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1. Introduction
A rate study was requested by SWRCB staff to take a look at the water rates, and to provide some
information on where the system currently stands and what the future holds for the system.
Rates are always controversial and difficult to deal with from the perspective of the public versus the
Water District. All of the many public meetings, Prop 218 meetings, committee meetings, and staff
meetings that occur when the Water District decides to re-evaluate their rates typically have the same set
of issues:
➢
➢
➢
➢
➢

Public perception
Regulatory requirements
Rate amount or increment amounts
Implementation plans
Public information and education

In most cases, the individuals involved in the process consist of a mixture of the water company staff,
and board members. The issues are typically straight forward, but almost always get lost in the politics
and personal concerns of all those involved, including the general public, and in this case, the water
district’s customers.
When evaluating the rates and rate structures in any situation, there are specific questions that need to
be answered, such as:
➢
➢
➢
➢
➢
➢

Are they currently able to fund expenditures?
Do they have appropriate reserves and CIP/CRP reserves?
What kind of shape is the infrastructure in?
Are they in regulatory compliance?
Are they able to schedule needed projects as identified in a master plan?
Do they have a master plan?

All of these issues create a picture of the system that will dictate the financial requirements of the
enterprise accounts, be it water or sewer. So, it is really up to the system where they want the rates to
be. They have to do just a couple of things; pay the bills and be in compliance with regulatory
requirements. Anything else is a choice made by the water company staff and board members.
In most cases, the water company also has certain financial criteria mandated by all of the different
funding agencies within the State. So, if the water company intends to seek public funding for
infrastructure projects, the terms and conditions of receiving any loans or grants will apply to the water
company, and typically carry certain criteria for reserves of debt service and insurance requirements that
will ultimately affect the cost of providing service to their customers.
There are also accepted standards and practices within municipal finance and operations that are
considered good business; such as establishing reserves for equipment, funding preventative
maintenance programs, funding normal system infrastructure maintenance, funding system depreciation,
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establishing and funding capital replacement programs (CRP), etc. There is a big difference between
paying the bills and managing the system’s infrastructure.

2. Rate Review

Attached is the Pine Grove CSD rate review. The objective with this rate review was to assess the
viability of the district’s current rates and to demonstrate the district’s financial capabilities in regards to
funding the annual budget, funding the system’s designated reserves, and providing emergency funds in
case of unexpected repairs and/or replacement.
Exhibit 1: Capital Improvement Plan (CIP)
Pine Grove Community Services District is currently working towards funding a pipe replacement project
with an estimated cost of $1 million. The funding for these projects at this time is to be provided by water
rates over a 30-year period. Pine Grove currently has $50,000 in reserves for these projects. This
amount is entered in Exhibit 1 and is considered in the projected budget and rate structure. To raise the
necessary CIP funds in 30 years the District will have an additional item on their budget, Exhibit 2, in the
amount of $31,666.67.
Exhibit 2: Pine Grove Community Services District Budget
In this exhibit we reviewed the current budget and then made a 4-year plan with a 3% increase each year
in the budgeted expenses to account for increased operation costs over time. We also, at this point,
compare the budgeted expenses with revenue to ensure that the District is meeting its obligations and
hopefully funding designated reserves.
Pine Grove is currently in good standing. They have $270,000 in reserves with $50,000 being alotted to
the pipe replacement projects previously mentioned. You will also note, in green, the CIP costs for the
aforementioned projects is carried over from Exhibit 1. This addition brings the total budget to
$423,495.67.
In the bottom portion of Exhibit 2 you will note the calculations of revenue as compared to the budget for
the the 4-year plan as determined by the budget calculations from Exhibits 2-3 and rate calculations of
Exhibit 4.
Exhibit 3: Fixed vs. Variable Expenses
In this exhibit, we breakdown the budgeted expense category and assign a percentage of the line item
amount to be funded either as a fixed cost or funded as usage cost. This breakdown will determine the
base rate and the usage rate for the system to meet budgeted expenses as outlined in the CIP and
budget exhibits.
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Here you will see the 2018 budget from Exhibit 2 transferred with percentages assigned to each category
determining how much of that item is funded by the fixed rate. At the bottom you will note that the current
percentages suggest 66% funding by the fixed rate and 34% funding by the usage rates. Traditionally we
would recommend a slightly higher percentage of the budget to be funded by the fixed rates, however,
do to the addition of the CIP we have established a more even split that would be more feasible to the
District’s customers.
Exhibit 4: Rates
This exhibit will assign a base rate charge by dividing the number of customers into the amount of the
base rate revenue needed and then divides by 12 months in a year to determine a monthly base rate per
system customer. The second part of the rate setting exhibit utilizes past water consumption and the
existing rate structure to determine a price per cubic foot depending on how the system meters read.
Reviewing the first part of the rate study you will see the two customer groups, residential and
commercial. Keeping with the current rate structure of bimonthly payments, we have increased the base
rates by 6% to accommodate the CIP funds. However, as mentioned in Exhibit 3, we traditionally
recommend a higher percentage around 70-80% of the income to be funded by the base rate. The below
listed rate recommendations are for the calendar year 2018/2019. These recommendations are based on
the 2017/2018 budget provided by Pine Grove CSD with a 3% increase for inflation. Our model is based
on a four-year projection that increases by 3% each fiscal year until 2022/2023.
2017/2018

2018/2019

Current

Recommended

Residential
Fixed Rate

$78.00

$82.75

$0.037
$0.041
$0.047

$0.039
$0.043
$0.050

Residential Usage

501-1,000 cu ft
1,001-2,000 cu ft
2,001+ cu ft

Commercial
Fixed Rate

$83.00

$88.05

$0.041
$0.046
$0.051

$0.043
$0.049
$0.054

Commercial Usage

0-1,000 cu ft
1,001-2,000 cu ft
2,001+ cu ft

*Note all fees are bimonthly

Similarly, we recommend a 6% increase to the usage fees. The minimum usage was kept the same with
500 cubic feet included in the base rate for residential customers. This equates to the current rate
structure. The lower base rate, although conducive to consumers with low water usage, does not ensure
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the total needed revenue. We would ultimately recommend a higher base rate to offset the chance of
being underfunded.

3. Rate Study Review and Conclusions

Pine Grove Community Services District is in good standing. They have $270,000 in reserve and are
already saving to fund their current capital improvement projects. The Board has decided to apply for
grant and debt funding for their projects, which allows for a smaller initial impact on the suggested rates.
We currently recommend a 6% increase to the base rates and a 6% increase to the usage rates with a
3% increase for the following three years to account for inflation. Perhaps after a few years the Board
can review these water rates and shift more of the fixed/variable expenses to the base rate revenue
verses the water usage.
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Sample Prop 218 Letter Template
Date

SYSTEM NAME NOTICE OF PUBLIC HEARING FOR PROPOSED INCREASES IN THE RATES FOR
WATER SERVICE FEES
The Full System Name (the “type of system, ex. District, City, etc.”) has reviewed the rates reason for
reviewing rates. In reviewing the rates, steps taken that to arrive at new rates, ex. Rate study, MHI study,
applying for grants/loans etc. The results showed that the District results of steps taken, ex. Eligible for
loans, MHI adjusted. Notice is hereby given that the Board of Directors of the District will hold a
public hearing on date, at time, at location, to consider proposed increases to the rates for its
water service fees.
Reasons for the Proposed Rate Increases
Description of reasons for rate increase – Immediate projects, compliance issues, budget and needed
reserves shortfalls, future CIP needs, etc.
District’s Rate Structure
Explain the rate structure (and different parts of the structure) here.
Water Service Charge/Base Rate/Fixed Charge, etc. The monthly Water Service Charge is a flat rate,
fixed charge. This charge is structured to recover a portion of the District’s fixed costs. Fixed costs
include, among other costs associated with personnel; meter reading; customer billing, accounting, and
collections; and repairs and replacements to water facilities.
Commodity Charge/Usage Charge/Variable Charge etc. The Commodity Charge is a variable charge
determined on the basis of the amount of water served to a parcel of property in hundred cubic feet
(“HCF”) and consists of two tiers which impose higher rates as the level of consumption increases. This
charge is structured to recover a portion of the District’s variable costs; costs associated with the
pumping and delivering the groundwater from the District’s wells.
Proposed Rate Increases
If adopted, the rates will be in effect beginning date of first rate increase and each date thereafter
through and including final rate increase. The current and proposed rate increases are set forth in the
tables below.
CURRENT RATES IN EFFECT (as of date of last rate increase)
Water Service Charge $55.55 per month
Commodity Charge Up to 1,600 cubic feet – $1.75 per hundred cubic feet
Above 1,600 cubic feet – $3.50 per hundred cubic feet
RATES IN EFFECT BEGINNING date that proposed rate increase will go into effect
Water Service Charge $87.24 per month
Commodity Charge up to 1,600 cubic feet per month - $2.25/HCF
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Water use in excess of 1,600 cubic feet per month - $4.00/HCF
Basis on Which the Proposed Charges Were Calculated
Explanation of how rates were arrived at. See example below
The proposed rates were figured using a Water Service and Commodity charge system. The water
service charge was calculated by taking the fixed costs from the budget and dividing the total of those
costs by the number of connections the system has. The commodity charge was calculated by taking the
variable costs from the budget and using the average water use by customers of the District, assigning a
tiered price per one-hundred cubic feet. The base rate will go up 5% each year, and the commodity
charge will go up 3% each year to account for an inflation factor of budget costs of 3%, and a yearly
increasing CIP fund amount.
Public Hearing & Protests
Any property owner or tenant directly responsible for the payment of water service fees may submit a
written protest to the proposed increases to the rates for District’s water service fees., Only one protest
will be counted per identified parcel. Any written protest must: (1) state the name of the person protesting
(who should be the property owner or tenant of the parcel), and state that the property owner or tenant is
opposed to the proposed water rate increases; (2) provide the location of the identified parcel (by
assessor’s parcel number or street address); and (3) include the name and signature of the property
owner or tenant submitting the protest. Written protests may be submitted by mail district office address
or PO box or brought to the Public Hearing. All written protests must be received prior to the close of the
Public Hearing, which will occur when public testimony on the proposed rate increases is concluded.
Any protest submitted via email or other electronic means will not be accepted. Please identify on the
front of the envelope for any protest, whether mailed or submitted in person to the District Secretary at
the Public Hearing, Attn: Public Hearing on Water Rates. The District Board of Directors will hear and
consider all written and oral protests to the proposed rate increases at the Public Hearing. Oral
comments at the Public Hearing will not qualify as formal protests unless accompanied by a written
protest. Upon the conclusion of the Public Hearing, the Board of Directors will consider adoption of the
rate increases to District’s water service fees as described herein. If written protests against the
proposed rate increases as outlined are not presented by a majority of property owners of the identified
parcels upon which the rates are proposed to be imposed and any tenants directly liable for the payment
of water service fees, the Board of Directors will be authorized to impose the rate increases. If adopted,
the rates will be in effect on the dates noted above.
Please note that the official Public Hearing for increases in the rates for water services fees will
be held date at time.
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Prop 218 Timeline
The Prop 218 notice, hearing and protest requirements must all take place before the Board can
proceed with making a decision with respect to the new rates and charges. Here is an outline of what is
necessary in order to comply with the procedural requirements of Prop 218:

Step 1: The board should approve/set a public hearing date for the determination and adoption of
fees/charges, and typically will approve the Prop 218 hearing notice that is required to be sent out to all
parcel owners ahead of the hearing. The public hearing to consider adoption of any rate increases must
be held not less than forty-five calendar days after the mailing of the notice. (Cal. Const. art. XIII D,
section 6(a)(2).)

Step 2: Send written notice of the public hearing by mail to the record owner of each parcel upon
which the fee/charge will be imposed, at least forty-five days before the hearing date. Per Gov. Code
53750(i), notice required by Prop 218 is deemed given when the envelope is deposited in the mail. Per
Gov. Code 53750(j), “record owner” means the owner of a parcel whose name and address appears on
the last equalized secured property tax assessment roll, or in the case of any public entity (not sure if
DCWD provides services to other public entities), the representative of that public entity at the address of
that entity known to the agency. Note that a broader reading of “record owner” requires that notice
should also be mailed to any tenant directly liable for the payment of the fee or charge, if the agency has
that information available.

The notice must contain the following information:
-

The amount of the fees or charges proposed to be imposed;
The basis upon which the fees or charges were calculated;
A statement regarding the reason for the imposition of the new, or increases to the existing, fees
or charges; and
The date, time, and location of the public hearing at which the legislative body will consider the
new fees or charges or proposed increases to the existing fees or charges.
The notice should also inform the ratepayer that he/she can protest the property-related fee or
charge in writing and should outline what the steps are in order to submit a written protest.

Step 3: Conduct the public hearing on the date and time stated in the notice (which again, should not
be less than 45 days after the notice of the proposed fees/charges and public hearing is mailed). At this
public hearing, the board should hear and consider all public comments regarding the fees. The board
should also consider the written protests submitted prior to the close of the public hearing, to determine
whether a majority protest (more than 50%) exists. If upon the conclusion of the public hearing, no
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majority protest has been submitted, then the Board can proceed with imposing the fees or
charges. (Cal. Const. art. XIII D, section 6(a)(2).)

Note there are also a handful of important substantive requirements in order to comply with Prop 218,
those are found in the CA Constitution, Article XIII D, Section 6(b). Namely, these requirements are (1)
the revenues derived from the fees must not exceed the funds required to provide the property-related
service; (2) the revenues derived from the fee must not be used for any purpose other than that for which
the fee is imposed; (3) the amount of a fee imposed upon any person must not exceed the proportional
cost of the service attributable to the parcel; (4) the fee may not be imposed for a service unless that
service is actually used by, or immediately available to, the owner of the property; and (5) no fee or
charge may be imposed for general governmental services such as police, fire, ambulance, or
libraries. There is a lot of litigation on Prop 218 on both the water and sewer side up and down the state,
so these substantive requirements are important to be familiar with.
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