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RESOLUTION NO. 15-135 

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF PASO ROBLES 
PROPOSING WATER USER RATES AND AUTHORIZING INITIATION OF THE 

PROPOSITION 218 PROCEDURES  

WHEREAS, the City owns and operates approximately 174 miles of waterlines, 4 storage 
facilities and 7 booster stations to distribute potable water throughout the City; and

WHEREAS, the Water Operations Fund is projected to have operating expenses of $13 million 
for Fiscal Year 15-16, with current revenues of approximately $9.6 million, thus falling short of 
required revenue levels; and 

WHEREAS, the current water rates went into effect on January 1, 2012, with the last annual 
increase taking effect on January 1, 2016; and  

WHEREAS, the current rates are structured on an entirely variable basis such that customers are 
charged only on the basis on the amount of water used; and 

WHEREAS, a Water Rate and Revenue Analysis, (“Analysis”) dated October 22, 2015,  has 
been prepared by Water Consultancy/HDR to evaluate whether the water rates should be 
adjusted to cover the costs of providing water service to its customers; a copy of the Analysis  is 
attached hereto as Exhibit A and incorporated herein by reference; and 

WHEREAS, there are certain critical capital projects that must be implemented, including the 
replacement of the 90-year old 21st Street Reservoir which holds one-third of the City’s stored 
water, and the planned 4 million gallon per day water treatment plant; and

WHEREAS, the Analysis found that approximately 80% of the current operating costs of the 
water system are fixed costs and not dependent on the amount of water used, including debt 
service payments on the Nacimiento revenue bonds; and 

WHEREAS, the Water Operations Fund cash balance is lower than previously projected due to 
delays in adopting rates and lower water sales due to conservation measures in response to the 
drought; and 

WHEREAS, the Analysis determined that if rates are not increased, the Water Operations Fund 
will be in a deficit situation by Fiscal Year 2022-23; and

WHEREAS, the Analysis proposes a combined fixed rate-variable rate structure which will 
generate additional revenues and also provide a certain  level of stability for the Water 
Operations Fund; and 

WHEREAS, the proposed rates would not take effect until January 1, 2017; 

CC Resolution 15-135  Page 1 of 43





Exhibit 1 
 

Water Rate and Revenue Analysis 
 
 

CC Resolution 15-135  Page 3 of 43



Water Rate and
Revenue Analysis
Final Report
City of Paso Robles

October 22, 2015

City of Paso Robles
Department of Public Works

1000 Spring Street
Paso Robles, CA 93446

Prepared Under the Direction of
Roger Null

CC Resolution 15-135  Page 4 of 43



City of Paso Robles
Final Report

Water Rate and Revenue Analysis

Table of Contents 

1 Introduction.......................................................................................................................................... 1

2 Development of Updated Financial Parameters ................................................................................. 3
2.1 Current and Projected Customer Accounts and Water Demands ............................................ 3
2.2 Budgeted/Projected Operating Expense................................................................................... 6
2.3 Projected Capital Improvement and Debt Service Financing Program .................................... 9

3 Projected Revenue Requirements Using Adopted and Proposed Rates ......................................... 12

4 Current and Proposed Water Rates and Rate Structure .................................................................. 15
4.1 Development of Proposed Rates ............................................................................................ 15

4.1.1 Fixed Monthly Service Charge Discussion ................................................................ 16
4.1.2 Development of Proposed Usage Charge ................................................................. 20

4.2 Typical Monthly Bills................................................................................................................ 21
4.3 Comparison of Monthly Bills with Other Communities ............................................................ 22
4.4 Summary of Proposed Rates .................................................................................................. 24

Tables 

Table 1-1 Current Water Rates ..................................................................................................................... 2
Table 2-1 Current Water Accounts ............................................................................................................... 4
Table 2-2 Projected New Customers and Water Demands.......................................................................... 5
Table 2-3 Budgeted and Projected Operating Expenses ............................................................................. 7
Table 2-4 Projected Water Capital Improvement Program......................................................................... 11
Table 3-1 Projected Revenue Plan – Proposed Rates ............................................................................... 14
Table 4-1 Fixed/Variable Cost Revenue Assessment ................................................................................ 18
Table 4-2 Proposed Water Rates ............................................................................................................... 21
Table 4-3 Illustrative Water Bill Examples .................................................................................................. 22

Figures 
Figure 2-1 Annual Water Sales ..................................................................................................................... 9
Figure 3-1 Projected Water Operations Fund Performance Without Additional Rate Adjustments ........... 12
Figure 4-1 Water Operations Fund Fixed Costs ......................................................................................... 17
Figure 4-2 Water Rate Comparison ............................................................................................................ 23

Appendices 

Appendix A – Miscellaneous Support Material

October 22, 2015 | iCC Resolution 15-135  Page 5 of 43



City of Paso Robles
Final Report

Water Rate and Revenue Analysis

1 Introduction
The City of Paso Robles (City) owns and operates approximately 174 miles of waterlines, 
4 storage facilities, and 7 booster stations to distribute drinking water throughout the City.  
The City’s water supply system includes 20 wells that pump groundwater, Salinas River 
underflow, and surface water from Lake Nacimiento, with a surface water treatment plant 
that will soon go into operation.

The City’s Water Operations Fund is used to account for the operation and maintenance 
of the City’s water supply system, including the water production, transmission, and 
distribution system. The City’s Water Operations Fund, as reported in the City’s 
“Comprehensive Annual Financial Report” (CAFR) for Fiscal Year ended June 30, 2014,1

operated at $12.1 million in business type activities and has a projected total annual 
operating expense of $13 million for Fiscal Year 15/16.  Revenues are generated 
primarily from user fees and facility charges.2 Fiscal Year 2014 revenues were
approximately $9.6 million per year, falling short of meeting annual revenue
requirements.  

In early 2007, a water rate increase was proposed particularly to cover the costs 
associated with the Nacimiento Water Project.  Following much community discussion
and delays in adoption, a uniform water rate structure went into effect January 1, 2012, 
with the last annual water rate adjustment scheduled to go into effect on January 1, 
2016.  

The City last completed a comprehensive financial evaluation of its water utility rates and 
fees in 2010 and 2009, respectively.3 Based upon the findings and conclusions from 
those studies, the City adopted updated water rates and fees to improve the financial 
position and sustainability of the Water Operations Fund.  The adopted rate adjustments 
were driven primarily by the City’s need to increase its ability to provide treated water to 
its existing customers and fund a phased approach for the financial obligations and 
operational requirements of the new Nacimiento water supply and other water system 
reliability improvements.  The Water Operations Fund has begun repaying $69.49 million 
in revenue bond financing for the 2007 Nacimiento Water Project. This financing 
package was refinanced in 2015 to obtain some long-term cost savings.  The City’s 
annual debt service associated with this 2015 Series A bond package is approximately 
$4.1 to $4.2 million.

1 The CAFR, prepared annually, provides a complete understanding of the City’s financial affairs.  Each 
year, the CAFR is audited by an independent certified public accounting firm in accordance with 
generally accepted auditing standards.  

2 Facility charges, also referred to as “connection fees,” are charged to new development to ensure that 
future customers pay their share of system costs, both to recoup costs invested in the existing system 
and to finance future facilities needed to support growth.

3 “2010 Uniform Water Rate Study”, January 2010 by Kennedy/Jenks Consultants, and “Water Capacity 
Charge Study”, January 2009, by HF&H Consultants, Inc.
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From the prior financial studies, rates and fees were adopted to fund the projected 
revenue requirements of the Water Operations Fund.  The current water rates are shown 
in Table 1-1.  As shown, water rate adjustments are currently scheduled through January 
1, 2016.  Following the increase in January 2016, all water customers will pay $4.40/HCF 
for all water usage.

Table 1-1 Current Water Rates

User Class
(All Customers)

Usage Charge $/HCF

Current Eff. January 
1, 2016

All Water Usage
($/HCF) $4.10 $4.40

“HCF” = hundred cubic feet, or 748 gallons.

The City’s current water rate structure is considered an “all variable uniform” water rate 
structure.  That is to say that monthly water bills are based on actual metered usage by 
customer and that no fixed monthly service fee or minimum bills, nor a tiered rate structure, 
is now in place.  As such, monthly water bills are based solely on actual metered water use
for all customer types.  

While many of the key issues facing the City in prior years remain, new conditions affect 
the City’s ability to meet the Water Operations Fund financial obligations, which has 
begun to deplete the Water Operations Fund’s cash on hand.  Foremost among the 
financial concerns of the Water Operations Fund is the need to:

 Replace the 90 year old 21st Street Reservoir, a 4 million gallon water storage tank 
that is a critical element of the City’s water utility, holding one-third of the City’s 
stored water;

 Complete the construction of a 2.4 MGD4 seasonal water treatment plant, and
begin to fund its operation later this year; 

 Design and construct a 4 MGD capacity water treatment plant suited for year-
round operations, currently scheduled for FY 20-21; 

 Add additional operations staff to support the needed increases in treatment plant 
capacity, and fund the associated increases in power and chemical consumption;  

 Schedule for and fund the methodical replacement or rehabilitation of aging 
waterlines, water wells, and booster stations to maintain the reliability of the water 
system; and

 Meet state mandated reductions in water usage in response to California’s drought, 
and incorporate the implementation of the drought response program into the City’s 
water system operating plan and budget.  

4 “MGD” means “million gallons per day.”
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This 2015 water rate and revenue analysis is intended to consider all these factors and
the current financial position of the Water Operations Fund, and to update projections of 
the level of future water rates. In addition to the development of updated water revenue 
requirements, this study also reviews the current water rate structure and changes in 
projected costs that may affect the City’s water facility charges.  

The following sections of this study provide the supporting information for the level and 
timing of potential water rate adjustments that may be needed to meet the current and 
projected financial requirements and document these findings for a potential adjustment 
to the City’s water rates and rate structure over the coming years.  

2 Development of Updated Financial 
Parameters 
The cornerstone to the development of a utility’s financial projection is the assessment of 
a utility’s projected customers, usage characteristics, and system costs.  Much of this 
information was provided by the City as an extraction of information from its utility billing 
system, and supporting cost information from City staff.  

To meet the objectives of this water rate analysis, new financial data was obtained and 
integrated into the financial model, and an updated financial projection was developed 
using the principles and methods contained in American Water Works (AWWA), M-1
Manual, Principles of Water Rates, Fees and Charges and the requirements of 
Proposition 218 (specifically, California Constitution, Article XIIID, section 6) and 
California Constitution Article X, section 2.5  

The proposed water rates are designed to recover the City’s costs of providing service, 
stabilize revenues, and promote conservation in a manner that fairly and proportionately 
allocates costs amongst the City’s water customers.  

A discussion of this process and our results from the analysis is provided in the following 
sub-sections.  

2.1 Current and Projected Customer Accounts and Water 
Demands  
The City accounts for the customer usage and occupancy activity with its utility billing 
system.  This system records and generates utility bills based on each customer’s water 
usage.  As required by the State Department of Water Resources, the City annually 
publishes a summary of customer characteristics. The customer account data for 
Calendar Year (CY) 2014 is shown in Table 2-1. The corresponding usage for CY 2014 
was 2,539,431 HCF.  

5 In conducting this financial review and providing these financial projections, HDR/Water Consultancy is 
acting in a role other than that of “Municipal Advisor”, as defined by the Securities and Exchange 
Commission (SEC).  The City should consult with its Financial (Municipal) Advisor and Bond Counsel 
concerning the issuance, timing and structure of any new debt issue. 
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Table 2-1 Current Water Accounts 

Customer Class Accounts

Single Family Residential 8,785

Multi-Family Residential 406

Commercial / Institutional 824

Industrial 74

Landscape Irrigation 440

Other 97

TOTAL 10,626

Source: City Public Works Department, Water Div., 2014 DWR Water Statistics Report (all meter sizes).   
CY = calendar year
HCF = hundred cubic feet = 748 gallons

To determine a reasonable level of projected growth for this water study, the City 
reviewed historic growth patterns and correlated this historical pattern with the most 
recent projections from the City's General Plan.  Proceeding in this way, growth is 
projected to rise and fall in cyclical patterns much like it has historically.  The result is an 
annualized estimate of new accounts through buildout that correlates well with the 
General Plan values, and should provide a reasonable basis of planning for the five year 
planning period.  A summary of this growth projection is provided in Appendix A.  

Since the City’s water rate structure is directly tied to water usage, growth and water 
usage projections are an integral element of projecting water utility revenues.  The 
projections derived herein include both the projected increase in water demand from 
growth, along with reductions in water usage to meet the State mandated reductions in 
response to the California drought.  Revenues associated with growth’s payment of 
water facility charges are also included as non-operating revenues in the cash flow 
model as they are an important source of water fund revenues, especially in years of 
high growth6. A summary of the projected growth and water usage values is show in
Table 2-2.

6 Water facility charges are reviewed periodically to evaluate their appropriateness. Based on a review of 
current information, no changes are proposed at this time.
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Table 2-2 Projected New Customers and Water Demands 

Fiscal Year
(FY)

Annual Growth 
(EMUs)

Projected Water 
Demand (HCF)

FY 15-16 112 2,072,455 HCF

FY 16-17 151 2,483,881 HCF

FY 17-18 229 2,555,518 HCF

FY 18-19 306 2,625,792 HCF

FY 19-20 469 2,733,655 HCF

FY 20-21 588 2,868,979 HCF

Notes: Projected demand includes existing customer demands plus anticipated growth. Growth is 
expressed herein as an increase in “equivalent meter units” (EMUs), where 1 EMU is equivalent to the 
average usage of a base sized ¾-inch or 5/8-inchwater meter used by a single family residential 
account.7 Projected water usage is in Hundred Cubic Feet (HCF), where 1 HCF is approximately equal 
to 748 gallons.  

Note that the anticipated pace of growth reflected in Table 2-2 is shown through FY 20-
21. Projections of customer accounts and water demand projections were prepared to 
correlate with the buildout population of 42,499 by the year 2045, as noted in the Land 
Use Element of the City General Plan, dated March 2014. The tables in this water rate 
study report denote values through FY 20-21, as this time frame incorporates the 
projected costs of the 21st Street Reservoir replacement, the upcoming 4 MGD water 
treatment plant expansion project, and is the end of the five year rate study planning 
horizon. As previously noted, the projection of customer accounts through 2046 is 
included in Appendix A.   

In addition to the projection of new account growth, a critical review of the historical, 
current and projected water demands was performed in this 2015 rate study, as water 
usage dramatically affects system costs and revenues.  The water demand projection is 
based on recent planning data, historical/current water billing and system production 
data, projections of demand reductions in response to the State mandated 28% 
reduction in monthly water usage as compared to 2013 through the spring of 2016, and 
other Best Management Practices derived by the California Urban Water Conservation 
Council (CUWCC) to achieve a long range conservation goal to reduce per capita water 
use by 20% by 2020, in accordance with the City’s 2010 Urban Water Management Plan 
(UWMP).  

The implications of these factors have been incorporated in the water demand 
projections shown in Table 2-2 and provide the basis of planning for the projection of 
water system costs and revenues derived from the sale of water.

7 An equivalent meter is used to account for the typical demands associated with larger meters.  A single 
family residence = 1 equivalent meter.  A commercial project would equate to more than one equivalent 
meter.
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Given that new customer account activity and water demand projections can not be 
derived as precise values, projections used herein should be considered only as 
estimates to provide a reasonable projection of near-term customer activity.  The City 
routinely evaluates and reconciles this information as appropriate during its rate and
budget review processes. 

2.2 Budgeted/Projected Operating Expense
Costs associated with the management, administration, and operations of the City’s 
water utility are accounted for in four Organizational Categories. As discussed further in 
Section 4, approximately 80% of water system’s current operating costs are fixed, and do 
not vary with the amount of water used. An additional operational category for 
miscellaneous expenses has been developed herein to capture additional costs that are 
now or will be required by the Water Operations Fund.  These five expense categories 
are:

Utility Billing and Cashiering is responsible for the billing, accounting, and 
administration of the Water Operations Fund; 

Water Production and Distribution is responsible for the operation, maintenance, 
and management of the water system.  Historically, virtually all of the operational 
costs of the water utility have been accounted for in this organization;

Water Treatment Operations is a new organization used to account for water 
treatment related activities, including the new 2.4 MGD seasonal water treatment 
plant and the forthcoming 4 MGD year-round water treatment operation;  

Water Conservation Operations is responsible for the management, 
administration, and operations of the City’s water conservation programs, 
rebates, and community engagement activities; and

Miscellaneous Operating Expenses is an operating expense category created to 
note other cost obligations of the Water Operations Fund.  Some of these cost 
categories are new items, other are ongoing costs that have been extracted from 
the other four existing operational organizations to promote additional attention 
and scrutiny.  Each of these cost items will be consolidated within the existing 
four Water Operations Fund Organizations in future budgetary cycles.

The current Water Operations Fund operating budget and five years of projected water 
utility costs are shown in Table 2-3. As shown, Water Operations Fund operating 
expenses are projected to have only inflationary oriented increases (3%/yr. for all costs, 
except power at 4.5%/yr.) until FY 20-21.  At that time, an increase in cost is expected as 
the City expands the use of high quality/reliable Nacimiento surface water supply to meet 
current and projected needs.  This cost increase has been anticipated and programmed 
for some time as the City proactively pursued this diversification in its water supply 
portfolio to improve long-term water supply reliability, lessen the extent of groundwater 
pumping, and maintain safe levels of reserves during peak, high-demand summertime 
usage for the community.  The timing of this change in costs is associated with the
change in water supply operational approach, and the new 4 MGD Nacimiento water 
treatment plant begins to supply water to the Paso Robles community. 
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Table 2-3 Budgeted and Projected Operating Expenses
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Operating costs represent only a part of the Water Operations Fund requirements.  
Another element is the need to plan and fund the annual estimate of existing facility 
“wear and tear”.  The wear and tear of existing facilities requires funding for the renewal 
and replacement of these assets.  A common method of estimating an adequate level of 
funding for “wear and tear” is to fund an amount equal to or greater than annual 
depreciation expense.  The use of depreciation expense is reflective of the value of the 
City’s assets (i.e. the City’s investment) and depreciation expense reflects the annual 
amount of those assets losing their useful life from “wear and tear”.  Based on the City’s 
chart of accounts of system assets, the estimated annual depreciation of water utility 
assets is approximately $1.3 million, increasing to over $1.8 million/year in FY 20-21.

It should be noted that the level of depreciation funding received much discussion during 
the development and adoption of the water rates in 2010.  Given the poor financial 
condition of the Water Operations Fund at that time, funding depreciation was generally 
considered unaffordable in the early years of the five-year rate plan, with the expectation 
that $750,000 could be funded in FY 14-15 and $1.5 Million per year thereafter.

As discussed in later sections of this study, the Water Operations Fund is still unable to 
fully fund deprecation at this time, suggesting only a modest funding of $400,000 to
$700,000/year through FY 18-19, and increasing to a more cost-based level in the latter 
years of the study.  It is recommended the level of depreciation funding (i.e., capital 
improvements funded on a “pay-as you-go” basis) be revisited in subsequent revenue 
evaluations and rate studies.  This cost-based recovery approach will be particularly 
important to retain the life expectancy of the newly constructed water treatment plant and
reservoir replacement. Failure to adequately fund for capital replacement will simply lead 
to deferred capital infrastructure and higher overall operating costs and water losses. 
Depreciation funding is incorporated in the overall projected revenue requirements in a 
latter section of this report.  

In addition to cost considerations, staff has developed and implemented a number of cost 
control measures as an element of the City’s annual budgeting and performance 
evaluations to minimize the impact of future increases.  Some examples of the water 
utility’s cost control measures are: 

Meter replacement program to reduce unaccounted-for-water; 

Incorporated high level of automation at the treatment plant to minimize staffing 
requirements; 

Cross-training of staff to operate the treatment plant during the peak season, 
then backfill operations staff during the off season;

Conduct annual efficiency audits at pumping facilities, then rehabilitation to 
reduce energy consumption (with 20-50% of rehabilitation costs through PG&E 
rebates); 

Perform most maintenance and repair work in-house; and

Joint pursuit of Nacimiento full allocation which, if successful, would add more 
than +2,500 AFY additional entitlement to Lake Nacimiento water at no additional 
capital cost.  
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These and other programs and activities will continue to be implemented to improve 
operational efficiencies of the City’s water utility.  

2.3 Projected Capital Improvement and Debt Service 
Financing Program 
Utility systems are by nature capital intensive.  The City has completed a variety of 
studies and design evaluations to plan for the necessary system improvements to 
maintain the reliability of the water system and meet upcoming regulatory requirements.  
These documents provided much of the basis of planning for the City’s capital 
improvement program (CIP) for each utility and other City services. 

Foremost among the engineering, planning and operational considerations is the need to 
replace the City’s 90 year old 21st Street Reservoir and integrate the new Nacimiento 
surface water supply.  While the CIP priorities in the 2010 study focused on the 
construction of a 4 MGD water treatment facility as the initial priority early action item, the 
financial picture of the Water Operations Fund has not materialized as planned.  This 
reduced financial position was largely due two factors:

The delay in the adoption and implementation of needed rate adjustments 
(increases), with final rates not being implemented until January 2012, a year 
later than proposed in the January 2010 report.  Since that time, the City has 
proceeded with a smaller 2.4 MGD seasonal treatment facility that could be 
funded with cash reserves.  This facility is scheduled to be online in late 2015.

Reduced water sales in response to the current drought (See Figure 2-1). 

Figure 2-1 Annual Water Sales
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As directed by the City Council, the next priority water system capital improvement is the 
replacement of the $8 million 21st Street Reservoir. Unfortunately, the financial position of 
the Water Operations Fund is still inadequate to borrow the funds necessary to replace 
this reservoir, and therefore it must be constructed with cash from the available funding 
sources.  While further delays in the replacement of this reservoir are less than desirable,  
the Water Operations Fund’s financial limitations has required deferral of the reservoir 
replacement until at least FY 17-18, depending on the actual costs incurred over the next 
several years, the level of revenues derived from additional rate adjustments, and the 
pace of new growth in Paso Robles.    

The City’s current water system CIP is separated into five basic categories.  These are: 
Water Treatment and Supply Project Improvements, Water yard, Well Improvements, 
Tank/Booster Station/Metering Project Improvements, and Pipeline Improvements. 
Consistent with the prior financial planning studies, this updated water system capital 
improvement program is spread out over the City’s projected buildout period as much as 
possible to minimize near-term ratepayer impact.  

As previously discussed, this water rate analysis is designed to review the rate and 
revenue requirements for the next five years.  This time incorporates the projected costs 
of the 21St Street Reservoir and the upcoming 4 MGD water treatment plant expansion 
project. The City’s CIP through FY 20-21 is summarized in Table 2-4.  A comprehensive 
listing of the specific projects included in the City’s long-range CIP is provided in
Appendix A. 

As shown, the two single largest near-term CIP projects are designed to mitigate the risk 
of the deteriorated 21st Street Reservoir, and continue to improve water supply reliability 
with the integration of the Nacimiento water supply.  

As previously noted, the City’s Water Operations Fund also has an existing debt 
obligation associated with the revenue bond financing from the 2007 Nacimiento Water 
Project.  This approximately $180 million dollar regional project was designed to bring 
water from Lake Nacimiento to the City and other San Luis Obispo County water 
purveyors.  The City’s annual debt service obligation associated with its share of this 
debt is approximately $4.1 to $4.2 million, a substantial obligation for a water utility 
currently generating approximately $10 million per year.  
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3 Projected Revenue Requirements Using 
Adopted and Proposed Rates
To assess the financial implications of the Water Operations Fund programs and costs, 
an annualized revenue plan has been prepared.  This plan is developed by integrating 
water system operating and capital costs with projected growth and water demand 
criteria.  

As expected, the results of the revenue plan indicate that additional revenues are 
needed to meet the current and projected financial obligations of the Water Operations 
Fund.  The financial condition of the City’s water utility without any further rate 
adjustment beyond the adopted increase in January 2016 is shown in Figure 3-1. 

Figure 3-1 Projected Water Operations Fund Performance Without 
Additional Rate Adjustments

As shown, without additional increases in water rates, water system operating costs will 
continue to exceed operating revenue, and worsen in the latter years as the City 
increases use of high quality surface water supply from Nacimiento, and annual 
operating needs increase to over $21 million.  Moreover, as a result of expenses 
exceeding revenue, the cash reserves available in the Water Operations Fund approach 
zero in FY 17-18, and only begins to grow based on non-operating revenues from facility 
charges, a speculative revenue source based on growth uncertainty.  

Even with the optimistic growth projections and associated facility charge revenues and 
other cost-saving steps, by FY 20-21, the Water Operations Fund would be almost $18
million short after replacing the aged 21st Street Reservoir and expanding the water 
treatment plant. Given this financial condition, it is proposed that the 7.3% rate increase
($0.30/HCF) scheduled for January 2016 be supplemented with additional annual 
adjustments thereafter through January 1, 2021.
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To evaluate the magnitude and timing of needed rate adjustments, a projected revenue 
requirement (financial plan) was prepared using alternative rates to meet the Water 
Operations Fund’s financial obligations and strengthen the utility’s position for a
sustainable positive financial performance.  Several cash flow evaluations and 
alternatives were prepared with City staff to balance financial performance with ratepayer 
impact.  

These alternatives varied the capital improvement program needs and phasing, 
projected growth scenarios, water consumption levels, rate increase levels/phases, and 
rate structure elements such as fixed monthly service and water usage charges so that 
short term cash flow obligations were met and debt service coverage ratios were 
sustained above the level required by the current bond covenants.  The resulting 
revenue plan using the proposed average rates needed to fund the water system costs is 
shown in Table 3-1. 

As shown, annual rate increases are proposed to raise rate-based revenues to the level 
needed to improve the water utility’s financial performance, provide greater revenue 
stability, meet the current Nacimiento debt coverage covenant requirements, and 
position the water utility to potentially issue new debt in future years.  The plan includes: 

Development of proposed rates through FY 20-21;

Continuation of the current rate structure regarding the uniform basis of charge 
for all metered water use, rather than adopting a tiered rate or water budget 
based rate structure;

Inclusion of a small fixed monthly service charge to supplement the water usage 
charge to help improve the financial stability of the Water Operations Fund; and 

Continuation of the currently adopted Water Facility Charge of $23,500 per 
equivalent meter unit. 

Each of these rate and revenue related items are discussed in the following sections.  

A cautionary note is warranted regarding the use and development of the financial 
planning findings.  Since the magnitude of anticipated increases may vary based on 
unforeseen change in costs, demand conditions, or reserve requirements, additional 
review of cost components, revenue requirements, and debt issuance needs should be 
made during the annual budget development and review process.  Accordingly the level 
of the required annual rate increases may differ from the rate and revenue projections 
derived herein based on those annual findings.  

A discussion of the City’s current and proposed rates and rate structure is provided in the 
following sections.
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4 Current and Proposed Water Rates and
Rate Structure
As noted during the conduct of previous financial planning assessments, the City’s 
customers have benefitted from a low cost water supply and purposefully minimized 
capital and operational expenditures in order to minimize water rates. With the 
implementation of the 2010 water rate and revenue plan, the City began a more
proactive plan for long-term reliability and sustained quality of the City’s water system.  

The City's present water rates were last adopted in early 2011 to convert from a fixed 
monthly service charge plus a uniform variable rate structure to an “all variable uniform” 
rate.  The then-current fixed monthly service charge was $18.00 per account, regardless 
of the customer category or meter size.  This fixed charge was put in place in 2008 to 
provide a stable fixed revenue stream to pay the City’s debt service obligation for the 
Nacimiento water supply pipeline project.  The variable rate, at that time, was a modest 
$1.32/HCF.

Through the conduct of the financial planning activity during the 2007 to 2008 period, the
City evaluated a variety of tiered water rate options, as this pricing strategy is one of the 
Paso Robles Urban Water Management Plan and the California Urban Water
Conservation Council’s Best Management Practices used to promote water 
conservation.  However, community input at that time suggested a need for further rate 
simplicity.  As such, the fixed monthly service charge was eliminated, and an all variable
uniform rate structure (volume-based rate without tiers) was adopted. Charging for water 
on this consistent pricing basis is also referred to as a “uniform block rate” structure and 
has been commonly used throughout California and the United States for many years.
While that simplified the rate structure, the key disadvantage is it eliminated the revenue 
stability provided by the fixed charge component.  As the drought continued over time, 
the call for conservation and mandatory cut-backs in use simply eroded the Water 
Operations Funds revenues at a greater amount than if a fixed monthly service charge 
component had been maintained on the rate structure.  While conservation and efficient 
use are important, few utilities have rates in place which are 100% consumption based,
and if they do, they generally have strong financial reserves (e.g. rate stabilization 
reserve) to absorb the financial/revenue variability associated with a 100% consumption 
based rate structure.

The current water rates were previously shown in Table 1-1. Development of the 
proposed rates is derived in the following subsections.  

4.1 Development of Proposed Rates
An increase in water rates is proposed to continue to improve the financial position of the 
Water Operations Fund over the next five year planning period.  While there are often a
wide range of rate-related strategies that could be used to generate the needed funds 
and provide additional financial stability, based on the current needs of the Water 
Operations Fund and the rate and rate structure discussions from the previous planning 
efforts, the rate alternatives considered in this 2015 water rate study were narrowed to: 
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 Supplementing the revenues derived from the all-variable uniform rate structure 
with some form of a fixed monthly service charge, albeit much less than the 
$18.00 per account charge that was in place in 2008; or

 The continuation of the all variable uniform rate structure currently in place.

This Study evaluates both options. As previously noted, the proposed rates were 
developed using the principles and methods contained in American Water Works 
(AWWA), M-1 Manual, Principles of Water Rates, Fees and Charges and the 
requirements of Proposition 218 (specifically, California Constitution, Article XIIID, 
section 6) and California Constitution Article X, section 2.  

Proposition 218 (California Constitution Article XIII D, section 6(b)) has five substantive 
requirements applicable to the City’s water service fees:

1. revenues derived from the fee must not exceed the funds 
required to provide the property related service; 

2.  revenues derived from the fee must not be used for any 
purpose other than that for which the fee was imposed; 

3.  the amount of a fee imposed upon any parcel or person as an 
incident of property ownership must not exceed the proportional 
cost of the service attributable to the parcel; 

4. the fee may not be imposed for a service, unless the service is 
actually used by, or immediately available to, the owner of the 
property subject to the fee; and 

5. the fee may not be imposed for general governmental services 
available to the public at large, likes police, fire, ambulance or 
library services.  

Article X, section 2, of the California Constitution prohibits waste of water and 
encourages conservation, providing that water conservation “be exercised with a view to 
the reasonable and beneficial use thereof in the interest of the people and for the public 
welfare of the State’s water resources, and further precludes the “waste or unreasonable 
use or unreasonable method of use of water.”  

4.1.1 Fixed Monthly Service Charge Discussion
Because a significant portion of most water system expenses is fixed, the cost of 
supplying water to a community does not correlate directly with the amount of water 
supplied.  For example, labor, infrastructure maintenance, along with meter reading and 
billing remain fairly steady regardless of monthly variations in water sales.
Consequently, the use of fixed charges to collect a portion of a utility’s fixed costs is a
very common practice for water utilities as it provides a stable source of revenue.  A fixed 
charge is a flat monthly charge that is billed, regardless of the amount of volumetric 
consumption.  The fixed charge is billed in addition to the charge per unit of metered 
water use.  This has proven particularly beneficial to communities impacted by the 
drought and the Governor’s mandatory conservation measures.  An assessment of the 
fixed/variable costs is shown graphically in Figure 4-1 and in the top portion of Table 4-1. 
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Figure 4-1 Water Operations Fund Fixed Costs

As shown, approximately 80% of the City’s current operating expenses are fixed. This 
relationship is not unusual for a water utility. This ratio is expected to reduce to 
approximately 60% fixed in the latter years as a higher percentage of the water system’s 
operating costs will be directly tied to the treatment of the Nacimento water supply.  Note
that these costs do not include capital expenditures, which are largely considered fixed.  
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In addition, shown at the bottom of Table 4-1 is the development of a proposed monthly 
fixed charge.  For Paso Robles, an initial fixed charge of $5.00 per account per month is 
proposed.  This fixed charge is designed to cover the current cost of utility billing and 
administration, a service provided by the water utility that is evenly shared amongst all 
users.  The fixed charge is proposed to increase to $10.00 per account per month over a 
5-year period to provide additional fixed cost coverage. Incorporating a fixed charge 
component back into the City’s water rate structure is more reflective of the manner in 
which the City incurs costs for this utility and would generate a more dependable base of 
fixed annual revenue of approximately $645,000 to $1,440,000 over the course of the 
five year planning period. Even at this level of fixed charge, it is well below the 
proportion of costs the City incurs on a fixed cost basis.  A $5.00 per month service 
charge would cover only 6% of the water utility’s fixed operating costs.  In year five of the 
proposed rate plan, the $10.00/month fixed service charge would still only recover 
approximately 12% of the water system operating costs, well below the system’s 60% 
fixed costs.  

While fixed revenue benefits a water utility’s financial stability, some may view it as 
inhibiting a low volume customer’s ability to reduce their water bill and a disincentive 
counter to conserve water.  It is important to remember that fixed costs are incurred, 
regardless of the volume of water consumed by a customer.  The cost to read a meter, 
send a bill and process it is a customer-related cost which is relatively fixed by the 
number of customers.  Having a fixed-charge rate component is consistent with the way 
in which the City incurs costs because even when a customer does not consume any 
water in a month, the utility still incurs costs associated with being ready to serve that 
customer.    

Adopting a rate structure with a fixed charge starting at $5.00 per account per month 
enables the City’s water utility to recover a portion of the fixed costs incurred for items 
such as utility billing and administration, while still promoting conservation and leaving 
the majority of the customer’s water rate to be recovered via the uniform consumption-
based usage charge.  This approach is consistent with the “pay for what you use” 
philosophy and would both meet the needs of the City’s water customers and provides
additional funding for the operational needs of the Water Operations Fund and promotion 
of water conservation. If the fixed charge is not adopted, the variable charge would need 
to be increased to recover the $645,000 to $1,440,000 in annual revenue anticipated 
from the proposed fixed charge.
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4.1.2 Development of Proposed Usage Charge
Consistent with the revenue requirements shown in Table 3-1, usage charges were 
based on projected metered water usage.  Projected water usage was based on: 

 Historic water usage – Records of metered water use by customer account over the 
years were examined, to derive usage trends in the years leading up to and after 
active water conservation.  Records show that water usage by customer category 
has fallen sharply in response to the current drought (water sales declined from 
3,305,868 HCF in 2007 to less than 2,540,000 HCF in 2014)8 .

 New drought-mandated restrictions in water usage – Forecasted water sales take 
into account Governor Brown’s mandated water use restrictions and the effects of 
the City’s Water Conservation and Water Shortage Contingency Plan.  Table 2-2 and 
Table 3-1 includes forecasted water sales through FY 20-21, forecasting lower yet 
water sales for the current year in response to the drought and the City’s water 
conservation outreach, with gradual increases over the 5 year planning period.

 Projections in new accounts over the five year planning period – Projections of 
customer accounts and water demand correlate with the buildout population of 
42,499 by the year 2045, as noted in the Land Use Element of the City General Plan, 
dated March 2014.  That projection through buildout is included in Appendix A.  Of 
importance to this Study is the pace of growth anticipated in the next 5 years.  Rather 
than predict a straight-line growth from now until buildout, projections herein are 
based on repeat growth cycles similar in pace to what historically has been the case 
in Paso Robles.  Following historic trends suggests the pace of growth in the next 5 
years as listed in Tables 2-2 and 3-1.

The City currently charges $4.10 per HCF for all water used, regardless of the type of 
customer or the amount of water used in any particular billing cycle.  Rates are 
scheduled to increase to $4.40/HCF beginning January 1, 2016.  

As discussed above and shown in Figure 3-1 and Table 3-1, revenue generated from 
current usage charges is projected to be insufficient to cover expenses, including debt 
obligations associated with revenue bond financing of the Nacimiento Water Project and 
planned capital improvements.  This need for additional water utility revenues is further 
documented in a test of revenue requirements.  This FY 15-16 revenue test (shown in 
Appendix A) documents the shortfall in projected revenues in excess of $5.2 million, 
suggesting a 62% increase in rates.  To generate sufficient revenues to meet this 
revenue shortfall, an increase in rates is required.  The water rates proposed herein are 
designed to use the Water Operations Fund reserves to maintain a positive fund 
balance, enabling the City to adopt smaller annual rate increases to minimize the short-
term impact on the City’s ratepayers.  The proposed rates are scheduled to become 
effective January 1, 2017, and annually thereafter through 2021, as shown in Table 4-2.

8 City of Paso Robles water statistic reporting by calendar year to California Dept of Water Resources.
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Table 4-2 Proposed Water Rates

User Class
All Customers

January 1, 
2016

(previously 
adopted 

rate
increase)

January 
1, 2017

January 
1, 2018

January 
1, 2019

January 
1, 2020

January 
1, 2021

All Water Usage 
($/HCF) $4.40 $4.83 $5.26 $5.73 $6.14 $6.56

Fixed Charge 
($/Account/Month) $0 $5.00 $6.25 $7.50 $8.75 $10.00

Note: Water rate increases to be effective January 1st of each year.

The rates outlined herein are intended to fund the essential water treatment plant,
reservoir repair, and other capital needs to serve existing water customers, meet the 
Water Operations Fund's existing Nacimiento debt service requirements, provide the 
necessary funds for ongoing system management and operation and continue to 
improve the financial stability of the Water Operations Fund.  To further minimize 
ratepayer impact, annual increases are suggested to be implemented in January of each 
year, as this is a seasonal period when water usage is at its lowest.

4.2 Typical Monthly Bills 
Typical customer bills are often developed to evaluate the impact of a water rate 
schedule on a utility’s customers.  Current typical bills are derived by correlating the 
current schedule of charges shown in Table 1-1 with the average or typical consumption 
values for various customer types.  Similarly, projected typical bills are calculated by 
applying the proposed rates to both the water usage charge and adding in the monthly 
service charge element of the proposed water rate schedule. 

Table 4-3 reflects the resulting impact of the proposed rates over the five year planning 
period.  Of course, each customer can affect the change in their individual bill based on a 
reduction in their monthly water usage.  The comparison of typical bills shown herein 
assumes that there is no change in account-level water usage. 
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Table 4-3 Illustrative Water Bill Examples

Description
Rate as of 

January 1, 2016

Typical Bill
(January each year)

Proposed Rate
Year 1
(2017)

Proposed Rate
Year 5
(2021)

Single Family (a)

4 HCF (3/4 inch meter)
4 X $4.40/HCF = $5.00 +

(4 X $4.83/HCF) =
$10.00 +

(4 X $6.56/HCF) =

$17.60 $24.32 $36.24

9 HCF (3/4 inch meter)
9 X $4.40/HCF = $5.00 +

(9 X $4.83/HCF) =
$10.00 +

(9 X $6.56/HCF) =

$39.60 $48.47 $69.04

14 HCF (3/4 inch meter)
14 X $4.40/HCF = $5.00 +

(14 X $4.83/HCF) =
$10.00 +

(14 X $6.56/HCF) =

$61.60 $72.62 $101.84

Commercial (b)

15 HCF (3/4 inch meter)
15 X $4.40/HCF = $5.00 +

(15 X $4.83/HCF) =
$10.00 +

(15 X $6.56/HCF) =

$66.00 $77.45 $108.40

50 HCF (1 inch meter) 
50 X $4.40/HCF = $5.00 +

(50 X $4.83/HCF) =
$10.00 +

(50 X $6.56/HCF) =

$220.00 $246.50 $338.00

Notes: 
(a) Where 4 units is the 1st quartile, 9 is the average, and 14 the 75th percentile (3/4” meters).
(b) Where 15 units is the average and 60 is the 90th percentile (3/4” & 1” meters). 

4.3 Comparison of Monthly Bills with Other Communities
In addition to the development of typical bills for City customers, Figure 4-2 provides a 
comparison of the City’s current and proposed monthly single-family bill with other local 
communities in San Luis Obispo County.  The comparison is based on a monthly water 
usage of 5 HCF to represent the lower 25% of the City’s single family customers, and 15
HCF to demonstrate the impact for the upper 25% of the single family accounts.

As shown, there is a wide range of charges among the surveyed communities.  The 
City’s current charges are in the low-medium range of the estimated bills.  When 
comparing the proposed future rates in Paso Robles with the other communities’ current 
rates, the City remains in the medium range for the small water user, and the higher 
range for the larger water users.  Of course, it is reasonable to assume that all of these 
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communities will likely increase water rates between now and 2021, suggesting the City 
should remain in the low to medium range for all customer types throughout the five year 
planning period.  A compilation of the water rates and rate structures for these 
communities is provided in Appendix A.  Note that all of these agencies include a fixed 
charge component in its current water rate structure.  

It should be noted that this rate survey does not provide the full picture of the utility’s 
position.  For example, in addition to water rate increases that are in process or will be 
proposed, agencies also may have varying water supply program cost, quality, and 
reliability issues or objectives, and there is often a wide range of variance in local level of 
service, capital reinvestment, and preventive maintenance considerations.  Given the 
current condition and direction of the City’s water utility and water resource requirements 
in the County, the City’s water rates are well in line with other local communities.  

Figure 4-2 Water Rate Comparison
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4.4 Summary of Proposed Rates
The proposed rates are intended to fund the essential water treatment plant and other 
capital improvements needed to serve existing water customers, meet the Water 
Operations Fund's debt service requirements, fund planned capital projects, provide the 
necessary funds for ongoing system management and operation and return the Water 
Operations Fund to a desired level of financial stability.  With current (FY 15-16) total 
Water Operations Fund revenues at approximately $11 million and projected operating 
costs exceeding $21 million in five years, an increase in rates is essential.  The proposed 
rates are designed to meet this revenue shortfall, while minimizing the short-term impact 
on the City’s customers.  

Limited revisions are proposed to the City’s existing rate structure with the inclusion of a 
nominal level of fixed revenue.  This fixed revenue source is proposed to improve the 
financial stability of the Water Operations Fund during these continued times of 
economic uncertainty and need for the significant capital improvements and projects 
identified in the City’s capital improvement program.  Since revenues derived from the 
proposed rates structure are predominately based on customer usage, the City’s water 
rates should continue to encourage water conservation.

In addition to the rate-related adjustments provided herein, the City should plan for the 
methodical review of system costs, water demands, and utility rates.  Much of this work 
can be incorporated as an element of the annual budget process as additional 
information is being developed and evaluated. For future rate studies, the City may wish 
to also consider: 

Modifying the current water usage component of the water rate structure to 
consider the adoption of tiered rates or budget based rates, as both structures 
promote additional water conservation and recover the incremental costs of more 
expensive water in the rate structure;

 Reassessing the magnitude of the fixed charge currently proposed;  

Using debt financing in lieu of pay as you go for some of the larger capital 
projects if available and rates are set at a level to support the borrowing and 
repayment of the debt; and 

Developing a new Recycled Water Fund and enterprise or integrating the future 
recycled water program as an additional water supply element of the Water 
Operations Fund.
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PUBLISHED WATER RATES FOR SELECT PROVIDERS IN SAN LUIS OBISPO COUNTY
Compiled September 30, 2015

A 2

City of San Luis Obispo

Current Water Rates 

Effective 7/1/15 
The City’s monthly charge per billing unit: 
(1 unit = 100 cubic feet = 748 gallons)

All
Customers Inside City Outside City   

0 to 8 units $6.92/unit + $0.98/unit Drought 
Surcharge 

$13.84/unit + $1.96/unit Drought 
Surcharge 

9+ units $8.65/unit + $1.23/unit Drought 
Surcharge 

$17.30/unit + $2.46/unit Drought 
Surcharge 

Base fee $7.63 + $0.37 Drought Surcharge $15.26 

New rate structure will be reflected on customer water billings after the first complete billing 
cycle after the July 1st effective date. 

A 5% utility users tax is applied to the water portion of the bill. 

Atascadero Mutual Water Company

Minimum Rate per Meter Size:

Meter Size Water Rates 
5/8 inch 
meter $ 18.00

3/4 inch 
meter $ 18.00

1 inch  $23.00
1½ inch  $ 30.00
2 inch  $ 46.00
3 inch  $172.00
4 inch  $218.00
6 inch  $344.00
Hydrant
Meter $ 57.00

2,000 gallons will be included in these monthly minimum rates.  
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PUBLISHED WATER RATES FOR SELECT PROVIDERS IN SAN LUIS OBISPO COUNTY
Compiled September 30, 2015

A 3

Charges For Water Consumed (includes Drought Rates)

3,000 to 12,000 gallons  $2.10 per thousand gallons 
13,000 to 25,000 gallons  $3.25 per thousand gallons 
26,000 to 50,000 gallons (non-SFR) $4.80 per thousand gallons 
26,000 to 50,000 gallons (SFR) $5.25 per thousand gallons 
> 50,000 gallons (non-SFR) $5.50 per thousand gallons 
51,000 - 75,000 gallons (SFR) $6.50 per thousand gallons 
76,000 to 100,000 gallons (SFR) $8.00 per thousand gallons 

> 100,000 gallons (SFR) $10.00 per thousand gallons

Properties in pumping-surcharge areas pay an additional 15%  

Mobile Home Parks, Apartment: Number of units X 14.00 per unit (includes 2,000 gallons per 
unit/month) 
Motels RV Parks: Number of units x 5.20 per unit (includes 1,000 gallons per unit/month) 
More than one residence on one meter: $14.00 per house (includes 2,000 gallons per unit/month).  

Water Project (NWP) Surcharge 

$2.50 per month charged to every meter/service except Fire Lines and accounts on standby.  

Standby Service 

Meters that qualify for standby service will be charged $10.00 per month (Available after 2 months of 
no usage. Standby charge starts on the 3rd month.)

City of Pismo Beach

CC Resolution 15-135  Page 36 of 43



PUBLISHED WATER RATES FOR SELECT PROVIDERS IN SAN LUIS OBISPO COUNTY
Compiled September 30, 2015

A 4

City of Arroyo Grande

City of Grover Beach
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PUBLISHED WATER RATES FOR SELECT PROVIDERS IN SAN LUIS OBISPO COUNTY
Compiled September 30, 2015

A 5

Cambria Community Services District

Base Plus
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PUBLISHED WATER RATES FOR SELECT PROVIDERS IN SAN LUIS OBISPO COUNTY
Compiled September 30, 2015

A 6

City of Morro Bay

Oceano Community Services District
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PUBLISHED WATER RATES FOR SELECT PROVIDERS IN SAN LUIS OBISPO COUNTY
Compiled September 30, 2015

A 7

Nipomo Community Services District
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Attachment B 
Water Rate Comparison to Nearby Communities 

$
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Water Rate Comparison
as of Oct '15

5 HCF 15 HCF

Comparisons are monthly water bills for residential customers with the usage rate shown; 
Comparative bills based on published information regarding each utility’s rate structure. 

CC Resolution 15-135  Page 43 of 43


