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SUBJECT: Proposed Comprehensive Five-Year Utilities Rate Increases

RECOMMENDATION
That City Council:

1. Review and provide direction on recommendations including: utility vision and guiding principles
statements; utility rate policy; utility capital improvement program (CIP); and utility rate structure.

2. Review and provide direction on implementation of rate increases for the Water, Wastewater, and
Environmental Resources Enterprises. The proposed rate increase for Wastewater is 35% for Fiscal
Year 2015-16, 10% for Fiscal Year 2016-17, 8% for Fiscal Year 2017-18, 8% for Fiscal Year 2018-
19, and 8% for Fiscal Year 2019-20. The proposed rate increase for Water is 15% for Fiscal Year
2015-16, 12% for Fiscal Year 2016-17, 8% for Fiscal Year 2017-18, 8% for Fiscal Year 2018-19,
and 8% for Fiscal Year 2019-20. The proposed rate increase for Environmental Resources is 6%
for Fiscal Year 2015-16, 4% for Fiscal Year 2016-17, 4% for Fiscal Year 2017-18, 4% for Fiscal
Year 2018-19, and 3% for Fiscal Year 2019-20.

3. Authorize staff to proceed with the Proposition 218 public notification process.

DISCUSSION

Financial Requirements

The City’s primary financial goal for its utilities enterprises is to ensure that revenues from rates and
fees are adequate to fund daily operations and maintenance, capital improvement, debt service and
reserves. The rates and fees are set following specific legal requirements and industry best practices.

Operations and maintenance costs include labor, electricity, chemicals, and replacement parts. Capital
improvements include rehabilitation and replacement of existing facilities, construction of new
facilities or expansion of existing facilities to meet new regulatory requirements or for growth as
defined in the City’s General Plan. Capital improvements can also include large equipment such as
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solid waste sorting equipment. Debt service includes principal and interest payments on borrowing.
Reserves are required by bond holders and best practices. Types of reserves funds include operating,
capital improvement program (sinking fund), rate stabilization, debt service, and emergency.

Environmental and water quality regulations significantly impact cost of services for utilities. Several
agencies and multiple regulations govern the operation of utilities. The City maintains a number of
permits that implement specific requirements for the City facilities. The cost associated with meeting
these requirements is a large driver of rates. Generally, new regulations increase the cost of providing
services; however, in the case of recycled water, future regulations may actually decrease the cost of
providing services.

The City’s 2030 General Plan estimates the population and associated requirements for its residents and
businesses. These estimates are used to determine the requirements for utilities infrastructure. Other
planning documents such as the Urban Water Management Plan also assist in determining utility
requirements.  Periodic condition assessments of utility infrastructure determine the need for
maintenance and rehabilitation. These requirements are documented in master plans and asset
management plans.

Capital Improvement Requirements

Over the past 18 months the City has been developing an Integrated Public Works Master Plan. As part
of this effort, a detailed assessment of all utility infrastructures was completed. Based on this, a
comprehensive capital improvement program (CIP) was developed. The CIP plan details the capital
improvement and replacement needs, as well as various operational and maintenance needs, some of
which should be addressed immediately. There are 10 structures within the Wastewater Treatment
Plant (WWTP) that need to be replaced due to their inadequacy from a seismic safety standpoint.
Various other structures in the WWTP require structural or non-structural retrofit and other significant
repairs. The wastewater system also has operational and maintenance needs to address regulatory
compliance, optimization of treatment plant operations for energy efficiency and reduced chemical
consumption, and staffing shortfalls and efficiencies. There are also immediate needs to enhance
safety, control nuisance odors, and improve overall maintenance and operability of the system.

The water system has immediate needs that include rehabilitation of wells, upgrades and replacement in
the distribution and treatment systems, and replacement of a significant number of automatic meter
readers.

The 25-year Capital Improvement Program (CIP) requirements are estimated to be: $675 million for the
Wastewater; $474 million for Water, and $80 million for Environmental Resources.

Rate Policy

Following sound rate policy is essential to effective utility operations. Policy provides guidelines for
financial management with an overall long-range perspective, provides a basis for coping with fiscal
emergencies, helps maintain financial solvency, and enhances financial transparency. The goals of
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financial policy are to mitigate risk and stabilize rates, to maintain a desirable credit rating in order to
reduce interest expense, to determine the optimum ratio of cash and debt funding of capital projects,
and to determine the opportune time to issue debt. Recommended policy includes maintaining a debt
coverage ratio of 1.25, maintaining reserves totaling 365 days of operations and maintenance expenses,
and increasing the fixed component of rates to more closely match actual utility fixed costs.

Financial policies are central to a strategic, long-term approach to financial management. Some of
the most powerful arguments in favor of adopting formal, written financial policies include their
ability to help governments:

1. Institutionalize good financial management practices. Formal policies usually outlive their
creators, and, thus, promote stability and continuity. They also prevent the need to re-invent
responses to recurring issues.

2. Clarify and crystallize strategic intent for financial management. Financial policies define a
shared understanding of how the organization will develop its financial practices and
manage its resources to provide the best value to the community.

3. Define boundaries. Financial policies define limits on the actions staff may take. The policy
framework provides the boundaries within which staff can innovate in order to realize the
organization's strategic intent.

4. Support good bond ratings and thereby reduce the cost of borrowing.

Promote long-term and strategic thinking. The strategic intent articulated by many financial
policies necessarily demands a long-term perspective from the organization.

6. Manage risks to financial condition. A key component of governance accountability is not
to incur excessive risk in the pursuit of public goals. Financial policies identify important
risks to financial condition.

7. Comply with established public management best practices.

Financial Requirements

It is vital for a municipal utility to have strong financial management practices governed by financial
policies that align with best practices in municipal finance. Best financial practices include consistently
positive operating margins, consistently sound reserve levels (for operations, debt service, replacement,
and new capital), and substantial available liquidity without borrowing. Additionally, best practices
include prudent financial policies that are consistently followed by governance and management:
conservative budgeting process; regular financial management reviews; contingency planning; and
long-term planning.

Rating agencies look to implementation of best practices by municipalities in their financial
management and policy. Rating agencies actions of evaluating debt issued by the City’s Ultilities has a
direct impact on the Utilities’ finances. The higher quality of a rating (AAA being the highest) the
lower the interest rate on the debt issuance will be, resulting in interest savings to the City.
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Rate Setting Calculation

Utility rates are calculated following regulatory requirements, including Proposition 218, and shall not
exceed the estimated reasonable cost of providing the service for which the rate is imposed. Costs are
allocated to customer classifications and tiers, when appropriate, by conducting a cost of service study.
The study estimates expenses, divides them among user groups, and calculates rates required to
generate required revenue. Due to a recent court decision involving the City of San Juan Capistrano,
tiered rates must be justified by cost of service. For example, the City receives water from three
sources with different costs, so the tiers may correspond to these different sources of water and their
respective costs. Other factors, such as base and peak usage also impact tiers so that different
customers classes generally have different rate tiers. In the past, cities were asked to set rates with
increasing tiers in order to encourage water conservation. This can now only be done if there is a cost
justification. However, penalty charges can be assessed for water use considered to be wasteful.

Cost of Service

The City recently conducted a cost of service study for the Wastewater, Water and Environmental
Resources Enterprises (See Attachment #1). Based on operational requirements, recommended rate
policy, and capital improvement requirements, the study determined that rates need to be raised in order
to meet the financial requirements of each enterprise.

The study determined that the cost allocations between residential and businesses was appropriate.
However, there were two instances, commercial wastewater and commercial water, where the cost
allocation between large and small businesses needs to be adjusted to meet the requirements of
Proposition 218. The report recommends completing a wastewater loadings study for commercial
customers prior to the next cost of service study. This cannot be done in time for the current rate
process because of the length of time for monitoring and testing and the number of potential customer
classes. The report also recommends modifying tiers for commercial and irrigation water rates. In
addition, rate tiers need to be adjusted to meet new interpretation of Proposition 218 based on the recent
ruling in San Juan Capistrano. Tiers can continue to be used, but must be based on actual expenses. In
the past, cities were encouraged to set rates with tiers that increased with use. This was intended to
encourage water conservation.

In the past, the ratio of fixed costs to variable costs was not aligned with fixed and variable rate
components. Part of this was intended to encourage water conservation. However, while this can
encourage conservation it can also lead to revenue shortfalls when demand drops. This is because
revenue will fall faster than expenses if the top tier rate is disproportional to expenses and the fixed rate
component is inadequate. Historically, water rates were set with a high top tier to encourage water
conservation. Since this is no longer permissible, the rates will more closely match expenses.
However, it is also recommended that rates include a fixed component, or readiness to serve charge, of
at least 30%. The City’s current fixed water rate component is only about 21% on average. The cost of
service study recommends increasing this to 30% over a three year period. The report also
recommends that multi-family tier allotments will be based on the number of dwelling units.
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Recommended rates have been developed based on the above noted changes in the rate structure and
the results of updated functional and customer demand allocations. These recommended rates are
included in the Final Draft Utilities Cost of Services Study in Attachment #1 and summarized in
attachment #3, Proposed Rates.

Recommended Rates

Based on operational requirements, recommended rate policy, and capital improvement requirements,
the combined average revenue increase over current rates is 19% for Fiscal Year 2015-16, 9% Fiscal
Year 2016-17, and 7% for each of the Fiscal Years 2017-18 through 2019-20 as shown in the table
below. However, the actual increase for individual customers would vary depending on actual use. For
Example, the average single-family residential customer with median water use would see an increase
of approximately 25%, or $23.71 per month in the first year.

Year Water Wastewater | Environmental | Combined
Resources Weighted Average

2015-16 | 15% 35% 6% 19%

2016-17 | 12% 10% 4% 9%

2017-18 | 8% 8% 4% 7%

2018-19 | 8% 8% 4% 7%

2019-20 | 8% 8% 3% 7%

Net5yr | 62% 87% 23% 60%

Rate Setting Process

If the City Council directs staff to proceed with a Proposition 218 notification process, property owners
and ratepayers will be notified in mid-October 2015. This will begin the 45-day notice period. After
the notice period, a Public Hearing is scheduled to be held at the regular Council meeting on December
8 introducing the proposed rate ordinances for the first reading. A Public Hearing for the second
reading and potential approval of the rates is scheduled to be held at the regular Council meeting on
December 15, 2015. Upon approval, the rate increases would become effective February 1, 2016.
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FINANCIAL IMPACT

There is no financial impact with this report. Staff will return to the City Council to hold a Public
Hearing after the required 45 day public notice period. This will be followed by a second Public
Hearing at which rates may be approved.

(DRR)

Attachment #1 — Final Draft Utilities Cost of Services Study.
#2 — Draft Utility Vision and Guiding Principles statements, Utility Rate Policy, Capital
Improvement Program (CIP), and rate structure.
#3 — Proposed rates
#4 - Proposed Rate Increase Notice Text

Note: Attachment #1 has been provided to City Council under separate cover. Copies for review are
available at the Help Desk in the Library and in the City Clerk’s Office prior to the Council meeting.



Attachment Number 1

Final Draft Utilities Cost of Services Study

Was provided to the City Council and placed
at local libraries for the October 06, 2015

City Council Meeting.

Attachment No. 1
Page 1of 1
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NOTICE OF PUBLIC HEARING REGARDING PROPOSED INCREASES
IN WATER SERVICE RATES, WASTEWATER RATES, AND SOLID WASTE RATES

Notice is hereby given that the City of Oxnard’s City Council will hold a public hearing to consider utilities
systems rates increases. The proposed rate increases will help the City to continue to provide reliable, high
quality water, wastewater, and solid waste services.

The wastewater rates fund the City’s costs to collect, treat and dispose of wastewater from the City’s sewer
service customers. The water rates fund the City’s costs to procure, treat and distribute water to the City’s
water service customers. The solid waste rates fund the City’s costs to collect and dispose of trash from the
City’s solid waste service customers.

The proposed rate increases are designed to capture the amount needed to fund the actual costs of providing
the wastewater, water, and solid waste services. Wastewater services are increasing due to debt service
coverage needs, and the need to maintain, repair, upgrade, and replace the City’s aging infrastructure,
equipment and facilities. The service costs for water are increasing due to the need to maintain, repair,
upgrade and replace aging infrastructure, debt service coverage needs, and new infrastructure projects to
improve the future reliability of the water supply. Solid waste services are increasing as a result of the need to
resume replacing trucks and aging facilities and to meet regulatory requirements for increased landfill
diversion.

The proposed rate increase for Wastewater is 35% for Fiscal Year 2015-16, 10% for Fiscal Year 2016-17, 8%
for Fiscal Year 2017-18, 8% for Fiscal Year 2018-19, and 8% for Fiscal Year 2019-20. The proposed rate
increase for Water is 15% for Fiscal Year 2015-16, 12% for Fiscal Year 2016-17, 8% for Fiscal Year 2017-18,
8% for Fiscal Year 2018-19, and 8% for Fiscal Year 2019-20. The proposed rate increase for Environmental
Resources is 6% for Fiscal Year 2015-16, 4% for Fiscal Year 2016-17, 4% for Fiscal Year 2017-18, 4% for
Fiscal Year 2018-19, and 3% for Fiscal Year 2019-20.

The rate increase ordinances for wastewater, water, and solid waste will also include authorization for
subsequent automatic adjustment based on certain increases in third party costs, including but not be limited to
increase in wholesale water purchase costs, power costs, and solid waste disposal fees.

The City Council will conduct a public hearing on December 8, 2015, to consider adopting the proposed rates.
The hearing will occur at 7:30 p.m., at 305 West Third Street, Oxnard, California 93030. You may provide oral
or written comments at the public hearing.

You have a right to file one written protest per parcel against one or more of the proposed rate increases. Both
the owner of the parcel and the person receiving the service for which the fee is charged may submit a written
protest, but only one protest per parcel will be counted. Owners of multiple parcels may submit one written
protest as protest for each parcel owned, provided that a list of all appropriate parcel numbers or addresses is
included. Any written protests must be submitted to the City Clerk’s Office at 305 West Third Street, Oxnard,
CA 93030 prior to the City council meeting or submitted directly to the City Council prior to the conclusion of
the public hearing. A written protest must include (1) your original signature; (2) identification of the parcel(s)
by parcel number(s) or address(es); (3) whether you are the owner of the parcel(s) or the person receiving the
service for which the fee is charged; (4) which fee increase(s) you are protesting; and (5) your statement that
you protest the increase in the fee(s). Written protests will not be accepted by e-mail or by fax. Verbal
protests will not be counted. The City Council will not adopt the proposed rate increase(s) if the City Council
receives written protests from owners of and/or utility customers representing a majority of parcels of property
who pay the proposed utility rate(s).

For more information, please contact: Public Works Administration (805) 385-8136.
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