Report

TO:

CITY COUNCIL

FROM:

CITY MANAGER

Date: July 16, 2007

SUBJECT: AUTHORIZATION TO ENTER INTO CONTRACT WITH RED OAK
CONSULTING TO PROVIDE COMPREHENSIVE WATER COST OF
SERVICE AND RATE DESIGN STUDIES FOR AN AMOUNT NOT TO
EXCEED $109,000
RECOMMENDATION:
It is recommended that the City Council authorize the City Manager to enter into a contract
with Red Oak Consulting to provide a comprehensive Water Cost of Service and Rate
Design Study (WCOS) for Pasadena Water and Power Department (PWP) for an amount
not to exceed $109,000. This contract is exempt from competitive bidding pursuant to City
Charter 1002(F), contracts for professional services or unique services.
BACKGROUND:
PWP is seeking the services of a qualified technical and financial consulting firm to
conduct a comprehensive water cost of service and rate design study (WCOS). PWP
reviews its water rate structure and conducts a WCOS about once every five years. Since
PWP conducted a WCOS study in 2002, its water rates have been subject to various
regulations, court rulings and restrictions. The results of the WCOS will ensure that PWP's
water rate structure recovers its revenue requirements and that it is in compliance with
existing regulations, bond covenants and restrictions.
The proposed WCOS will involve the determination of actual cost of service and the
development of various water rate design options to fund revenue requirements. The
proposed study will also consider low income, conservation, recycled and drought water
rate pricing programs as well as a review of the distribution charge component of the
existing rate structure which has not been changed since 1995. In addition, the WCOS will
consider the restrictions on water rates set by Proposition 218, Government Code Section
54999, and the appropriate process and procedure required for any water rate adjustments
to ensure compliance with Proposition 218. The WCOS will also consider the allocation of
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water rights in the Raymond Basin among customer groups andlor between inside and
outside city customers, charges for various water services and for connecting to the water
system, the reserve requirements and appropriate target levels.
REQUEST FOR PROPOSAL (RFP) PROCESS AND PROPOSAL EVALUATION
A Request for proposal was sent to about 20 technical and financial consulting firms in
April 2007. Seven consulting firms responded to the proposal. The review panel,
comprised of staff members of PWP, interviewed all seven responding firms as follows:
1.
2.
3.
4.
5.
6.
7.

Raftelis Financial Consultants
Foresight Consulting Services
Black & Veatch
Red Oak Consulting
Navigant Consulting
Bartle Wells Associates
EES Consulting

Pasadena, CA
Davis, CA
Los Angeles, CA
Pasadena, CA
Los Angeles, CA
Berkeley, CA
Kirkland, WA

The interviews were scheduled from May 14, 2007 to May 16, 2007, and Red Oak
Consulting was awarded the highest score by the review panel (see Exhibit A).
It is recommended that the City Council authorize the City Manager to enter into a contract
with Red Oak Consulting (Red Oak) for an amount not to exceed $109,000.
Red Oak Consulting demonstrated superior knowledge of all the issues that were
addressed in the RFP and provided thorough, organized, and coherent responses to the
RFP issues. Additionally, the staff of Red Oak Consulting that will be assigned to the
proposed WCOS exhibited superior expertise in the areas of Proposition 218, capital
related water rates, water policy issues, recycled water rates, water conservation rate
programs, low-income water rates, and strong institutional knowledge of the rate policies
and practices of Metropolitan Water District (MWD). In addition, Red Oak Consulting
offered interesting, creative and practical solutions to matters concerning the latest
regulatory water issues, and proposes to deliver a more robust cost-of-service and rate
design model that will meet PWP's critical cost of service and water rate design objectives.
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FISCAL IMPACT
Funds are available in the FY 2008 Water Operating Budget (81 15-402-833100-0798) for
the requested amount of $109,000.

Respectfully submitted,

Prepared by:

< < eith Ban
Principal FinancialIRate Analyst
Pasadena Water and Power

~ h y l l i s kCurrie
General Manager
Pasadena Water and Power

