
da Report 

June 16,2008 

TO: City Council 

THROUGH: Finance Committee 

FROM: City Manager 

SUBJECT: Public Hearing for the Proposed Increases to Water Distribution and 
Customer Charges and Purchased Water Adjustment Charge 

RECOMMENDATION: 

It is recommended that the City Council: 

I )  Conduct a Public Hearing to Receive Public Comment on the Proposed 
Water Rate Increases in accordance with the requirements of Proposition 
218 and; 

2) Direct the City Attorney to prepare an amendment to the Water Rate 
Ordinance, Chapter 13.20 of the Pasadena Municipal Code to increase 
Water distribution and customer (D&C) Charges. 

EXECUTIVE SUMMARY: 

The Water and Power Department (PWP) is recommending adjustments to water 
rates to recover increased costs to provide water for its customers. The 
recommended adjustments include an increase to the Purchased Water Adjustment 
Charge (PWAC) which is a pass-through charge to recover increased costs for 
water purchased from the Metropolitan Water District (MWD.) PWP is also 
recommending an increase to the D&C charge to recover increased operation and 
maintenance costs of the water system. A public hearing to receive public protests 
to the recommended rate increases is required by Proposition 218. In the absence 
of a majority protest by property owners and tenants, the scheduled PWAC increase 
will take effect without further City Council action. The D&C increase requires an 
ordinance amendment and is discussed in further detail in this report. 
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BACKGROUND: 

The Water Rate Ordinance sets rates and charges for water system customers. 
Water rates charged to customers are comprised of three separate components, 
namely: (1) the commodity rate which includes the PWAC, (2) the Capital 
lmprovement Charge (CIC), and (3) the D&C charges. The commodity rate is a 
volumetric charge designed to recover the cost of the commodity and related costs. 
The commodity rate is also designed to increase based on the amount of water 
consumed, ensuring that the rate recovers higher costs associated with water in the 
second and third blocks. The CIC is also a volumetric charge designed to recover 
the cost of the capital improvements to the water system. The D&C charges are 
fixed rates designed to recover the cost of maintenance and operation of the water 
distribution system and customer related functions, including metering, billing, call 
center and collections. 

Periodically, the Water & Power Department (PWP) adjusts the commodity rate, 
including the PWAC in accordance to the Water Rate Ordinance. The PWAC is 
formula based and does not require an ordinance amendment in order to be 
adjusted. The CIC is also adjusted periodically based on the Water Rate Ordinance 
in correlation with the adoption of the annual Water Fund Capital lmprovement 
Program budget. The CIC was last adjusted in July 2007. The D&C charges are 
fixed by ordinance and requires City Council approval of an ordinance amendment 
in order to be adjusted. D&C charges have not been adjusted since 1995. 

Effective July 1, 2008, PWP is proposing to increase the D&C charges to generate 
additional revenue of $2.3 million annually, thereby increasing the overall Water 
Fund Operating revenues by about 5.6%. Revenue generated by the current D&C 
charges is insufficient to recover the cost of ongoing distribution and customer costs 
of the water system. The costs of providing distribution and customer services, 
including labor, material, postage and fuel have escalated in recent years, although 
the D&C charges have remained unchanged. The proposed increases are also 
required to meet revenue requirements and to ensure the financial stability of the 
Water Fund. The rate increases will also help to maintain existing credit ratings for 
current and future bond issues. 

The recommended Fiscal Year 2009 Operating Budget is based on the 
implementation of the proposed increases to the D&C charges by July 1, 2008 or as 
soon thereafter as allowed through the ordinance amendment process. 
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PROPOSED D8C CHARGES: 

The D&C charges vary by meter size and whether a customer is located inside or 
outside the City limits of Pasadena. Table 1 shows the current and proposed D&C 
rates for inside-city and outside-city customers. 

Table I 
Proposed Monthly Increases in D8C Charges 

Meter 
Size 

Residential 
518" & 314" 

1" 

Commercial 
1 112" 

2" 
3" 
4" 
6" 

8" 

10" 

12" 

Current 
Monthly 

D&C 

Inside City 
r 

Proposed 
Monthly $ 

D&C 
Change 

Current 
Monthly 

D&C 

Outside Ci 

Proposed 
Monthly $ 

Change 
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BILL IMPACT OF THE PROPOSED D&C CHARGES INCREASE: 

If approved, the D&C charges will be implemented concurrently with the scheduled 
July 2008 PWAC increase of $0.24 per billing unit (BU). Table 2 shows the monthly 
bill impact of the proposed increases in D&C charges to inside-city and outside-city 
customers. The "Current Monthly Bill" and "Proposed Monthly Bill" amounts in 
Table 2 already include the PWAC increase scheduled for July 1, 2008 because 
separate City Council action is not required. 

Table 2 
Average Monthly Bill Impact 
(Annualized, Excluding Tax) 

Inside City 

Meter 
Size 

Residential 

518" & 314" 

1 "  

Commercial 

I In" 
2" 

3" 

4" 

6" 

8" 

10" 

12" 

Bill Bill 

$23.65 $25.73 $2.08 

Usage 
(BU) 

I2 

20 

100 

125 

300 

600 

1,400 

2,400 

3.000 

4.000 

Outsidr 

Hill 

* Estimated monthlv hill includes PWAC increase of %0.24per BU qfectii,e Julv 1. 2008. 

A typical inside-city residential customer with a 518-inch meter using 12 billing units 
per month will see a $2.08 increase. A medium commercial inside-city customer 
with a 2-inch meter using 125 billing units will see an increase of $18.72 per month. 
A large commercial inside-city customer with a 6-inch meter using 1,400 billing units 
will see an increase of $1 08.1 6 per month. Table 2 indicates the monthly impact to 
residential customers although most residential customers are on a bi-monthly 
billing cycle. 

As noted in Table 2, a typical outside-city residential customer with a 518-inch meter 
using 12 billing units per month will see a $2.81 increase. A medium commercial 
outside-city customer with a 2-inch meter using 125 billing units will see an increase 
of $25.27 per month. A large commercial outside-city customer with a 6-inch meter 
using 1,400 billing units will see an increase of $146.02 per month. 
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RATE COMPARISON: 

PWP's rates will remain competitive with those of neighboring utilities even when 
considering the proposed July 2008 rate increases. A comparison of PWP rates 
with the proposed D&C increases, and those of nearby water purveyors for selected 
customer types is shown in Table 3. Attachment 1 provides charts of the rate 
comparisons with neighboring cities. 

Table 3 
Water Rate Comparison with Other Purveyors 

Average Monthly Bill (Annualized, Excluding Tax) 

Meter Size/ 
Billing U ~ t s  
518" 1 12 BU 

1" 120 BU 
2" 1125 BU 
4" I 600 BU 
6" 1 1400 BU 
8" I 2400 BU 

I 
I Burbank 

$27.00 
$39.8 1 

$207.84 
$967.98 

$2,248.22 
$3.848.52 

Arcadia 
$26.03 
$37.05 

$179.07 
$801.58 

$1,840.83 
$3,136.73 

I, a 
Crescenta 

$45.81 
$71.65 

$426.26 
$2,067.86 

n/a 
n/a 

Long 
Beach 

$26.77 
$50.75 

$267.81 
$1,225.77 
$2,797.15 
$4,760.91 

Note: Rarer for neighboring ~rfilifies are based on their citrrmt rates a.r of,4pril200R. Glendale implemented n e u  rats? in Januarv 2008. and 1.a 
Crescents implemented new rates in Mcrrch 2008. All ofthe other citie.s anticipate rule increases to be efleclive in h i l v  2008: howrver. these new 
rates h(11.e notyrt been prrbli.rhrd. 

PROPOSITION 218 REQUIREMENTS: 

Proposition 21 8, as implemented by Government Code section 53755, allows one 
written protest per parcel, filed by an owner or tenant of the parcel, to be counted in 
calculating the majority protest to a proposed new or increased water charge. If a 
majority of property owners and/or tenants file written protests, the rate increases 
shall not be approved. On April 29, 2008, PWP notified by mail all property owners, 
tenants and ratepayers of the proposed D&C and PWAC increases as required by 
Proposition 218. Information related to the public hearing regarding adoption of the 
water rate increases proposed by PWP was also included in the notice. 

FISCAL IMPACT: 

The proposed D&C rate increase is expected to generate $2.3 million annually 
through a system average increase of 5.6% to offset increased operation and 
maintenance costs of the water system. Failure to implement the proposed D&C 
rate increase would have an adverse effect on the financial integrity of the Water 
Fund and the ability to ensure proper operation and maintenance of the water 
system. If the increase in D&C charges is not approved, it will be necessary to 
adjust the recommended Fiscal Year 2009 Operating Budget and reduce the overall 
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Water Fund operating revenues. Reduced operating revenues and lower net 
income would also result in a reduction of the General Fund Transfer. 

As additional information, although an ordinance amendment is not required for the 
scheduled PWAC increase of $0.24 per billing unit for water sales beginning July 1, 
2008, the increase will generate additional revenues of $3.2 million annually. The 
scheduled July 2009 PWAC increase of $0.10 per billing unit will increase the 
annual water system operating revenue by $1.7 million. 

If the PWAC adjustments are not implemented due to a majority of property owners 
or tenants filing written or oral protests as required by Proposition 218, it will be 
necessary to adjust the recommended Fiscal Year 2009 Water Fund Operating 
Budget. 

Respectfully submitted, 

Bernard K. Melekian' 
City Manager 

Prepared by: 

--- ~ ~ & \ h ~  

Shari M. Thomas 
Business Unit Director 
Water and Power Department 

Approved by: 

~ h y l l i s u ~ .  Currie 
General Manager 
Water and Power Department 




























