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June 22,2009 

To: City Council 

From: Michael J. Beck 
City Manager 

Subject: PUBLIC HEARING FOR THE PROPOSED WATER RATE INCREASES AND 
IMPLEMENTATION OF WATER RATE PROPOSAL - REVISED 

RECOMMENDATION: 

It is recommended that the City Council: 
1) Receive Public Comment on the Proposed Water Rate Increases in accordance 

with the requirements of Proposition 218; 
2) Close the Public Hearing; and, 
3) Direct the City Attorney to prepare an ordinance amending PMC Section 13.20 in 

accordance with the Recommendations of the Municipal Services Committee 
(MSC) described herein. 

BACKGROUND: 

On June 8, 2009, the City Council conducted a public hearing to consider public 
comment regarding proposed increases to water rates, pursuant to the requirements of 
Proposition 218. The public hearing was continued to June 22, 2009 to allow for 
additional public comment and provide staff with an opportunity to prepare a written 
response to the comments and questions that were submitted to the City Council during 
the hearing. A summary of the responses is included as Attachment A. 

At a special meeting on June 17, 2009, the MSC considered additional public comment 
and alternatives to the original rate proposal. The MSC recommended approval of the 
June 8, 2009 staff proposal with the following modifications: 

1) Three-year Implementation of Distribution and Customer Charge (D&C) Increase; 
2) Provide credit to customers for charges in rate Blocks 4 and 5 for revenues 

collected in excess of actual penalty costs imposed by the Metropolitan Water 
District (MWD); and, 

3) Provide Relief from Block 5 Rates for Efficient Water Consumers. 

The MSC's recommended modifications are summarized in Attachment B and further 
described below. 
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Modification I - Three-year lmplementation of D&C Increase 
The MSC recommends implementation of the proposed increases to the fixed D&C over 
a three-year period instead of two years. 

A three-year implementation will result in three smaller increases instead of two, and will 
primarily benefit those who use smaller volumes of water. The cumulative impact will 
ultimately be higher because the increase is extended over a longer period of time. 

A three-year implementation will also extend the deficit condition of the Water Fund and 
the period during which reserves will remain below recommended levels. The first-year 
funding provides the minimal revenue required for continued water delivery operations. 
It will also require the continued use of other revenues, including capital revenues, to 
fund water operations. 

The impacts on customer bills of implementing the D&C over two and three years is 
included in Attachment B. 

Modification 2 - Provide Credit to Customers for Charges in Blocks 4 and 5 for 
revenues collected in excess of actual MWD penalty costs. 
The revenue collected in the new proposed Blocks 4 and 5 is intended to offset the 
estimated penalty costs that would imposed by MWD associated with water purchased 
in excess of Pasadena's allocation. Pasadena's water allocation has been reduced by 
10% for the fiscal year beginning July I, 2009. MWD will determine Pasadena's penalty 
costs after June 30, 2010. It is anticipated that MWD will invoice Pasadena during or 
after July 201 0. 

The MSC recommended that in the event the City does not exceed the reduced 
allocation level from MWD, and thereby incur penalty costs, or incurs penalty costs less 
than the amount of revenue collected in blocks 4 and 5, customers who are charged for 
water in blocks 4 and 5 receive a rebate or credit for such charges. This will ensure that 
the City does not retain revenues in excess of the cost of water while preserving the 
price signals intended to encourage conservation. 

PWP will provide regular updates to the MSC regarding the amount of water purchased 
and the associated cost and penalties paid to MWD, and the amount of credit (if any) to 
be applied to customers. 

If insufficient revenue is collected to cover the cost of MWD1s "penalty rates," the excess 
cost will be collected from all customers through the Purchased Water Adjustment 
Charge (PWAC). 

Modification 3 - Provide Relief from Block 5 Rates for Efficient Water Consumers 
The MSC recommends implementation of a "rate relief' program from Block 5 rates for 
customers able to demonstrate implementation of specific water conservation measures 
and reduction of water usage over the previous three-year period (2006-2008.) 
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A customer must prepare and submit, at the customer's expense, an application 
demonstrating that the following criteria have been met prior to consideration for rate 
relief. Criteria may be added or modified as part of the development of the rate relief 
program. 

An independent professional water audit confirms the customer has implemented 
all reasonable and water-efficient technologies and practices; 

A customer demonstrates that despite implementation of all reasonable and 
water-efficient technologies and practices, the customer will still be subject to 
payment of Block 5 rates for more than one billing period in a calendar year; and, 

The customer complies with established industry best practices or water usage 
levels consistent with State of California guidelines for efficient water use for a 
specific residential property or business. 

If compliance with these criteria is confirmed, a customer may apply for relief from the 
Block 5 rate. The rate for Block 4 would then apply for all water purchased within and 
above the Block 4 allocation. 

An appeals process will also be provided, allowing customers who disagree with the 
outcome of the rate relief proceeding to contest the department's decision. The appeal 
will include an administrative process coordinated by staff and an independent hearing 
officer similar to the City's program for traffic citation appeals. 

The MSC will periodically review information on water usage and progress in attaining 
the City's conservation targets; and review resource availability, pricing for each Block 
and compliance with Proposition 218 requirements. These reports will also ensure that 
the rate impacts are fairly distributed among customer groups. 
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FISCAL IMPACT: 

The annual incremental revenue and General Fund Transfer (GFT) of the original staff 
proposal for the D&C increase and Recommended Modification 1 is summarized below: 

The Recommended Modification 2 will generate additional revenue for the Water Fund 
to offset the costs imposed by MWD for its penalty rates. Any revenue generated above 
the requirements to pay MWD penalty rates will be credited or rebated to customers. If 
Recommended Modification 2 results in insufficient revenues to cover the full cost of 
water purchased from MWD, an adjustment to the PWAC will be necessary to make up 
the shortfall. 

Year 

201 0 
201 1 
2012 
2013 

Recommended Modification 3 will include additional costs for staff and an independent 
hearing officer required to administer the rate relief and appeals programs. The 
additional costs are difficult to measure since the number of customers applying for rate 
relief and/or appeals is unknown at this time. 

Respectfully s u b m i t t e d  

Annual 
Revenue 

6/8/09 Proposal 

$4.3 million 
$4.5 million 

City Manager 

Incremental 
GFT 

6/8/09 
Proposal 

$245,000 
$515,000 

Annual 
Revenue 

Modification 1 
$3.0 million 
$3.2 million 
$3.7 million 

Incremental GFT 
Recommended 
Modification 1 

$1 80,000 
$372,000 
$594,000 




















