $522,025 $5,288,135
Total Fixed: $7,173,820 Total Variable Costs:  $3,305,486
68.5% 31.5%
Footnotes:

(1) Unitcosts at the top of each column are multiplied by the wastewater flow, the BOD loading, or the SS loading for each customer class from Table 7.

RATE STRUCTURE RECOMMENDATIONS

The City and District currently have very similar rate structures with only a few minor
differences. With the concurrence of both District and City staff, this Study recommends
that the rate structures be modified to be identical (although the rates themselves will
be different to reflect the different financial needs and objectives of each respective
agency). The changes are not expected to be material for either party and having
identical rate structures will help the parties coordinate business and rate decisions in

the future.

All customers pay a fixed monthly Service Charge and a Usage Charge. Residential

customers will pay a Service Charge for each dwelling unit while Commercial customers
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will pay a Service Charge for each ESSFU. The Usage Charge for all customers is
determined by multiplying the account’s winter water usage by the respective Usage

Charge for the customer classification (which accounts for sewer strength).

The tables below presents the proposed Service Charges and Usage Rates for the next

5years.
District 5-Year Sewer Rate Schedule
July 1, 2020 July 1, 2021 July 1, 2022 July 1, 2023 July 1, 2024
Monthly Service Charge*: $45.86 $46.32 $46.78 $47.25 $47.72

Consumption Rate (per HCF):

Residential: $3.61 $3.65 $3.69 S3.73 S3.77
Commercial 1: $3.61 $3.65 $3.69 $3.73 $3.77
Commercial 2: $3.94 $3.98 $4.02 $4.06 $4.10
Commercial 3: $7.86 $7.93 $8.01 $8.09 $8.17
Commercial 4: $10.45 $10.55 $10.66 $10.77 $10.88

* Service Charge is per dwelling unit for residential and per ESSFU for commercial accounts (with a
minimum charge of 1 ESSFU).

City 5-Year Sewer Rate Schedule

July 1, 2020 July 1, 2021 July 1, 2022 July 1, 2023 July 1, 2024

Monthly Service Charge*: $49.32 $50.31 $51.32 $51.83 $52.35

Consumption Rate (per HCF):

Residential: $3.58 $3.65 $3.72 $3.76 $3.80
Commercial 1: S3.58 $3.65 S3.72 $3.76 $3.80
Commercial 2: $3.90 $3.98 $4.06 $4.10 $4.14
Commercial 3: $7.78 $7.94 $8.10 $8.18 $8.26
Commercial 4: $10.34 $10.55 $10.76 $10.87 $10.98

* Service Charge is per dwelling unit for residential and per ESSFU for commercial accounts (with a
minimum charge of 1 ESSFU).

CONCLUSION

This Study used methodologies that are aligned with industry standard practices for

rate setting as promulgated by WEF, AWWA and all applicable laws, including

o
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California’s Proposition 218. The proposed annual adjustments to the rates
proportionately assign costs to each customer class and customer based on service
demands and will allow the City and District to continue to provide reliable and

affordable sewer service to customers.

6 =
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List of Acronyms

List of Acronyms

AWWA  American Water Works Association

CIP capital improvement program

DCR debt service coverage ratio

ENR Engineering News Record (periodical)

ESSFU  Equivalent sewer service flow unit, a measure of sewer utility service based
on the estimated volume of wastewater from an average residential dwelling

ESSSU  Equivalent sewer service strength unit, a measure of sewer utility service
based on the estimated volume and strength of wastewater from an average
residential dwelling

ESSU Capacity Project equivalent sewer service unit, as defined and applied by the
Operating Agreement between the City and District in order to assign capacity
to a connection or reserved for a connection

FY fiscal year (which ends on June 30)

hcf hundred cubic feet (i.e. 748 gallons)

MG million gallons

WEF Water Environment Federation

WWTP  Wastewater treatment plant
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Section1l. INTRODUCTION

Hildebrand Consulting, LLC and The Reed Group, Inc. (collectively “Consultant”) were
retained by the City of Ukiah (City) and the Ukiah Valley Sanitation District (District) to
conduct a Joint Sewer Rate Study (Study). This report describes in detail the
assumptions, procedures, and results of the Study, including conclusions and

recommendations.

1.1 SEWERUTILITY BACKGROUNDS

Within the Ukiah Valley there are three agencies that provide wastewater treatment
services: (1) City of Ukiah, (2) Ukiah Valley Sanitation District, and (3) Calpella County
Water District. The City owns the collection system within a portion of its jurisdictional
boundaries and a wastewater treatment plant (WWTP). The District owns the collection
system within its jurisdictional boundaries, a part of which is within the City’s
boundaries, (known as the “overlap area”). The District and City have entered into
various agreements and amendments for the sharing of costs associated with the
operation, maintenance, and rehabilitation of the sewer collection system and the
WWTP, as well as administrative costs such as utility billing. At present the District does
not have operations staff of its own; it therefore contracts with the City of Ukiah for the
provision of wastewater services. The City has its own staff, equipment and facilities for

management and operations of wastewater services within the City’s jurisdiction.

Calpella County Water District owns and operates its collection system and treatment

plant and is not included as part of this Study.

6 K
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1.2 RATE STUDY BACKGROUND

The City and District recently entered into a new Operating Agreement* which specifies
how sewer collection and treatment services will be provided within the respective
service areas and how costs will be fairly shared and distributed. The purpose of this
“joint” sewer rate study is to develop new (and separate) sewer rates schedules
appropriate for both the City and the District, which will be based on a consistent
methodology and approach and aligned with the new Operating Agreement. The Study
has been performed with equal input from both the City and District, including direction
from the City and District staff, financial advisors, and lawyers provided during joint

meetings and group conference calls.

1.3 SCOPE & OBJECTIVES OF STUDY

The scope of this Study was to prepare multi-year financial plans, develop a consistent
cost-of-service analyses, review the existing rate structures, and propose 5-year rate

schedules for both the City and District. The primary objectives of this Study were to:

i.  Establish a transparent and repeatable methodology for allocating operating
and capital costs between the City and the District;

ii. Develop multi-year financial management plans for both the City and District
that integrate operational and capital project funding needs;

iii.  Identify future annual rate adjustments to sewer rates to help ensure adequate
revenues to meet the respective utilities’ ongoing service and financial
obligations;

4 Operating Agreement for the Combined Sewer System Serving the Ukiah Valley Sanitation District and
the City of Ukiah

6 K
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iv.  Determine the cost of providing sewer service to customers using industry-
accepted methodologies; and

v. Recommend specific modifications to the existing rate structures in order to
ensure that the proposed rates equitably recover the cost of providing service
and comporting with industry standards and California’s legal requirements.

1.4 STUDY METHODOLOGY

This Study applied methodologies that are aligned with industry standard practices for
rate setting as promulgated by the Water Environment Federation (WEF) and all
applicable law, including California Constitution Article XIll D, Section 6(b), commonly

known as Proposition 218.

The Study began with reviewing billing data of all customers (both City and District) to
identify the number of customers, water use, and estimated sewage volume and
strength in both service areas (see Section 2). This data was used to calculate the
respective number of “equivalent sewer service strength units” (ESSSUs)® in both the
City and District in order to allocate operating, debt and capital costs to each entity in

accordance with the Operating Agreement (see Section 2).

The next step was to develop multi-year financial management plans (for both the City
and the District) that determined the level of annual rate revenue required to cover
estimated annual operating expenses, debt service (including coverage targets), and
capital cost requirements while maintaining adequate reserves. The financial planning

models were customized to reflect the financial dynamics of both utilities.

The respective revenue requirements calculated in the financial plans for fiscal year
2020/21 (FY 2020/21) were then used to perform detailed cost-of-service analyses. The

cost-of-service analyses and rate structure designs were conducted based upon

*> Not to be confused with “ESSU” as defined in the Operating Agreement, as explained in Section 2.1.
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principles outlined by the WEF, legal requirements (Proposition 218 and relevant court
decisions) and other generally accepted industry practices to develop rates that reflect

the cost of providing service.

Recommendations for the financial plans and updated rate structures were presented
to the City Council and District Board on February X, 2020 and a Public Hearing to adopt
the rates has been scheduled for April X, 2020.

1.5 REPORT ORGANIZATION

Section 2 addresses the relevant content of the Operating Agreement, including how
operational expenses, debt service, and capital improvement costs are assigned to
each the District and City, as well as how the Agreement’s requirements have been
interpreted by this Study. Section 3 presents the assumptions, methodology, and
findings of the respective financial plans, including proposed debt strategies and rate
revenue increases for both utilities. Section 4 describes the proportionate allocation of
costs to specific customer classes (using an identical cost-of-service methodology for
both utilities). Section 5 describes the proposed rate design structure and includes the
proposed rate schedules for both utilities for a 5-year planning period. While the rate
structures are identical for both utilities, there are differences in the actual rates due to

differences in each utility’s finances and customer profiles.
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Section2. OPERATING AGREEMENT BACKGROUND

The 2018 Operating Agreement between the City and the District includes a number of
conditions that guide the approach to this Study. The pertinent conditions are
described below, including a description of how those conditions have been

interpreted for the purposes of this Study.

2.1 EQUIVALENT SEWER SERVICE UNITS

The City operates the combined sewer system as one system with the combined
treatment and collection costs apportioned between the City and the District. Section
[1.D.1.a.(1) of the Operating Agreement specifies that budgeted operating costs are to
be allocated to each party based on their proportionate use of the WWTP, as measured
by water consumption and relative strength of sewage discharged to the WWTP by the
customers of each utility. For the purpose of performing this allocation of costs
between the District and City, this Study defines an Equivalent Sewer Service Strength
Unit (ESSSU) as the average winter water usage of a residential dwelling unit at
residential strength. This term is not to be confused with the term “ESSU” (equivalent
sewer service unit), which was established by the Operating Agreement for the purpose
of defining the number Capacity Project units used by each utility. Section Il.E.2 of the
Operating Agreement specifies how ESSU values are calculated based on factors such
as the number of bedrooms, which is not the case for the determination of ESSSUs for

rate setting purposes.

This Study allocates one (1) ESSSU to each residential dwelling unit, including single
family homes, multifamily dwellings, and mobile home dwellings. These data were
extracted from the City’s sewer billing data for FY 2019/20. A summary of all residential
dwelling units by utility can be found in Table 1.
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ESSSU values are assigned to commercial (i.e. non-residential) accounts by comparing
the winter water use and sewer strength of each commercial account to an average
residential dwelling. The average quantity of water used by residential dwelling
customers was calculated based on water usage records from the City’s water utility,
Millview County Water District, Willow County Water District, and Regina Water
Company during the winter months of January, February, and March. The average
monthly winter usage across all residential dwelling units in the winter of 2019 was

determined to be 5.68 hundred cubic feet (hcf).

As detailed in Section 4, the commercial strength classifications include low, moderate,
medium, and high and were assigned based on the existing commercial classifications
of each commercial account. As required by the Operating Agreement, and consistent
with common industry practice, each strength classification is assigned a numerical
factor designed to fairly capture the relative strength of the discharge of each respective
class. The calculations regarding the application of the strength factors are detailed in

Section 4.

The ESSSU assignment for each commercial account is calculated by comparing the
account’s winter water usage to the average water usage by residential dwellings, and
then multiplied by the numerical strength factor assigned to the commercial
classification. For example, a commercial medium strength commercial account with
month winter water usage of 11.36 hcf would be assigned 3.17 ESSSUs (11.36 hcf
divided by 5.68 hcf x 1.586°).

See Table 1 for a summary of all ESSSUs by customer class and by utility.

® Medium Strength Commercial has a strength factor of 1.586, see Section 4.5.
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Table 1. Summary of Accounts, Dwelling Units and ESSSUs by Utility

Dwelling ESSSUs
Accounts Units Count %

Single Family 2,291 2,291 2,291 17.6%
Multifamily 162 1,289 1,289 9.9%
Mobile Home 11 620 620 4.8%
Commercial Low Strength 267 (na) 1,410 10.8%
Commercial Moderate Strength 18 (na) 453 3.5%
Commercial Medium Strength 5 (na) 82 0.6%
Commercial High Strength 21 (na) 399 3.1%

Total: 2,775 4,200 6,544 50.16%
CiITY
Single Family 2,724 2,724 2,724 20.9%
Multifamily 247 1,455 1,455 11.2%
Mobile Home 7 248 248 1.9%
Commercial Low Strength 545 (na) 1,464 11.2%
Commercial Moderate Strength 14 (na) 109 0.8%
Commercial Medium Strength (na) 81 0.6%
Commercial High Strength (na) 423 3.2%

Total:

4,427 6,503  49.84%

2.2 ALLOCATION OF OPERATING COSTS

The ratio of ESSSUs shown in Table 1 are used to establish each utility’s proportionate

use of both the collection system and the WWTP for the purpose of allocating annual

budgeted operating costs. The exception to this rule are costs related to billing and

collection of revenue (which are allocated based on the relative number of accounts in

each utility) and costs that are specified to be borne entirely by one utility or the other”.

" The only costs that were borne entirely by one utility or the other were specific legal fees and costs

associated with the Settlement Agreement. Numerous sources of non-rate revenue were allocated
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As part of this Study, Consultant reviewed the detailed operating budgets with both City
and District staff to ascertain the appropriate allocation methodology of each
budgetary line-item. The allocation of annual operating costs are detailed in Schedule
1 (at the end of this report), which shows that most revenues and some expenses are
designated as either for the District or for the City. Most expenses are split based on the
current ESSSU allocation (50.16% District : 49.84% City, see Table 1), while billing
expenses are split based on the proportion of accounts (43.65% District : 52.35% City),
and debt expenses are split as dictated by the Operating Agreement in FY 2019/20
(48.0% District : 52.0%) and based on the findings of this Study thereafter (see Section
2.4).

2.3 ALLOCATION OF CAPITAL COSTS

Section I1.D.3.a. of the Operating Agreement states that capital improvement costs that
benefit both the District and the City are subject to cost allocation using the allocation
methodology (as described in the previous paragraph). The Operating Agreement
describes a number of principals for identifying and negotiating capital improvement
costs, which are beyond the scope of this report. It is anticipated that the allocation of
capital costs will be a process that will be repeated annually between the City and the
District. For purposes of this Study, all planned capital projects were identified as either
a shared cost (subject to the allocation based on relative ESSSUs) or a City-only
expenditure. No projects were identified as District-only. These projects have been

summarized in Table 5.

2.4 ALLOCATION OF DEBT

Section 11.D.2. of the Operating Agreement describes the prescribed methodology for
allocating the debt service costs associated with the existing 2006 Bond. In FY 2018/19

directly to one utility of the other, such as miscellaneous fees, property tax revenue, and interest

earnings.
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and FY 2019/20 the debt service on the 2006 Bond was split 52.0% City, 48.0% District.
Beginning in FY 2020/21 25.8414% of the existing debt (the “Capacity” portion) is to be
allocated 65% to the District and 35% to the City. The remaining 74.1586% (the
“Upgrade/Rehabilitation” portion) is to be allocated based on each utility’s
proportionate share of winter water usage and relative strength of sewage discharge to
the WWTP (i.e. based on the relative number of ESSSUs). With the current ESSSU ratio
of 50.16% : 49.84% (see Table 1), the resultant debt service allocation is 53.99% for the
District and 46.01% for the City.

The City and District plan to each issue new debt in a coordinated mannerin FY 2019/20
to refinance the 2006 Bond to take advantage of attractive interest rates. At that point,
each entity will be responsible for its own debt service obligations. Estimated debt
service schedules for the new debt have been incorporated in the financial plans as

provided by the District’s and City’s respective financial advisors.

The only other new debt considered for this Study is the City’s financing of its
Settlement Agreement costs. The repayment of that obligation will be borne entirely
by the City.
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Section 3. FINANCIAL PLANS

This section presents the financial plans developed for both utilities, including a
description of the source data and financial assumptions. This section concludes with
5-year plans for sewer rate adjustments. Schedules 1 through 3 (attached at the end of

this report) include detailed data supporting the financial plans discussed herein.

This Study’s 10-year financial plans were developed through interactive work sessions
with City and District staff. As a result of this process, the Study has produced robust
financial plans that will help enable both utilities to meet revenue requirements and
financial performance objectives throughout the planning period while striving to
minimize rate increases. Financial performance objectives include covering all
anticipated operating, maintenance, debt service, and capital program costs;
maintaining prudent financial reserves; and meeting debt service coverage ratio

obligations.

3.1 FINANCIAL DATA & ASSUMPTIONS

The City and District provided budgeted operating costs for the current fiscal year, a
multi-year capital improvement program (CIP), and outstanding debt service
obligations. City and District staff also assisted in confirming other assumptions and
policies, such as operating and capital reserve targets, debt service coverage targets,
escalation rates for operating costs, and plans for refinancing existing debt (all of which

are described in the following subsections).

3.2 SEWERUTILITY OPERATING BUDGET AND FUNDS

This Study considered the operating budgets for both the City and the District since all
costs associated with sewer operations are subject to cost allocation. The allocation of

each utility’s operating budget is described below and detailed in Schedule 1.
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3.2.1 DISTRICT OPERATING EXPENSES AND REVENUES

The District provided its budgeted expenditures for FY 2019/20, which were used as the
starting point for forecasting District costs over the 10-year planning period. While some
costs are split between the District and the City entirely based on the ESSSU allocation
methodology, other costs are borne entirely by the District (largely legal fees), and yet
other costs are partially directly borne by the District and the remaining balance is split
with the City based on the ESSSU methodology.

The District provided its actual revenues for FY 2018/19, which were used as the starting
point for forecasting District costs over the 10-year planning period. All revenues
received directly by the District (as opposed to District rate revenue first collected by the
City) are kept by the District (not shared). These revenues include property taxes,

interest earnings, and other revenue.

3.2.2 CITY OPERATING EXPENSES AND REVENUES

The City’s sewer utility is comprised of nine funds that are used to manage the sewer
utility’s use of funds in a transparent manner. The following describes the purpose of

each fund and how this Study’s financial plan model reflected the use of those funds.

Fund 840 - The City Sewer Operating Fund is the primary operating fund of the City’s
sewer utility and tracks most operating and maintenance expenditures that are shared
by the City and the District. Fund 840 also collects all revenue (including rate revenue)

that is designated for the City.

Fund 940 - The District Sewer Operating Fund is used to track rate revenue and

operating costs that are designated for the District only.

Fund 841 - The Sewer Debt Service Fund is used to track all existing debt (both City
and District) and is used as a “clearing fund” to allocate those costs, as appropriate, to
either Fund 840 or Fund 940.
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Fund 842 - The City Sewer Rate Stabilization Fund holds reserves, including reserves

that are conditions for debt.

Fund 942 - The District Sewer Rate Stabilization Fund holds reserves, including

reserves that are conditions for debt.

Fund 843 - The City Connection Fee Fund holds funds from connect fee revenues,
reserves, which are restricted for the purpose of paying for growth-related sewer system

capital projects.

Fund 943 - The District Connection Fee Fund holds funds from connect fee revenues,
reserves, which are restricted for the purpose of paying for growth-related sewer system

capital projects.

Fund 844 - The City Capital Reserve holds unrestricted funds for the use of paying for

encumbered capital projects (see Section 3.2.4).

Fund 944 - The District Capital Reserve holds unrestricted funds for the use of paying

for encumbered capital projects.

While the financial plan models for this Study was developed with an understanding of
these funds, the models did not attempt to replicate the internal movement of all

moneys between funds.

3.2.3 BEGINNING FUND BALANCES

The FY 2019/20 beginning fund balances for the District and the City are summarized in
Table 2 and Table 3 respectively. The District’s fund balances are not reported in the
“940” fund series nomenclature because the District’s books simply recognizes the sum

of all the District’s cash and equivalents (regardless of where the monies are held).
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Table 2: District Beginning Cash Balance (FY 2019/20)

FUND BALANCE
Cash and investments $6,327,000
Receivable Settlement Agreement $4,000,000

Total: $10,327,000

Table 3: City Beginning Cash Balance (FY 2019/20)

FUND BALANCE
Fund 840 $1,714,000
Fund 841 SO
Fund 842 $2,975,000
Fund 843 $1,884,000
Fund 844 o)
TOTAL: $6,573,000

Per direction from District staff, the $4 million receivable related to the Settlement
Agreement has been shown as part of the beginning balance for FY 2019/20 even though

the District will not receive the money from the City until sometime during FY 2019/20.

3.2.4 RESERVE TARGETS

Reserves for utilities are cash balances that are maintained in order to (a) comply with
contractual obligations (e.g. bond covenants), (b) protect the utility from unexpected
financial events, and/or (c) accommodate operational and capital program cash flow
needs. Often multiple reserves are maintained, each with a specific function. In addition
to the direct benefits of financial stability, reserves can help utilities obtain higher credit
rankings, which can then help qualify the utility for cheaper debt. Credit rating agencies
evaluate utilities on their financial stability, which includes adherence to formally

adopted reserve targets.
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The City has adopted financial management policies which include guidance with
respect to reserve levels. While the District has not formally adopted such policies, the

City’s policies will be followed for both entities for purposes of this Study.

The City’s policies call for City enterprise funds (including the sewer utility) to maintain
a minimum working capital balance of at least 25 percent of operating expenses. The
primary purpose of this balance is to set aside funds to maintain cash balances sufficient
to pay expenses as needed and to provide for unanticipated or emergency expenses that

could not be reasonably foreseen during the preparation of the budget.

The City’s financial policies also require that fund balances and retained earnings should
be sufficient to meet debt service reserve requirements, reserves for encumbrances (see
Fund 844 and Fund 944), funding requirements for projects approved in prior years that
are carried forward (see Fund 844 and Fund 944), and established rate stabilization

reserves (as required by bond covenant, see Fund 842 and Fund 942).

The above policies are generally consistent with Consultant’s industry experience for
similar systems. In order to further strengthen the current reserve policies, this Study
recommends that (1) the minimum working capital balance be raised to 50 percent of
operating expenses (which is common for smaller utilities) and (2) establish a Capital
Reserve target equal to the average annual planned capital spending ($670 thousand for
the District and $646 thousand for the City). The working capital reserve ensures
continuity of service regardless of short-term changes in cash flow or sudden increases
in operating costs. The Capital Reserve is designed to smooth the inherent variability of
the capital spending program. In other words, this reserve would be drawn down during
years of higher-than-average capital spending and conversely the reserve would be built
up during years when capital spending is below average. Such an approach can help
reduce the need for large rate adjustments and help ensure continuous funding for

capital replacement and rehabilitation projects.

Building on the City’s existing reserve policies would establish reserves that are aligned

with best practices as reported by reserve studies conducted by the American Water
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Works Association (AWWA), and healthy reserve levels for public utilities per the
evaluation criteria published by rating agencies (e.g. Fitch, Moody’s, and Standard &

Poor’s).

3.2.5 CUSTOMER GROWTH

Future customer growth affects this Study in terms of (1) anticipated connection fee
revenue, (2) increase in rate revenue, and (3) changes in the ratio of ESSSUs between the
City and the District. Based on recent connection fee revenue and known difference in
growth potential, this Study assumes that the District’s growth rate (assumed to be
0.55% per year) will out-pace the City’s growth rate (assumed to be 0.08% per year). As
a result, the District’s ESSSU ratio (currently at 50.16%) is forecasted to slowly increase
over time at a rate of 14 basis points per year (while the City ratio decreases as the same

pace).

3.2.6 RATE REVENUES

Rate revenue is the revenue generated from customers for sewer service. The City
collects all rate revenue from both City and District customers. Rate revenue received
from District customers is allocated to the District (in Fund 940) and rate revenue
received from City customers is allocated to the City (in Fund 840). Rate revenue for both
utilities is collected through a fixed “Base” charge and a variable “Usage” charge,
although the rate structures between the City and the District are slightly different (see
Section 5.1).

This Study’s financial plans propose annual rate revenue adjustments that will meet the
City and District’s respective revenue requirements. Budgeted and projected rate

revenues are listed in Schedule 2 (District)® and Schedule 3 (City).

& The rate revenues in Schedule 2 and Schedule 3 includes the proposed rate adjustment recommended
by this Study, as described in Section 3.3.
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3.2.7 CONNECTION FEE REVENUE

Both the City and the District charge a connection fee to new development as a condition
for connecting to the sewer system. By law (see California Government Code 66013),
connection fee revenue is required to be used “solely for the purposes for which the
charges were collected” (i.e. growth-related capital projects). Both the City and the
District have indicated that connection fee revenues (and existing reserves from those
revenues) are eligible to pay for the Capacity portion of the 2006 Bond debt service (i.e.
25.8% of the debt service). Based on those instructions, this Study uses available
connection fee revenues and reserves to pay for the Capacity portion of the existing debt,

as well as the refinancing of that debt.

3.2.8 NON-RATE REVENUES

In addition to rate revenue and connection fee revenue, both utilities receive other
revenue, including miscellaneous fees, interest earnings on investments, and property
tax revenue (District only). Estimates of future interest income were calculated annually
based upon estimated average fund balances and historic effective return on cash and
invested funds (1.66% for the District and 0.36% for the City). Projections of all other
non-rate revenues were based on FY 2018/19 actual revenues for the District and based
on FY 2019/20 budgeted revenue for the City.

All revenues for the District and City are depicted below in Figure 1 and Figure 2
respectively, and detailed in Schedule 2 (District) and Schedule 3 (City). Note that the
connection fee revenue for the District in FY 2019/20 is unusually high due to a large

development paying the fees in the current year.
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Connection Fees
$1,004,000
15.5%

Other Income
$292,000
4.5

Figure 1: District Revenue Categories (FY 2019/20)

Connection Fees
$51,000
1.0%

Other Income
$47,000
0.9%

Figure 2: City Revenue Categories (FY 2019/20)
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3.2.9 OPERATION AND MAINTENANCE EXPENSES

The combined operating and maintenance expenses include all ongoing collection,
treatment, disposal, and administrative expenses. The annual operating and
maintenance costs for this Study are based on the City and District’s FY 2019/20 budgets
and are adjusted for future years based on inflation (see Section 3.2.10). Operating costs

are allocated between the City and District as described in Section 2.2.

3.2.10 COST ESCALATION

Annual cost escalation factors for the various types of expenses were developed based
upon a review of historical inflation trends, published inflation forecasts, industry
experience, and discussions with District and City staff. During the projection period, all
operating expenses are projected to increase at 3.0% per year while capital costs are

projected to increase at 3.5% per year.

3.2.11 DEBT SERVICE

The City and District currently share responsibility for repayment of a 2006 Revenue
Bond. The allocation of the costs associated with the 2006 Bond is described in Section
2.4. A pivotal topic for these financial plans is the possibility of refinancing the 2006
Bond, which has the potential of significantly reducing debt service obligations for both
utilities. Based on projected debt service schedules provided by the City’s and District’s
respective financial advisors, the District’s annual debt service would decrease by
approximately $520 thousand® and the City’s annual debt service would decrease by

more than $144 thousand.

° The change in the debt service for both entities is affected by the change in the allocation methodology
(see Section 2.4). In addition, the District plans to use cash reserves to pay down $2.5 million in
outstanding principal and the City will fund part of its Settlement Agreement costs with bond proceeds

as well as defer some of the debt service that was previously due in FY 2019/20.
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It is critical to note that the financial plans for this Study assume that the 2006 Bond will

be refinanced at the terms and debt repayment schedules provided by the City’s and
District’s respective financial advisors. The termsinclude the debt service coverage ratio
targets (1.25 for the City, 1.40 for the District) and the District’s principal payment of $2.5
million from existing cash reserves. The estimated debt repayment schedules are shown
in Table 4 (both City and District), based on the debt terms provided by the City and

District’s financial advisors (2.42% with a 15 year repayment term).

Table 4: Estimated Debt Service Schedule for Refinanced Bond*

District City
Principal Interest Total Principal Interest Total
FY 2020/21 $1,402,578 $605,121 $2,007,699 $1,393,884 $601,370 $1,995,254
FY 2021/22 $1,436,520 $571,179 $2,007,699 $1,427,616 $567,638 $1,995,254
FY 2022/23 $1,471,284 $536,415 $2,007,699 $1,462,164 $533,090 $1,995,254
FY 202324 $1,506,889 $500,810 $2,007,699 $1,497,549 $497,705 $1,995,254
FY 2024/25 $1,543,356 $464,343 $2,007,699 $1,533,789 $461,465 $1,995,254
FY 2025/26 $1,580,705 $426,994 $2,007,699 $1,570,907 $424,347 $1,995,254
FY 2026/27 $1,618,958 $388,741 $2,007,699 $1,608,923 $386,331 $1,995,254
FY 2027/28 $1,658,137 $349,562 $2,007,699 $1,647,859 $347,395 $1,995,254
FY 2028/29 $1,698,264 $309,435 $2,007,699 $1,687,737 $307,517 $1,995,254
FY 2029/30 $1,739,362 $268,337 $2,007,699 $1,728,580 $266,674 $1,995,254
FY 2030/31 $1,781,455 $226,244 $2,007,699 $1,770,412 $224,842 $1,995,254
FY 2031/32 $1,824,566 $183,133 $2,007,699 $1,813,256 $181,998 $1,995,254
FY 2032/33 $1,868,720 $138,979 $2,007,699 $1,857,137 $138,117 $1,995,254
FY 2033/34 $1,913,943 $93,756 $2,007,699 $1,902,079 $93,175 $1,995,254
FY 2034/35 $1,960,261 $47,438 $2,007,699 $1,948,110 $47,144 $1,995,254

* The debt service schedules in these tables are not identical to the schedules provided by the City and District's
financial advisors but they are sufficiently similar for purposes of this Study.

In the event that the bond is not refinanced, the rate revenue increases would need to
be materially larger than those recommended in Section 3.3 in order to meet the

financial obligations associated with the existing 2006 Bond.

The City is obligated to pay the District $4 million as a result of the Settlement
Agreement. The City has paid $1 million with cash reserves, intends to fund another $1.4
million with proceeds from the refinanced bond, and will fund the remaining $1.6 million
with an internal loan which will be repaid over a 10-year period at an interest rate of

2.0%. The City’s financial advisor advised Hildebrand Consulting that the internal loan
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repayment expense is subordinate to all external debt and therefore isn’tincluded in the

debt service coverage ratio in this Study.

3.2.12 DEBT SERVICE COVERAGE

Debt service coverage is a measurement of the cash flow available to pay
current debt obligations. The formula is net operating income (i.e., grow income minus
operating expenses) divided by annual debt service. A debt service coverage ratio of 1.0
means that a utility has exactly enough money to pays its debt service after paying its
operating expenses. The existing 2006 Bond includes covenants that require the City
and District to each maintain a minimum debt service coverage ratio of 1.25. Maintaining
a higher debt service coverage ratio is recommended in order to access more favorable
borrowing terms in the future. Based on recently published guidance from Fitch
Ratings'?, utility systems with midrange financial profiles should maintain a DCR greater

than 1.50 times annual debt service.

Based on guidance provided by the City’s and District’s financial advisors, these financial
plans target minimum debt service coverage ratios of 1.25 for the City and 1.40 for the

District!®.

3.2.13 CAPITAL IMPROVEMENT PROGRAM

As discussed in Section 2.3, the combined sewer system’s capital spending is allocated
to the City and the District based on terms of the Operating Agreement. Table 5 provides
a summary of all capital projects planned through FY 2022/23. Capital spending for FY
2023/24 and beyond is assumed to be equal to the average spending from FY 2019/20 to
FY 2022/23 ($1.316 million).

10 As published on July 31, 2013.

! Hildebrand Consulting and The Reed Group are not financial advisors and are therefore not permitted

to provide this type of financial guidance to our clients.
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Table 5: Capital Improvement Schedule (FY 2019/20 through FY 2022/23)

Project Name Split FY 2019/20 FY 2020/21 FY 2021/22 FY 2022/23
FACILITIES/BUILDINGS/LAND
Upgrade HVAC Units on Buildings Shared § - S - S 150,000 S -
INFORMATION TECHNOLOGY
Utility Billing CIS Replacement Shared S - S - S - S -
INFRASTRUCTURE
Chlorine Residual Valve/Alarm on Discharge Shared $ 150,000 S - - S -
Dora Street Utility Improvement Project- Water & Sewer Cityonly S - S 400,000 S - S -
Downtown Streetscape Utility Replacement- Water & Sewer ~ Cityonly $ 1,700,000 $ - S - S -
Belt Filter Press Replacement Shared § 500,000 $ - S - S -
Replace Heat Exchangers Shared S - S - S - S -
Telemetry Shared §$ 30,000 $ - S - S -
STREETS & RIGHTS-OF-WAY
Asphalt Zipper - Shared Cost Shared S - S - S - S 40,000
Asphalt Roller-Shared Cost Shared §$ - S - S - S 66,000
Asphalt Paver - Shared Cost Shared $ - S - S - S 70,000
Vactor Replacement - Shared Cost Shared S - $ 150,000 S - S -
Water Tender - Shared Cost Shared $ - S 35000 $ - $ -
Ford/Orchard Lift Station Upgrade Shared §$ 100,000 S - S - S -
Replace Water/Sewer Operations Call Truck - Shared Cost Shared S - S - S - S 30,000
Telescoping Lift Shared § 12,000 S - S - S -
Digester Rehabilitation and Methane Scrubber Shared § - S - S 1,500,000 $ -
TFSC REXA Valves Shared S 30,000 S - S - S -
Field Analyzer Installation Shared §$ 25,000 $ - S - S -
SCADA Upgrade at Waste Water Treatment Plant Shared S 200,000 S - S - S -
VFD Installation at Wastewater Treatment Plant Shared $ - S - S 55,700 $ -
Utility Task Vehicle Shared S 22,000 S - S - S -
Total: $ 2,769,000 $ 585000 $ 1,705,700 $ 206,000
Total after escalation: $ 2,769,000 $ 585000 $ 1,765400 $ 228,396
City Total: S 2,224,898 S 490,838 S 866,843 S 112,146
District Total: S 544,102 S 94,162 S 898,557 S 116,249

3.2.14 FUTURE BORROWING ASSUMPTIONS

Aside from the City’s financing of the Settlement Agreement (see Section 3.2.11), this
Study does not propose any new debt in order to finance the costs of future capital
projects. Debt financing is not utilized because none of the capital projects during the
planning period are expected to materially impact cash reserves and it is more cost
effective to fund ongoing rehabilitation and replacement projects on a pay-as-you-go

basis.
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3.2.15 EXPENDITURE SUMMARY

The District’s FY 2019/20 budgeted operating, capital and debt expense categories are
depicted in Figure 3 and detailed in Schedule 2. The City’s FY 2019/20 budgeted

operating, capital and debt expense categories are depicted in Figure 4 and detailed in

Schedule 3.

Capital

Spending
$536,000

8.8% Salaries &

Benefits
$1,153,000
19.0%

Services &
Supplies
$661,000

Existing Debt 10.9%

Service
$2,536,000
41.8%

—__ Adminstrative &

Overhead
$870,000
| 14.3%
Utilities &
Chemicals
$317,000
5.2%

Figure 3: District Budgeted Expense Categories (FY 2019/20)
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Salaries &
Benefits
$1,136,000

Capital 20.5%
Spending Services &
$2,233,000 Supplies
40.4% $619,000
11.2%

Adminstrative &

Overhead
$608,000
Existing Deb}/ [ . . 11.0%
Sariice Utilities & Chemicals
$623,000 $315,000
11.3% 5.7%

Figure 4: City Budgeted Expense Categories (FY 2019/20)"2

3.3 PROPOSED RATE REVENUE INCREASES

All of the above information was entered into separate financial planning models (City
and District) to produce 10-year financial plans that evaluated the sufficiency of current
revenues to meet current and estimated future financial obligations and determined the

level of rate revenue increases necessary in each year of the planning period.

Based upon the previously discussed financial data, assumptions, and reserve targets,
this Study proposes a 5-year schedule of rate adjustments as detailed in Table 6 for the
District and Table 7 for the City. As will be described in the sections that follow, rate

structure changes are proposed for the new rates to be effective July 1, 2020.

2 Debt service in FY 2019/20 is atypically low due to deferral of debt by the City
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Table 6: Recommended District Sewer Rate Revenue Increases

Proposed Rate

Rate Adjustment Date
Revenue Increase
July 1, 2020 0.0%
July 1, 2021 1.0%
July 1, 2022 1.0%
July 1, 2023 1.0%
July 1, 2024 1.0%

Table 7: Recommended City Sewer Rate Revenue Increases

Rate Adjustment Proposed Rate Revenue

Date Increase

July 1, 2020 5.0%
July 1, 2021 2.0%
July 1, 2022 2.0%
July 1, 2023 1.0%
July 1, 2024 1.0%

As previously emphasized in Section 3.2.11, the above rate increases are directly
contingent and dependent on the refinancing of the 2006 Bond, consistent with the
anticipated terms and debt repayment schedules provided by the City and District’s

financial advisors.

The cash flow numbers provided in Schedule 2 for the District are summarized
graphically in Figure 5. The cash flow numbers provided in Schedule 3 for the City are

summarized graphically in Figure 6.
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As can be interpreted from Figure 6 and Figure 5, all proposed rate revenue increases are
driven by the need to maintain the debt service coverage ratios at their respective
targeted levels. Cash reserve levels for both the City and the District are expected to
remain above their targeted levels for the duration of the planning period based on
planned capital project spending. While rate revenues can’t be decreased to lower the
cash reserve levels (because of the debt service coverage ratio requirements), both the
City and the District should consider increasing the level of capital spending to
rehabilitate existing infrastructure (i.e., use the surplus reserves to fund additional

projects).
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Section4. COST OF SERVICE

Once the respective rate revenue requirements for both utilities have been determined,
the next step in the rate setting process is to evaluate the cost of providing service to
individual customer classes. A cost-of-service analysis evaluates the cost of providing
sewer service and proportionately allocates those costs to customer classes and rate
structure components to ensure the proposed rate structure is aligned with the costs of
providing sewer service. This is done in order to be equitable among all ratepayers and
to comply with Proposition 218. This Study employed well-established industry
practices as recognized by the WEF, AWWA, and other accepted industry standards. The

cost-of-service analysis and rate structure proposed by this Study is designed to:

» Fairly and equitably recover costs through sewer rates;
» Conform to accepted industry practice and legal requirements; and

» Provide financial stability and recovery of system fixed costs.

The following section presents a detailed description of the cost-of-service and rate
structure methodology and the corresponding results. The same cost allocation and
rate design methodology has been applied to both the City and the District for
consistency. The rate schedules for each utility are different, however, due to the

differing revenue requirements and differences in each customer base.

4.1 CUSTOMER STATISTICS

To develop equitable sewer rates, the revenue requirement is allocated to various
customer classifications according to the services provided and the demands placed on
the sewer system. There are a total of 6,358 accounts between the City and the District
(see Table 8). For purposes of allocating costs to various customer classes, this Study
calculated metrics to measure the use of the sewer system by various customer classes.
As explained in Section 2.1, the ESSSUs are assigned to commercial accounts by

comparing the winter water use and sewer strength of each commercial account to the
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average residential winter water use and strength. In addition, this Study measured
Equivalent Sewer Service Flow Units (“ESSFUs”), which is a measure of the average
winter water use of residential dwelling units (without the strength factor). ESSFUs are
assigned to commercial accounts by comparing the winter water use®® of each
commercial account to the average winter water usage of all residential dwellings. As
with ESSSUs (see Section 2.1), the average quantity of water used by residential
dwelling customers was calculated based on water usage records from the City’s water
utility, Millview County Water District, Willow County Water District, and Regina Water
Company. As previously mentioned in Section 2.1, the average monthly winter usage
across all residential dwelling units in the winter of 2019 was determined to be 5.68 hcf

(or 141 gallons per day).

The sewer strength factors for this Study look at biochemical oxygen demand (BOD) and
suspended solids (SS) as these factors play a key role in the cost of treatment plant
operations and capital expenditures. Consistent with existing practice by the City and
the District, this Study uses five strength classifications: residential, low strength
commercial, moderate strength commercial, medium strength commercial, and high
strength commercial. Residential customers are assigned standard residential strength
factors of 175 mg/| for BOD and 175 mg/l for SS. The strength assumptions for low,
moderate, medium, and high commercial strength categories are summarized in Table
8. The strength characteristics used by this Study are the same as current practice for
both the City and the District and are consistent with guidelines published by the

California State Water Resources Control Board**.

13 As explained in Section 2.1, this Study defines winter water usage as the average monthly water usage

from the previous January through March.

4 California State Resources Control Board Revenue Program Guidelines (March 1998).
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Table 8: Account Data and Estimated Sewer Flows and Loadings

Annual
Indoor Estimated
No. of No.of No. of Water Annual BOD Annual SS Annual
Accts. ESSFUs ESSSUs Usage Wastewater Strength BOD  Strength SS
Customer Class (1) (1) (1) (2) Flow (3) Loading (3) Loading
hcf MG mg/| Ibs mg/| Ibs
Ukiah Valley Sewer District
Residential
Single Family 2,291 2,291 2,291 185,741 138.93 175 202,775 175 202,775
Multi-Family 162 1,289 1,289 68,511 51.25 175 74,794 175 74,794
Mobile Homes 11 620 620 49,141 36.76 175 53,648 175 53,648
Commercial
Low Strength 267 1,410 1,410 89,401 66.87 175 97,599 175 97,599
Moderate Strength 18 433 453 28,149 21.06 200 35,120 200 35,120
Medium Strength 5 52 82 6,015 4.50 500 18,762 500 18,762
High Strength 21 205 399 13,983 10.46 800 69,783 600 52,338
District Totals: 2,775 6,301 6,544 440,941 329.82 552,482 535,036
City of Ukiah
Residential
Single Family 2,724 2,724 2,724 184,342 137.89 175 201,248 175 201,248
Multi-Family 247 1,455 1,455 83,060 62.13 175 90,677 175 90,677
Mobile Homes 7 248 248 17,452 13.05 175 19,052 175 19,052
Commercial
Low Strength 545 1,464 1,464 99,345 74.31 175 108,455 175 108,455
Moderate Strength 14 104 109 7,122 5.33 200 8,886 200 8,886
Medium Strength 9 51 81 3,464 2.59 500 10,805 500 10,805
High Strength 36 217 423 14,800 11.07 800 73,862 600 55,396
City Totals: 3,582 6,263 6,503 409,585 306.37 512,985 494,520
Footnotes:

(1) From the utility billing system for FY 19-20.
(2) Water usage data from average winter usage from 2019 (January through March)
(3) Based on existing ordinance assumptions and SWRCB guidelines.

4.2 FIXEDVS. VARIABLE COST COMPONENTS

Before costs are allocated to individual customer classes (as defined in 4.1), each utility
cost is designated to be recovered either through fixed revenue or variable (i.e., usage-
based) revenue. This step uses budget data from a “Test Year” (in this case FY 2020/21)
and assigns each budgetary line item to either fixed revenue, variable revenue, or a

combination of the two. These expense assignments are summarized in Table 9
(District) and Table 10 (City) in Rows 1 through 12. Some costs are designated to be

collected entirely through fixed revenue, such as administrative costs, legal costs,
billing costs, and debt service, because these costs do not change regardless of

operational activities. Other costs are designated to be collected entirely through
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variable revenue, such as utilities, chemical and operational supplies, because those
costs can be correlated to wastewater flows. All other costs are allocated based on the
“indirect allocation method” (based on the proportionate allocation of all costs that
were previously allocated either to fixed or variable). In this case, the indirect allocation

results in 57% allocation to fixed revenue and 43% to variable revenue.

Rows 13 and 14 are credits of not-rate revenue sources to offset revenue requirements.
Connection fees are credits to the variable and fixed categories based on the indirect
method, while Miscellaneous Non-Rate Revenue it credited entirely to offset expenses
allocated to the fixed category. As a final step in Row 15, the indirect allocation basis is

used to allocate the cost of building cash reserves during the Test Year.

The tables conclude with the revenue requirements from fixed and variable revenue

components.

Table 9: District Designation of Fixed vs. Variable Revenue (Test Year)

Revenue Recovery

Test Year
Budget Fixed% Variable % Fixed $ Variable $

1 Salaries and Benefits $1,175,958 57% 43% $669,174 $506,783
2 Professional Services $448,779 57% 43% $255,376 $193,403
3 Operating Supplies $148,974 100% $148,974
4 Utilities and Chemicals $326,894 100% $326,894
5 Administrative $190,712 100% $190,712

6 Training $26,220 100% $26,220

7 Billing $78,960 100% $78,960

8 Legal Fees $56,733 100% $56,733

9 Internal Allocation $212,246 100% $212,246
10 Miscellaneous $61,612 100% $61,612
11 Capital $92,799 57% 43% $52,807 $39,992
12 Debt Service $2,007,699 100% $2,007,699
13 Use of Connection Fees -$518,818 100% 0% -$518,818 SO
14 Misc. Non-Rate Revenue -$295,328 100% -$295,328
15 Change in Fund Balance $1,177,729 57% 43% $670,182 $507,547
16 $5,191,171 Revenue Requirement: $3,467,577 $1,723,593
17 66.8% 33.2%
18 Total Revenue Requirement: $5,191,171
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Table 10: City Designation of Fixed vs. Variable Revenue (Test Year)

Revenue Recovery

Test Year
Budget Fixed% Variable % Fixed $ Variable $
1 Salaries and Benefits $1,158,813 57% 43% $659,418 $499,395
2 Professional Services $438,466 57% 43% $249,507 $188,958
3 Operating Supplies $148,013 100% $148,013
4 Utilities and Chemicals $324,787 100% $324,787
5 Administrative $186,766 100% $186,766
6 Training $25,795 100% $25,795
7 Billing $99,639 100% $99,639
8 Legal Fees $41,876 100% $41,876
9 Internal Allocation $210,878 100% $210,878
10 Miscellaneous $61,215 100% $61,215
11 Capital $492,201 57% 43% $280,085 $212,116
12 Debt Service $2,173,376 100% $2,173,376
13 Use of Connection Fees -$515,602 100% -$515,602
14 Misc. Non-Rate Revenue -$42,186 100% -$42,186
15 Change in Fund Balance $484,098 57% 43% $275,474 $208,624
16 $5,288,135 Revenue Requirement:  $3,706,243 $1,581,893
17 70.1% 29.9%
18 Total Revenue Requirement: $5,288,135

4.3 DETERMINATION OF UNIT COSTS

After allocating revenue requirements to be recovered through fixed vs. variable

revenue, Table 11 shows how both the variable and fixed rate components are

converted to unit costs. First the variable sewer rate revenue requirement is allocated
evenly between the metrics of flow, biochemical oxygen demand (BOD), and suspended
solids (SS). BOD and SS are measures of sewerage strength, which drives many of the
variable cost of operation including chemicals, power, and labor. Based on existing
practices at the City and District, common practice in the sewer utility rate setting
community, and best practices promulgated by associations such as WEF, it is

reasonable to allocate variable operating costs evenly between flow, BOD and SS.

Unit costs are then calculated by dividing the total cost for each component by the

number of units identified in Table 8. For example, the District has approximately 535
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thousand pounds of SS and an annual cost of $569 thousand for solid removal,
treatment and disposal, therefore the unit cost for SS is $1.06 / |b. These unit costs

become the basis for then assigning costs to customer classes.

Table 11: Determination of Unit Costs (District and City)

Component Parameter Annual Cost
Allocation Allocation Allocated to

Percentages Percentages Each Quantities for Each Unit Cost for Each
Cost Category (1) (2) Parameter Parameter Parameter

District
Fixed % 66.8% $3,467,577 6,301 ESSFUs $550.36 per ESSFU
Variable % 33.2% $1,723,593

Flow (MG) 34% $586,022 329.82 mg $1.33 per hcf

BOD (lbs) 33% $568,786 552,482 Ibs $1.03 per b

SS (Ibs) 33% $568,786 535,036 Ibs $1.06 per Ib

Revenue Requirement:  $5,191,171

Fixed Operating Costs 70.1% $3,706,243 6,263 ESSFUs  $591.79 per ESSFU
Variable Operating Costs 29.9% $1,581,893
Flow (MG) 34% $537,844 306.37 mg $1.31 per hcf
BOD (lbs) 33% $522,025 512,985 Ibs $1.02 per b
SS (Ibs) 33% $522,025 494,520 |Ibs $1.06 per b

Revenue Requirement:  $5,288,135

Footnotes:
(1) Percentages taken from Tables 9 & 10
(2) Allocations to parameters are consistent with prior rate studies and rate setting practices.

4.4 ALLOCATION OF COSTS TO USERS (BY CUSTOMER CLASSES)

Unit costs are applied to the ESSFUs, annual sewer flows, BOD loadings and SS loadings
associated with each customer class to arrive at the allocation of total costs to each

customer class. Table 12 presents the allocation of costs to each user class.
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Table 12: Allocation of Costs to Users (District and City)

Service Charge Costs
No. of Water BOD SS Fixed Costs Variable Costs (1) Allocation
ESSFUs Usage Strength Strength  Customer Class Flow BOD SS of Total
(hcf) (mg/l) (mg/l) Costs
District
$550.360/ ESSFU | $1.33/ hcf $1.03/1b  $1.060/ Ib
Residential

2,291 185,741 175 175 Single Family $1,260,886 $246,855 $208,759  $215,566 $1,932,065|
1,289 68,511 175 175 Multi-Family $709,420 $91,053  $77,001 $79,512 $956,987
620 49,141 175 175 Mobile Homes $341,226 $65,310  $55,231 $57,032 $518,799

Commercial
1,410 89,401 175 175 Low Strength $776,270 $118,816  $100,479  $103,756 $1,099,321
433 28,149 200 200 Moderate Strength $238,366 $37,410  $36,157 $37,335 $349,268
52 6,015 500 500 Medium Strength $28,549 $7,994  $19,316 $19,945 $75,804
205 13,983 800 600 High Strength $112,861 $18,583  $71,843 $55,639 $258,926
6,301 440,941 Totals: $3,467,578 $586,021 $568,785  $568,785 $5,191,171

City
$591.79/ ESSFU | $1.31/ hcf $1.02/Ib  $1.06/ Ib
Residential

2,724 184,342 175 175 Single Family $1,612,040 $242,068 $204,794  $212,441 $2,271,343
1,455 83,060 175 175 Multi-Family $861,056 $109,070  $92,275 $95,721 $1,158,122
248 17,452 175 175 Mobile Homes $146,764 $22,917  $19,388 $20,112 $209,182

Commercial
1,464 99,345 175 175 Low Strength $866,212 $130,454 $110,367  $114,488 $1,221,521
104 7,122 200 200 Moderate Strength $61,482 $9,352 $9,042 $9,380 $89,257
51 3,464 500 500 Medium Strength $30,064 $4,549  $10,995 $11,406 $57,014
217 14,800 800 600 High Strength $128,622 $19,435  $75,163 $58,477 $281,698
6,263 409,585 Totals: $3,706,241 $537,844 $522,025  $522,025 $5,288,135

Total Fixed: $7,173,819 Total Variable Costs: $3,305,487

68.5% 31.5%

4.5 CALCULATION OF STRENGTH MULTIPLIERS

As introduced in Section 2.1, ESSSUs are calculated based on flow and strength
characteristics. “Strength factors” are used to quantify the difference between a
moderate, medium, or high strength commercial customer as compared to typical
residential customers. The strength factor is made up of two elements: the fixed cost
component and the variable cost component. The fixed component is based only on
flow (not strength) therefore all customer types receive the same value of 68.5% (see

bottom of Table 12). The remaining 31.5% (variable cost) is scaled for each customer

classin order to reflect their relative strength of the discharge. This scalingis calculated
by dividing the sum of the classes’ BOD and SS strength by the sum of residential BOD
and SS strength. By way of example, the full ESSSU calculation for High Strength

Commercial is shown in Figure 7.
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(800# +600 #)
(17552 +17579)

High Strength Multiplier = 68.5% + X 31.5% = 1.946

Figure 7 - Example Calculation — High Strength Multiplier

Again, ESSSU assignments for commercial accounts are calculated by comparing the
account’s winter water usage to the average water usage for residential dwellings (5.68
hcf per month) and then multiplied by the numerical strength factor assigned to the
commercial classification. As such, a commercial high strength commercial account
with month winter water usage of 11.36 hcf would be assigned 3.89 ESSSUs (11.36 hcf
divided by 5.68 hcf x 1.946).

The strength multipliers for the four commercial classes are summarized in Table 13.

Table 13: Commercial Strength Factors

Classification Strength Factor

Low Strength 1.000
Moderate Strength 1.045
Medium Strength 1.586
High Strength 1.946
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Section 5. RATE DESIGN & SCHEDULES

The following describes recommended minor modifications the rate structures
currently used by the City and the District and concludes with the proposed sewer rates

schedules for both the City and the District for the next 5 years.

5.1 EXISTING RATE STRUCTURES

The City and District currently charge for sewer services with very similar rate
structures. All customers pay a fixed “minimum charge” in addition to a usage charge

(based on winter water usage).

City Residential: All residential accounts with up to 4 dwelling units pay the minimum
charge multiplied by the number of dwelling units. In addition, those accounts pay a
(lower) consumption rate based on winter water usage (i.e. the water usage from the
previous January). Mobile home and apartments with more than 4 dwelling units do
not pay the minimum charge, however their consumption rate is equal to the (higher)

Commercial 1 rate.

District Residential: All residential accounts pay the minimum charge multiplied by the

number of dwelling units. In addition, a consumption rate is charged based on all
winter water usage in excess of 3.4 hundred cubic feet (hcf)**. The District defines
winter water usage as the average water usage from the previous January through
March.

City and District Commercial: Commercial properties (i.e. non-residential accounts) are

charged the same minimum charge as residential accounts *or* a usage charge based

on winter water usage and the applicable usage rate, whichever is greater. There are

131 hcfis 748 gallons, therefore 3.4 hcf is 2,543 gallons per month (or 85 gallons per day)
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four commercial classifications, with the higher strength classifications paying a higher

usage rate.

5.2 RATE STRUCTURE RECOMMENDATIONS

As described above, the City and District currently have very similar rate structures with
only a few minor differences. With the concurrence of both District and City staff, this
Study recommends that the rate structures be modified to be identical (although the
rates themselves will be different to reflect the different financial needs and objectives
of each respective agency). The changes are not expected to be material for either party
and having identical rate structures will help the parties coordinate business and rate

decisions in the future.

All customers pay a fixed monthly Service Charge and a Usage Charge. Residential
customers will pay a Service Charge for each dwelling unit while Commercial customers
will pay a Service Charge for each ESSFU* (with a minimum of one (1) ESSFU per
commercial account). The Usage Charge for all customers is determined by multiplying
the account’s winter water usage by the respective Usage Charge for the customer

classification (which accounts for sewer strength).

The recommendation to change commercial accounts from the current flow-based
structure to a structure with both a fixed component and variable component is to
reflect the fact that fixed costs are primarily driven by system capacity (size) which is
best measured by flow (i.e. ESSFUs) while variable costs are primarily driven by
treatment costs (such as chemicals and energy) which are driven by both flow and
strength (i.e. ESSSUs).

To be clear, the City’s mobile home and apartments will no longer be charged as

commercial customers and District residential customers will no longer receive a water

16 ESSFU are calculated based on water usage from the previous winter.
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use allowance. Winter water usage will follow the District’s convention of using the

average of usage values from January, February and March each year.

Table 14 presents the proposed Service Charges and Usage Rates recommended for

each customer class for both the City and the District for FY 2020/21.

Table 14: Sewer Rate Determination (District and City for FY 2020/21)

Annual Total Total

Indoor Monthly Fixed Total Usage Annual

Water BOD SS Fixed Usage Rates Charge Charge Rate
Customer Class ESSFUs Use Strength Strength Charges 1) Revenue Revenue Revenue

hcf mg/| mg/l  $/dwelling unit $/hcf

Residential
Single Family 2,291 185,741 175 175 $45.86 $3.61 $1,260,886 $671,179 $1,932,065
Multi-Family 1,289 68,511 175 175 $45.86 $3.61 $709,420 $247,567 $956,987
Mobile Homes 620 49,141 175 175 $45.86 $3.61 $341,226 $177,573 $518,799
Commercial
Low Strength 1,410 89,401 175 175 $45.86 $3.61 $776,270 $323,051 $1,099,321
Moderate Strength 433 28,149 200 200 $45.86 $3.94 $238,366 $110,902 $349,268
Medium Strength 52 6,015 500 500 $45.86 $7.86 $28,549 $47,255 $75,804
High Strength 205 13,983 800 600 $45.86 $10.45 $112,861 $146,065 $258,926
Totals: 6,301 440,941 $3,467,578 $1,723,592 $5,191,171
City
Residential
Single Family 2,724 184,342 175 175 $49.32 $3.58 $1,612,040 $659,304 $2,271,343
Multi-Family 1,455 83,060 175 175 $49.32 $3.58 $861,056 $297,066 $1,158,122
Mobile Homes 248 17,452 175 175 $49.32 $3.58 $146,764 $62,417 $209,182
Commercial
Low Strength 1,464 99,345 175 175 $49.32 $3.58 $866,212 $355,308 $1,221,521
Moderate Strength 104 7,122 200 200 $49.32 $3.90 $61,482 $27,775 $89,257
Medium Strength 51 3,464 500 500 $49.32 $7.78 $30,064 $26,950 $57,014
High Strength 217 14,800 800 600 $49.32 $10.34 $128,622 $153,075 $281,698
Totals: 6,263 409,585 $3,706,241 $1,581,895 $5,288,135
Footnotes:

(1) The usage rate applies to 2019 winter water usage (the average of January through March).

5.3 PROPOSED RATE SCHEDULES

The above rates are proposed to be implemented on July 1, 2020. Subsequently sewer
rates would increase by the rate adjustments proposed in Table 6 (for the District) and
Table 7 (for the City). The proposed rate schedules for the next 5 years are summarized
in Table 15 (District) and Table 16 (City).
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Table 15: District 5-Year Sewer Rate Schedule

July 1, 2020 July 1,2021 July 1, 2022 July 1, 2023 July 1, 2024

Monthly Service Charge*: $45.86 $46.32 $46.78 $47.25 $47.72

Consumption Rate (per HCF):

Residential: $3.61 $3.65 $3.69 $3.73 $3.77
Commercial 1: $3.61 $3.65 $3.69 $3.73 $3.77
Commercial 2: $3.94 $3.98 $4.02 $4.06 $4.10
Commercial 3: $7.86 $7.93 $8.01 $8.09 $8.17
Commercial 4: $10.45 $10.55 $10.66 $10.77 $10.88

* Service Charge is per dwelling unit for residential and per ESSFU for commercial accounts (with a
minimum charge of 1 ESSFU).

Table 16: City 5-Year Sewer Rate Schedule

July 1,2020 July 1,2021 July 1, 2022 July 1, 2023 July 1, 2024

Monthly Service Charge*: $49.32 $50.31 $51.32 $51.83 $52.35

Consumption Rate (per HCF):

Residential: $3.58 $3.65 $3.72 $3.76 $3.80
Commercial 1: $3.58 $3.65 $3.72 $3.76 $3.80
Commercial 2: $3.90 $3.98 $4.06 $4.10 $4.14
Commercial 3: $7.78 $7.94 $8.10 $8.18 $8.26
Commercial 4: $10.34 $10.55 $10.76 $10.87 $10.98

* Service Charge is per dwelling unit for residential and per ESSFU for commercial accounts (with a
minimum charge of 1 ESSFU).
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Section 6. CONCLUSION

This Study used methodologies that are aligned with industry standard practices for
rate setting as promulgated by WEF, AWWA and all applicable laws, including
California’s Proposition 218. The proposed annual adjustments to the rates
proportionately assign costs to each customer class and customer based on service
demands and will allow the City and District to continue to provide reliable and

affordable sewer service to customers.

The sewer rates will need to be adopted in accordance with Proposition 218, which will
require a detailed notice describing the proposed rates to be mailed to each affected
property owner or customer at least 45 days prior to conducting a public hearing to

adopt the rates.
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District Operating Expense Budget
EXPENSES

Wages & Payroll (Personnel)

District Manager

Administrative Assistant/Sec.

Office Assistant

Employer Contribution (SS, UE, WC)
Office Expense

Telephone & DSL

Dues & Subscriptions

Office Rent

Office Utilities

Postage

Supplies

Office Equipment

Software/ Web

Auditing & Fiscal Services

Audit Services-FS Preparation
Accounting/bookkeeping Services
Banking Services

State Controllers Report

Liability and Property Insurance
Financial Review/Monthly Reports
Other Prof & Special Services

Engineer Services

Mapping Services (GIS)

Computer Services/Hardware

County Auditor (property tax admin)
Financial Consulting Contract
Publication & Legal Notices
Legal Fees

Bond Refinancing

Dispute Resolution & Arbitration
District Legal Support
Training/Transportation/Travel
Travel to Seminars (Board)
Travel for District Manager

Staff Training and Development
Seminars/Conferences

District Revenue Budget
REVENUE

PROPERTY TAX CURRENT SECURED
PROPERTY TAX CURRENT UNSEC
SUPPLEMENTAL ROLL TAX
PROPERTY TAX PRIOR UNSECUR
HOMEOWNERS PROP TAX RELIEF
INTEREST

SPECIAL TAX - FIRE ASSMT
Other Income

OTHER

Fund 840 (City Operating Fund)
REVENUE
42421 WASTE DISCHARGE PERMIT
42422 GREASE TRAP PERMIT FEES CITY
44170 PLAN CHECK FEES

44621 SEWER 1 RESIDENCE (CITY)

44622 SEWER 2 RESIDENCE (CITY)

44623 SEWER 3 RESIDENCE (CITY)

44624 SEWER 4 RESIDENCE (CITY)

44625 SEWER RESIDENTIAL/UNIT (CITY
44626 SEWER COMMERCIAL (CITY)
44627 SEWER COMM LOW PER UNIT CITY
44628 SEWER COMM MODERATE/UNIT CIT
44629 SEWER COMM MEDIUM/UNIT CITY
44630 SEWER COMM HIGH/UNIT CITY
44631 SEWER APARTMENTS CITY

44632 SEW LAT INSPECTION FEE-CITY
44633 SEWER MOBILE HOMES CITY
44640 CONNECTION FEES

44732 SEW LAT INSPECTION FEE-UVSD
44830 REIMBURSABLE JOBS

46110 INTEREST ON INVESTMENTS
44820 SALES OF PROPERTY

FY 2019/20
Budget

$49,500
$50,000
$31,200

$8,500

$1,100
$10,622
$5,100
$1,500
$500
$2,000
$1,500
$4,500

$22,000
$1,500
$360
$1,500
$8,200
$55,000

$20,000
$1,000
$2,500
$2,500
$15,000
$105

$60,000
$200,000
$60,000

$4,000
$2,500
$3,000
$3,500
FY 2018/19 Actuals

-$54,400
-$1,634
-$1,170

-$93
-$437

-$65,170

-$76,792
-$2,485

-$21,697

FY 2019/20 Budget

-$429
-$306
-$8,183
$2,117,905
-$194,112
-$42,154
-$120,933
-$528,122
-$274,369
-$670,130
-$88,668
-$61,435
-$285,593
-$471,059
-$2,652
-$178,095
-$500
$357

$0
-$6,884
-$3,621

Amount eligible

to be split

90%
95%
95%
95%

95%
95%
95%
95%
95%
95%
95%
95%

100%
100%
100%
100%
100%
100%

100%
0%
100%
0%
75%
100%

0%
0%
50%

100%
90%
100%
100%

0%
0%
0%
0%
0%
0%
0%
0%

0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%

Percent Split

District

50.2%
50.2%
50.2%
50.2%

50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%

50.2%
50.2%
50.2%
50.2%
50.2%
50.2%

50.2%
50.2%
50.2%
50.2%
50.2%
50.2%

100%
100%
50.2%

50.2%
50.2%
50.2%
50.2%

100%
100%
100%
100%
100%
100%
100%
100%
100%

0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%
0%

City District

49.8% $27,296
49.8% $26,326
49.8% $16,427
49.8% $4,475
49.8% $579
49.8% $5,593
49.8% $2,685
49.8% $790
49.8% $263
49.8% $1,053
49.8% $790
49.8% $2,369
49.8% $11,035
49.8% $752
49.8% $181
49.8% $752
49.8% $4,113
49.8% $27,588
49.8% $10,032
49.8% $1,000
49.8% $1,254
49.8% $2,500
49.8% $9,393
49.8% $53

0% $60,000

0% $200,000
49.8% $45,048
49.8% $2,006
49.8% $1,379
49.8% $1,505

49.8% $1,756

0% -$54,400
0% $1,634
0% $1,170
0% -$93
0% -$437
0% -$65,170
0% -$76,792
0% -$2,485

-$21,697

100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0
100% $0

Dollar Split

City Notes

$22,204
$23,674
$14,773

$4,025

$521
$5,029
$2,415
$710
$237
$947
$710
$2,131

$10,965
$748
$179
$748
$4,087
$27,412

$9,968
$0
$1,246
$0
$5,607
$52

$0 Expense reduced to $0 in FY2020/21
$0 Expense reduced to $0 in FY2020/21
$14,952

$1,994
$1,121
$1,495
$1,744

$0
$0
$0
$0
$0
$0
$0
$0
$0

-$429
-$306
-$8,183
$2,117,905
-$194,112
-$42,154
-$120,933
-$528,122
$274,369
-$670,130
-$88,668
-$61,435
-$285,593
-$471,059
$2,652
-$178,095
-$500
$357
-$1,075
-$6,884
-$3,621
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68
69
7
7
7
7
74
75
7
77
7
7
8
8
8
8
8
8
86
87
8
89
90
9
9
9
9
9
96
9
98
99
100
101
102
10
104
105
101
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110
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118

119

54103 LAB SUPPLIES

56125 LAB EQUIP-REPAIR & MAINT.
51110 REGULAR SALARIES & WAGES
51120 NON-REGULAR SALARIES & WAGES
51210 RETIREMENT (PERS)

51220 INSURANCE

51230 WORKERS COMP

51240 MEDICARE

51130 OVERTIME SALARIES & WAGES
51250 UNEMPLOYMENT

51290 CELL PHONE STIPEND

51140 STAND-BY SALARIES & WAGES
51211 PERS UNFUNDED LIABILITY

61300 BILLING & COLLECTION ALLOCATIO
61600 GARAGE ALLOCATION

61420 BUILDING MAINTENANCE ALLOCATIO
61422 IT ALLOCATION

61500 INSURANCE ALLOCATION

61200 PURCHASING ALLOCATION

61430 CORP YARD ALLOCATION

61700 DISPATCH

62100 ADMIN & OVERHEAD ALLOCATION
54100 SUPPLIES

54101 POSTAGE

55100 TELEPHONE

55210 UTILITIES

56300 BUILDING MAINT. & REPAIR
57100 LEARNING AND DEVELOPMENT
52100 CONTRACTUAL SERVICES

52150 LEGAL SERVICES/EXPENSES

56120 EQUIPMENT MAINTENANCE & REPAIR
57300 MEMBERSHIPS & SUBSCRIPTIONS
54320 SOFTWARE

52113 PLANNING STUDIES

52180 SECURITY SERVICES

54330 COMPUTER AND TECHNOLOGY
56210 FUEL & FLUIDS

59100 PROPERTY TAXES PAID

59101 FEES

59400 OTHER EXPENSES

54102 SMALL TOOLS

56130 EXTERNAL SERVICES

56410 EQUIPMENT RENTAL - PRIVATE
58510 REIMBURSABLE JOBS

52114 COMPLIANCE STUDIES

54700 FINES & PENALTIES

55200 PG&E

56504 FACILITY MAINTENANCE & REPAIR
58201 WATER PURCHASES

58202 TREATMENT PLANT CHEMICALS
Fund 841 (City Debt Fund)
REVENUE

46110 INTEREST ON INVESTMENTS -$21,297 100%

EXPENSES
52500 TRUSTEE FEES

$20,000
$10,000
$1,266,534
$7,000
$156,008
$255,474
$93,228
$20,742
$53,000
$14,365
$4,737
$35,000
$248,440
$171,680
$72,904
$5,232
$95,841
$157,031
$46,426
$16,763
$16,603
$249,789
$142,000
$700
$4,800
$312,200
$18,000
$37,500
$405,298
$20,000
$287,000
$7,800
$42,000
$125,000
$1,500
$27,000
$47,500
$10,750
$33,300
$10,000
$27,000
$40,000
$2,000
$5,000
$25,000
$50,000
$33,000
$20,000
$1,000
$240,000
FY 2019/20 Budget

$8,000

Amount eligible

to be split

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

Percent Split

District

50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
43.7%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%
50.2%

52.0%

50.2%

City

49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
56.3%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%
49.8%

48.0%

49.8%

Dollar Split

District City
$10,032 $9,968
$5,016 $4,984
$635,286 $631,248
$3,511 $3,489
$78,253 $77,755
$128,144 $127,330
$46,763 $46,465
$10,404 $10,338
$26,584 $26,416
$7,205 $7,160
$2,376 $2,361
$17,556 $17,444
$124,616 $123,824
$74,943 $96,737
$36,568 $36,336
$2,624 $2,608
$48,073 $47,768
$78,766 $78,265
$23,287 $23,139
$8,408 $8,355
$8,328 $8,275
$125,293 $124,496
$71,226 $70,774
$351 $349
$2,408 $2,392
$156,598 $155,602
$9,029 $8,971
$18,810 $18,690
$203,295 $202,003
$10,032 $9,968
$143,958 $143,042
$3,912 $3,888
$21,067 $20,933
$62,699 $62,301
$752 $748
$13,543 $13,457
$23,826 $23,674
$5,392 $5,358
$16,703 $16,597
$5,016 $4,984
$13,543 $13,457
$20,064 $19,936
$1,003 $997
$2,508 $2,492
$12,540 $12,460
$25,080 $24,920
$16,553 $16,447
$10,032 $9,968
$502 $498
$120,383 $119,617

Notes

Shared based on # of accounts

Projected annual expense = $25K

$11,074 w023 | |

$4,013

$3,987
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Amount eligible Percent Split Dollar Split
to be split District City District City ‘ Notes

Fund 842 (City Rate Stabilization) FY 2019/20 Budget

REVENUE

(46110 INTERESTONINVESTMENTS __________________ §7720 | 100% 0% ___l00% S 770 |

Fund 843 (City Connection Fee) FY 2019/20 Budget

REVENUE

46110 INTEREST ON INVESTMENTS -$5,894 100% 0% 100% $0 -$5,894

44770 SALE OF RECYCLED WATER 30 100% 0% 100% 50 $700

Fund 844 (City Capital Fund) FY 2019/20 Budget

REVENUE

|46L10INTERESTONINVESTMENTS | 10 | 100% 0% 0% | s ____$0 |

EXPENSES

53000 LAWSUIT SETTLEMENT $1,000,000 100% 0% 100% $0 $1,000,000

52150 LEGAL SERVICES - CITY ONLY 30 100% 0% 100% 50 $15,737

Fund 940 (District Operating Fund) FY 2018/19 Actuals

REVENUE
126 |42421 WASTE DISCHARGE PERMIT $0 0% 100% 0% $0 $0
127 |42423 GREASE TRAP PERMIT FEES (UVSD) -$100 0% 100% 0% -$100 $0
128 |44721 SEWER 1 RESIDENCE (UVSD) -$1,456,628 0% 100% 0% -$1,456,628 $0
129 |44722 SEWER 2 RESIDENCE (UVSD) -$79,946 0% 100% 0% -$79,946 $0
130 |44723 SEWER 3 RESIDENCE (UVSD) -$17,539 0% 100% 0% -$17,539 $0
131 |44724 SEWER 4 RESIDENCE (UVSD) -$69,850 0% 100% 0% -$69,850 $0
132 |44725 SEWER RESIDENTIAL/UNIT (UVSD -$1,026,504 0% 100% 0% -$1,026,504 $0
133 |44726 SEWER COMMERCIAL (UVSD) -$85,050 0% 100% 0% -$85,050 $0
134 |44727 SEWER COMM LOW/UNIT (UVSD) -$789,429 0% 100% 0% -$789,429 $0
135 |44728 SEWER COMM MODERAT/UNIT UVSD -$240,662 0% 100% 0% -$240,662 $0
136 |44729 SEWER COMM MEDIUM/UNIT UVSD -$76,227 0% 100% 0% -$76,227 $0
137 |44730 SEWER COMM HIGH/UNIT UVSD -$252,579 0% 100% 0% -$252,579 $0
138 |44731 SEWER APARTMENTS (UVSD) -$676,634 0% 100% 0% -$676,634 $0
139 |44732 SEW LAT INSPECTION FEE-UVSD $0 0% 100% 0% $0 $0
140 |44733 SEWER MOBILE HOMES UVSD -$391,655 0% 100% 0% -$391,655 $0
141 |44735 SEWER COMM LEACHATE UVSD -$3,111 0% 100% 0% -$3,111 $0
142 |46110 INTEREST ON INVESTMENTS -$17,893 0% 100% 0% -$17,893 $0
143 |48110 MISCELLANEOUS RECEIPTS $0 0% 100% 0% $0 $0
144 |48130 COLLECTION OF BAD DEBTS $0 0% 100% 0% $0 $0
145 |48150 CASH OVER/SHORT $8,590 0% 100% 0% $8,590 $0
146 |46116 MISCELLANEOUS INCOME $0 0% 100% 0% $0 $0
147 |52101 UVSD - PREP OF SCO REPORT $0 0% 100% 0% $0 $0
148 |52102 UVSD - CONSULTANT SERVICES $0 0% 100% 0% $0 $0
149 |52105 UVSD - SHARE CAP PROJECTS 844 30 50 50

EXPENSES

150
Fund 842 (District Rate Stabilization) FY 2019/20 Budget
REVENUE

15146110 INTERESTONINVESTMENTS |1 0% | 100% 0% & s |
Fund 843 (District Connection Fee) FY 2019/20 Budget
REVENUE

152 | 44640 CONNECTION FEES -$1,003,701 0% 100% 0% -$1,003,701 $0  |Used TYD actuals

153 |46110 INTEREST ON INVESTMENTS -$10,665 0% 100% 0% -$10,665 50
EXPENSES

154 |61300 BILLING & COLLECTION ALLOCATIO $3,332 0% 100% 0% $3,332

155 |62100 ADMIN & OVERHEAD ALLOCATION $1,313 0% 100% 0% $1,313

Fund 844 (Distrit Capital Fund) FY 2019/20 Budget
REVENUE
156 {46110 INTEREST ON INVESTMENTS $24 0% 100% $24
157 44835 REIMBURSEMENTS/RETAINAGE -$34,068 0% 100% -$34,068
EXPENSES
158 [61300 BILLING & COLLECTION ALLOCATIO $607 0% 100% 0% $607 $0
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SCHEDULE 2 - District Cash Flow Proforma

Budget  Forecest  Forecast  Forecest
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Forscast  Forecsst  Forecest  Forecsst  Forecsst

FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029 FY 2030 FY 2031
Sewer Rate Revenue Increase: 0.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 2.0% 1.0%
Revenue
Sewer Service Charge Revenue $5,162,702 $5,162,702 $5,191,171 $5,271,708 $5,353,496 $5,436,552 $5,520,896 $5,606,550 $5,693,532 $5,781,863 $5,871,565 $6,021,374
Change due to growth $28,469 $28,626 $29,070 $29,521 $29,979 $30,444 $30,917 $31,396 $31,883 $32,378 $33,204
Increase due to rate adjustments $0 $51,912 $52,717 $53,535 $54,366 $55,209 $56,065 $56,935 $57,819 $117,431 $60,214
Non-Rate Revenues
Other Income $49,661 $24,907 $25,156 $25,408 $25,662 $25,919 $26,178 $26,440 $26,704 $26,971 $27,241 $27,513
Other Operating Revenue $3,211 $3,243 $3,275 $3,308 $3,341 $3,374 $3,408 $3,442 $3,477 $3,511 $3,546 $3,582
Interest Earnings $104,778 $130,217 $149,724 $151,293 $165,528 $169,770 $173,705 $177,295 $180,502 $183,284 $185,599 $188,374
Property Tax $56,564 $59,001 $61,543 $64,195 $66,961 $69,846 $72,855 $75,994 $79,269 $82,684 $86,247 $89,963
Special Tax $77,962 $77,962 $77,962 $77,962 $77,962 $77,962 $77,962 $77,962 $77,962 $77,962 $77,962 $77,962
Connection Fees $1,003,701 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896
Settlement Agreement Rev $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Grant Revenue $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Total Revenue $6,458578  $5673,397  $5,776265  $5862,558  $5962,902  $6,054663  $6,147,553  $6,241,561  $6,336,672  $6,432,874  $6,588,866  $6,689,082
O&M Costs
Salaries and Benefits $1,152,847 $1,175,904 $1,202,710 $1,230,117 $1,258,139 $1,286,790 $1,316,083 $1,346,034 $1,376,655 $1,407,962 $1,439,970 $1,472,695
Professional Services $516,537 $448,759 $463,488 $478,698 $494,403 $510,619 $527,363 $544,652 $562,504 $580,936 $599,968 $619,618
Operating Supplies $144,628 $148,967 $153,857 $158,905 $164,119 $169,502 $175,060 $180,799 $186,725 $192,844 $199,161 $205,685
Utilities and Chemicals $317,359 $326,879 $337,609 $348,687 $360,127 $371,939 $384,135 $396,729 $409,732 $423,158 $437,021 $451,335
Administrative $185,149 $190,704 $196,963 $203,426 $210,100 $216,991 $224,107 $231,454 $239,040 $246,873 $254,961 $263,312
Training $25,455 $26,219 $27,079 $27,968 $28,886 $29,833 $30,811 $31,821 $32,864 $33,941 $35,053 $36,201
Billing $78,882 $78,960 $81,552 $84,228 $86,992 $89,845 $92,791 $95,833 $98,974 $102,217 $105,566 $109,024
Legal Fees $315,080 $56,732 $58,594 $60,517 $62,502 $64,552 $66,669 $68,855 $71,112 $73,442 $75,848 $78,332
Internal Allocation $206,055 $212,237 $219,203 $226,396 $233,823 $241,493 $249,412 $257,589 $266,031 $274,749 $283,750 $293,043
Miscellaneous $59,815 $61,610 $63,632 $65,720 $67,876 $70,102 $72,401 $74,775 $77,225 $79,756 $82,369 $85,067
Total Operating Expenses $3,001,807  $2,726,970 _ $2,804,686 _ $2,884,663 _ $2,966967 _ $3,051,666  $3,138,833 __ $3,228,540 _ $3,320,863 _ $3,415,879 _ $3,513,668 _ $3,614,312
Capital Costs
Total Capital Spending $536,204 $92,795 $885,514 $110,688 $732,099 $757,722 $784,243 $811,691 $840,100 $869,504 $899,936 $931,434
Bond Proceeds (net of issuance costs) $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Cash Funded Capital Projects $536,204 $92,795 $885,514 $110,688 $732,099 $757,722 $784,243 $811,691 $840,100 $869,504 $899,936 $931,434
Existing Debt Service $2,536,235 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699
One-time Principal Conbribution $2,500,000 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
New Debt Service $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Total Capital Expenses $5572,439  $2100494  $2,893213  $2,118,387  $2,739,798  $2,765421  $2,791,942  $2,819,390  $2,847,799  $2,877,203 _ $2,907,636  $2,939,133
Total Revenue Requirement $8,574,247 $4,827,464 $5,697,900 $5,003,050 $5,706,765 $5,817,088 $5,930,775 $6,047,931 $6,168,662 $6,293,082 $6,421,303 $6,553,445

Beginning Year Balance (all funds*) 10,326,633 " 7,862,662 9,040,516 9,135,262 9,994,770 10,250,907 10,488,483 10,705,261 10,898,891 11,066,901 11,206,693 11,374,255
*includes restricted connection fee funds
Use of Connection Fees for Existing Debt $655,399 $518,818 $203,277 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896 $186,896
Surplus/(Shortfall) ($2,463,971)  $1,177,854 $94,746 $859,508 $256,137 $237,576 $216,779 $193,630 $168,010 $139,792 $167,562 $135,637
End of Year Balance 7,862,662 9,040,516 9,135,262 9,994,770 10,250,907 10,488,483 10,705,261 10,898,891 11,066,901 11,206,693 11,374,255 11,509,893
Minimum Reserve Target Y $2,161,215 $2,023,796 $2,062,654 $2,102,643 $2,143,795 $2,186,144 $2,229,728 $2,274,581 $2,320,743 $2,368,251 $2,417,145 $2,467,467
Available Cash $5,701,447 $7,016,720 $7,072,608 $7,892,127 $8,107,113 $8,302,338 $8,475,533 $8,624,310 $8,746,158 $8,838,442 $8,957,110 $9,042,426
Restricted Fund Balance (Connection Fees) $348,302 $16,381 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Debt Coverage Calculations
Total Revenue Available for Debt Service
...with Connection Fees $3,456,771 $2,946,427 $2,971,579 $2,977,895 $2,995,935 $3,002,997 $3,008,720 $3,013,020 $3,015,809 $3,016,995 $3,075,198 $3,074,771
...without Connection Fees $2,453,070 $2,759,531 $2,784,683 $2,790,999 $2,809,039 $2,816,101 $2,821,824 $2,826,124 $2,828,913 $2,830,099 $2,888,302 $2,887,875
Total Yearly Parity Debt Payment $2,536,235 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699 $2,007,699
Debt Coverage Ratio (with Connection Fees) 1.36 1.47 1.48 1.48 1.49 1.50 1.50 1.50 1.50 1.50 1.53 1.53
Debt Coverage Ratio (without Connection Fees) 0.97 1.37 1.39 1.39 1.40 1.40 1.41 1.41 1.41 1.41 1.44 1.44
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Attachment 2

Ukiah 2020 Joint Sewer Rate Study Schedule 3
.
SCHEDULE 3 - City Cash Flow Proforma
w Forecast Forecast Forecast Forecast Foreosst Forecast Forecast Foreoast Forecast Forecast Forecast
FY 2020 FY 2021 FY 2022 FY 2023 FY 2024 FY 2025 FY 2026 FY 2027 FY 2028 FY 2029 FY 2030 FY 2031
Sewer Rate Revenue Increase: 5.0% 2.0% 2.0% 1.0% 1.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Revenue
Sewer Service Charge Revenue $5,032,575 $5,032,575 $5,288,135 $5,398,030 $5,510,207 $5,569,614 $5,629,662 $5,746,653 $5,866,076 $5,987,980 $6,112,418 $6,239,442
Change due to growth $3,932 $4,131 $4,217 $4,305 $4,351 $4,398 $4,490 $4,583 $4,678 $4,775 $4,875
Increase due to rate adjustments $251,629 $105,763 $107,961 $55,102 $55,696 $112,593 $114,933 $117,322 $119,760 $122,248 $124,789
Non-Rate Revenues
Other Income $3,621 $3,657 $3,694 $3,731 $3,768 $3,806 $3,844 $3,882 $3,921 $3,960 $4,000 $4,040
Other Operating Revenue $19,187 $19,379 $19,672 $19,768 $19,966 $20,166 $20,367 $20,571 $20,777 $20,984 $21,194 $21,406
Interest Earnings $23,847 $19,150 $20,906 $21,437 $24,943 $25,595 $24,984 $24,454 $24,007 $23,641 $23,356 $23,153
Connection Fees $50,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500
Total Revenue $5,129,729 $5,360,821 $5,472,701 $5,585,644 $5,648,791 $5,709,728 $5,826,348 $5,945,483 $6,067,185 $6,191,504 $6,318,492 $6,448,205
O&M Costs
Salaries and Benefits $1,136,144 $1,158,867 $1,178,783 $1,199,034 $1,219,622 $1,240,555 $1,261,838 $1,283,476 $1,305,475 $1,327,841 $1,350,581 $1,373,699
Professional Services $475,555 $438,486 $450,395 $462,623 $475,181 $488,075 $501,315 $514,911 $528,871 $543,206 $557,925 $573,039
Operating Supplies $143,709 $148,020 $152,040 $156,168 $160,407 $164,760 $169,229 $173,819 $178,532 $183,371 $188,339 $193,441
Utilities and Chemicals $315,341 $324,802 $333,623 $342,681 $351,983 $361,534 $371,341 $381,412 $391,753 $402,372 $413,275 $424,470
Administrative $181,335 $186,775 $191,848 $197,056 $202,405 $207,898 $213,537 $219,329 $225,275 $231,381 $237,651 $244,088
Training $25,045 $25,796 $26,497 $27,216 $27,955 $28,714 $29,493 $30,292 $31,114 $31,957 $32,823 $33,712
Billing $96,737 $99,639 $102,345 $105,124 $107,978 $110,908 $113,916 $117,006 $120,178 $123,435 $126,780 $130,214
Minor Capital $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Legal Fees $40,658 $41,877 $43,015 $44,183 $45,382 $46,613 $47,878 $49,176 $50,510 $51,879 $53,284 $54,728
Internal Allocation $204,745 $210,887 $216,615 $222,496 $228,536 $234,737 $241,105 $247,644 $254,358 $261,252 $268,331 $275,600
Miscellaneous $59,435 $61,218 $62,881 $64,588 $66,341 $68,141 $69,990 $71,888 $73,837 $75,838 $77,893 $80,003
Total Operating Expenses $2,678,703 $2,696,367 $2,758,041 $2,821,170 $2,885,789 $2,951,934 $3,019,643 $3,088,952 $3,159,902 $3,232,532 $3,306,882 $3,382,995
Capital Costs
Total Capital Spending $2,232,796 $492,205 $879,885 $109,984 $727,445 $752,906 $779,257 $806,531 $834,760 $863,977 $894,216 $925,513
Settlement Agreement Payment (Cash) $1,000,000
Cash Funded Capital Projects $2,232,796 $492,205 $879,885 $109,984 $727,445 $752,906 $779,257 $806,531 $834,760 $863,977 $894,216 $925,513
Existing Debt Service $623,370"  $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254
Internal Loan Repayments $0 $178,122 $178,122 $178,122 $178,122 $178,122 $178,122 $178,122 $178,122 $178,122 $178,122 $0
New Debt Service $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Total Settlement & Capital Expenses $3,856,166 $2,665,581 $3,053,261 $2,283,361 $2,900,821 $2,926,282 $2,952,634 $2,979,908 $3,008,136 $3,037,353 $3,067,592 $2,920,767
Total Revenue Requirement $6,534,869 $5,361,949 $5,811,302 $5,104,530 $5,786,610 $5,878,216 $5,972,276 $6,068,860 $6,168,038 $6,269,885 $6,374,474 $6,303,762
Beginning Year Balance (all funds*) 6,572,638 $5,278,086 $5,762,060 $5,908,561 $6,874,775 $7,054,576 $6,886,089 $6,740,160 $6,616,784 $6,515,930 $6,437,549 $6,381,567
*includes restricted connection fee funds
Use of Connection Fees for Existing Debt $161,088 $515,602 $515,602 $515,602 $348,120 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500 $30,500
Surplus/(Shortfall) ($1,294,552) $483,974 $146,501 $966,215 $179,801 ($168,488) ($145,928) ($123,377) ($100,854) ($78,381) ($55,982) $144,443
End of Year Balance 5,278,086 5,762,060 5,908,561 6,874,775 7,054,576 6,886,089 6,740,160 6,616,784 6,515,930 6,437,549 6,381,567 6,526,010
Minimum Reserve Target $1,995,465 $2,004,297 $2,035,134 $2,066,699 $2,099,008 $2,132,081 $2,165,935 $2,200,590 $2,236,065 $2,272,380 $2,309,555 $2,347,611
Available Cash 3,282,620 $3,757,763 $3,873,426 $4,808,077 $4,955,568 $4,754,008 $4,574,225 $4,416,194 $4,279,865 $4,165,169 $4,072,012 $4,178,399
Restricted Fund Balance (Connection Fees) 1,772,924 1,287,823 802,721 317,620 - - - - - - - -
Debt Coverage Calculations
...with Connection Fees $2,451,026 $2,486,331 $2,536,538 $2,586,351 $2,584,880 $2,579,672 $2,628,583 $2,678,409 $2,729,160 $2,780,849 $2,833,488 $3,065,210
...without Connection Fees $2,400,526 $2,455,831 $2,506,038 $2,555,851 $2,554,380 $2,549,172 $2,598,083 $2,647,909 $2,698,660 $2,750,349 $2,802,988 $3,034,710
Total Yearly Parity Debt Payment $623,370 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254 $1,995,254
Debt Coverage Ratio (with Connection Fees) 3.93 1.256 1.27 1.30 1.30 1.29 1.32 1.34 1.37 1.39 1.42 1.54
Debt Coverage Ratio (without Connection Fe: 3.85 1.23 1.26 1.28 1.28 1.28 1.30 1.33 1.35 1.38 1.40 1.52
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Attachment 3

City of Ukiah

(Date)

Greetings,

Enclosed, please find an important notice regarding your sewer rates.

The City of Ukiah recently re-financed existing bonds to achieve a cost-savings of approximately
$3.4 million dollars, a savings that is passed directly on to the ratepayers. Wastewater rates
have not been changed in nearly ten years. Therefore, a requirement of the re-financing was
the completion of a study of the wastewater rates, as well as the subsequent adoption of any
recommended rate adjustments. The adjustments involve structural changes to the rates to
ensure equity between customers; therefore the actual changes to individual sewer bills in the
first year will vary, with some increasing and some decreasing.

Based on the study, a rate adjustment, as detailed in the enclosed document, was scheduled to
be implemented on July 1%, 2020. However, the City of Ukiah understands that many of our
customers are facing significant hardships due to the COVID-19 pandemic. Therefore, this rate
adjustment is proposed to not go into effect until October 1, 2020 in order to balance the
impacts and benefits between customers.

The City is satisfying the noticing requirements under Proposition 218 (1996) with the attached
notice of proposed rate adjustments.

If you have questions regarding this matter, please call (707) 463-6288.

Sincerely,

Daniel Buffalo
Director of Finance

300 Seminary Avenue * Ukiah ¢« CA * 95482-5400
Phone: (707)463-6200 - Fax: (707)463-6204 - www.cityofukiah.com Page 78 of 80



City of Ukiah

Attachment 4

Notice of Public Hearing on Proposed Rates for Sewer Service Charges

June 17, 2020 at 6:00 pm

Ukiah Civic Center
300 Seminary Ave, Ukiah, CA, 95482

The City of Ukiah will hold a public hearing on a proposed rate schedule for Sewer Rates.

The City’s sewer utility provides sewer
collection, treatment and disposal services
for nearly 3,600 residential and business
accounts located within a portion of the
City jurisdictional boundaries. The City’s
sewer utility collects and treats wastewater
at the City’s wastewater treatment plant.
These sewer services are essential to
protecting public health and the
environment and maintaining a high
quality of life.

The City of Ukiah charges Sewer Rates to
each property that is connected to the
City’s sewer system. The City uses these
funds to operate the collection and
treatment systems, and to pay for effluent
and biosolids disposal.

WHY INCREASE RATES NOW?

The City hasn’t increased sewer rates since
2014. Since that time general inflation in
California has increased by approximately
13%. The City’s Sewer Utility has
managed to maintain a positive fund
balance through operational efficiencies,
refinancing debt, and by deferring repair
and replacement of capital projects. An
increase in rate revenue is necessary at this
time in order to pay for existing operating
costs and to increase capital reinvestment
in the sewer collection system and the
wastewater treatment plant. The City is
also adopting the proposed new rates in
order to comply with the requirements of a
Settlement Agreement and Operating
Agreement with the Ukiah Valley Sanitary
District.

In order to meet the sewer utility’s current
expenses, the City is proposing increases to
the Sewer Rates over the next five years.
The proposed rates are designed to meet

the current cost of operations as well as the
annual capital budget for sewer assets.

HOW WERE RATES CALCULATED?

The proposed Sewer Rates were calculated
using methodologies that are aligned with
industry standard practices for rate setting
and all applicable laws, including
California Constitution Article VIII D,
Section 6 (commonly known as
Proposition ~ 218).  The  revenue
requirements for the City sewer utility
were based on a financial plan that
integrated operational, debt and capital
funding needs.

Residential users will continue to pay a
fixed monthly Service Charge on a per-
dwelling basis in addition to a
Consumption Rate based on the average
monthly water used during the prior winter
months of January through March.

Commercial users will be charged a
monthly ~ Service Charge for each
“equivalent sewer service flow unit”
(ESSFU), which is a measure of the
average winter water use of residential
dwelling units. The ESSFU assignment for
a Commercial user will be calculated based
on the user’s average monthly water
consumption during the previous winter
(with a minimum of one (1) ESSFU per
commercial account). The Consumption
Rate for Commercial users is determined
by multiplying the account’s average
winter water usage by the respective rate
for ~ the  Commercial  customer’s
classification (which accounts for sewer
strength).

HOW MUCH OF AN INCREASE?

Under this proposal, rate revenue from the
Sewer Service Charge will increase 5%
overall on October 1, 2020, then 2% on

July 1 of 2021 and 2022, then 1% on July
1 of 2023 and 2024. The proposal involves
structural changes to the rates to ensure
equity between customers; therefore the
actual changes to individual sewer bills in
the first year will vary. Namely, the amount
of revenue being collected from the fixed
Service Charge as opposed to the variable
Consumption Rate has changed.

For complete details, the 2020 Joint Sewer
Rate Study report is available at:
http://www.cityofukiah.com/utility-
services/.

For more information on proposed Sewer
Rates, please call:

(707) 463-6228
or email: Imartin@cityofukiah.com

HOW TO PARTICIPATE

Proposition 218 establishes a protest
process for the public to follow if they
wish to oppose the rates.

Written protests on the proposed Sewer
Rates must be received prior to the
close of the Public Hearing on June 17,
2020 and may be hand delivered during
the hearing, mailed or delivered to:

Kristine Lawler
City Clerk
300 Seminary Ave, Ukiah, CA, 95482

E-mail protests are not accepted.

Written protests on the proposed Sewer
Rates must identify the owner(s) or
tenant of the property and provide the
property address. Only one protest per
affected parcel will be considered. If
written protests are presented by owners
from a majority of affected parcels, the
City cannot approve the proposed rate.
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Attachment 4

The City of Ukiah is proposing a multi-year sewer rate adjustment schedule for all residential and commercial (non-residential)
customers. The proposal will be considered by the City Council at a Public Hearing on June 17, 2020. If approved, the sewer rate
adjustments will commence October 1, 2020. You are receiving this notification in compliance with California Constitution Article
X1 C and D (commonly known as Proposition 218), which requires that all impacted property owner(s) are mailed notice of proposed
rate increases at least 45 days prior to a public hearing.

Proposed Sewer Rate Schedule

October 1,2020 July 1,2021 July1,2022 July1,2023 July1,2024

Monthly Service Charge*: $49.34 $50.33 $51.34 $51.85 §52.37

Consumption Rate (per hundred cubic feet (i.e. 748 gallons):

Residential: $3.57 $3.64 $3.71 $3.75 $3.79
Commercial 1: §3.57 $3.64 $3.71 $3.75 $3.79
Commercial 2: $3.90 $3.97 $4.05 $4.09 $4.13
Commercial 3: §7.77 §7.93 $8.09 $8.17 $8.25
Commercial 4: $10.33 $10.54 $10.75 $10.86 $10.97

* Service Charge is per dwelling unit for residential and per ESSFU for commercial accounts (with a
minimum charge of 1 ESSFU).

Your Sewer Rates pay all costs necessary to operate and maintain the City’s sewer collection, treatment, and disposal infrastructure. The
proposed Sewer Rates will help enable the City to provide reliable and dependable wastewater collection and treatment service while
protecting our streams, creeks, rivers, navigable waterbodies and public health.

City of Ukiah
300 Seminary Ave
Ukiah, CA 95482

IMPORTANT NOTICE - Sewer Rate Increase
PUBLIC HEARING NOTICE
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