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Purpose

The purpose of this cost of service rate study is to evaluate each utility enterprise to reset rates such that
revenue is adequate for safe and reliable operation into the future, and each customer class provides a
revenue contribution proportional to the cost to serve them. The approach to setting rates is outlined below.

The authority for Resort Improvement District #1 (RID) is its resident, publicly elected Board of Directors,
whereas investor-owned and privately-owned utilities are regulated by the California Public Utility
Commission (CPUC). RID benefits from local governance. Even so, RID must comply with the
requirements of California’s Proposition 218 when raising water and sewer rates. In general, this means:

A rate study is conducted to support the revenue needed for operation of the utility.

Each customer group pays its proportionate share of costs.

Revenue from rates from each utility is used only for that utility’s purposes.

Customers are notified in writing of the rate increases, the reasons why, that a rate hearing will be
held after 45 days, and that they may protest in writing.

e If more than 50 percent of customers (parcel owners) protest, the increase may not happen.

Though electric rates are not subject to the requirements of Proposition 218, they are subject to Proposition
26 requiring customers to be charged fairly for services provided.

Executive Summary

This is the first comprehensive cost of service analysis for RID’s electric, water, and sewer utility
operations. The result is the organization of large amounts of data associated with the utilities’ financial
activities, development of revenue and rate models to create equitable rates to customers, and modeling
platforms to track costs into the future. Rates are set to favor residential customers using lower to moderate
amounts of water and electricity, consistent with principles of resource conservation. Rates for commercial
customers are flat to accommodate varied levels of usage with varied levels of business activity.

The electric enterprise received the most attention in this work because the largest amount of revenue is
associated with electricity, and because of the relatively high $1.26 rate for usage over 2,000 kWh per
month. The result is that electricity tiers are restructured and the highest tier is now proposed by I1GS to be
much lower at $0.52 per kwWh. Electric charges for typical residential usage are essentially flat in the first
year, then increase by three percent per year for the next four years.

The existing water tiers and rates are also restructured to more appropriately match residential usage
patterns. The commercial water tiers are eliminated to provide a single volumetric rate for commercial
water usage. Costs for electricity usage for the water treatment plant was previously absorbed by electric
ratepayers and are now assigned to water rates. The most significant expense anticipated by the water
enterprise is the replacement or major repair of the surface water treatment plant. As with electricity, water
charges for typical residential usage are essentially flat in the first year, then increase by three percent per
year for the next four years.

The existing sewer rate structure is retained; however, sewer rates are proposed to increase ten percent per
year for the next five years to cover anticipated expenses. Costs for treated water and electricity usage
associated with the sewer plant, previously absorbed by electric and water ratepayers, are now incorporated
with sewer rates.
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The water and sewer enterprise funds receive approximately 50 percent of needed revenue from property-
tax related funds. This is very significant because without the property tax revenue, rates would need to
double.

Capital Improvement Plans (CIP) over the next five years are developed for all three utilities. These were
done working closely with staff members. An outside specialist was used regarding input on the water
treatment plant, and his report is included. CIP costs are estimates for rate setting only.

A comprehensive rate table is given in Attachment A including all existing rates and all IGS-proposed rates
over the five-year planning period. The resultant monthly utility bill is shown in Attachment B for a
median? residential electric and water customer during each year, and for a customer that is three times the
median. As stated above, combined charges are flat the first year, but then increase. For a median customer,
total costs increase at five percent per year after the first year for a total of 22 percent over five years. For
a median customer receiving electricity and water only, the proposed increase is three percent per year after
the first year for a nine percent total over five years. For a customer at three times the median, the result is
18 percent over five years for combined services, and 12 percent for electricity and water only.

Approach to Setting Rates

This is essentially three rate studies in one report. The process is separate for each enterprise fund and is
conducted in the following sequential steps.

1. Audited financials are reviewed to observe history of revenues, expenses, and changing fund
balances.

2. Accounting reports are reviewed to bridge between the end of the last audit into the current fiscal
year. The budget is reviewed for the current fiscal year and next fiscal year, when available.

3. Capital Improvement Projects (CIP) lists are developed for each enterprise for the next five years,
including estimated costs and timing.

4. Operating expense projections are developed for the next five years.

5. Billing data is downloaded for all billing cycles and all customers for the most recent complete
fiscal year. Billing data is reconciled to audited financial values accounting reports, as
appropriate.

6. Billing data is divided into appropriate customer classes to determine revenue collected from each
customer class.

7. Cost of service modeling is done for electricity to assign overall costs to between residential and
commercial customer classes. Basic rate models are developed for water and sewer, which have
simpler rate structures.

8. Rate models are constructed for each enterprise to achieve the revenues needed for FY19/20
based on the revenue and expense workbooks, including the average CIP amount for each year.

! The median value is at the midpoint of the distribution of all billing cycles. Median is used instead of average to
eliminate the upward effect caused by a small number of customers using very large amounts water or power.
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9. Several rate alternatives are shown for electricity because of the proposed change to the existing
$1.26, third-tier rate.

10. Comparisons are shown to other utilities.

11. A comprehensive rate table is developed, showing existing rates compared to future rates over the
next five years.

12. All Excel workbooks containing data and modeling are provided to RID for reference and future
use by RID.

ELECTRIC RATE STUDY

Existing Electricity Rates

RID’s existing electric rate structure has evolved over many years. A cost of service rate study has not
been done for electricity, water, or sewer, so this work is timely. The existing electric rate structure consists
of the following components:

Monthly service charge for residential customers
Monthly capital facility charge for all customers
Monthly transformer charge for commercial customers
Three-tier kwWh charge for residential customers
Single kWh charge for commercial customers

aorwdE

RID has increased all rates evenly over the years based on an annual consumer price index.? Authorized
rate increases continue through September 2019; however, the 2019 increase is capped at three percent.®
The result of ongoing rate increases over the past four years has been that revenue has generally kept up
with expenses.

The existing three-tier structure for residential customers includes a relatively high, third-tier cost of $1.26
per KWh. This is illustrated in the bar chart below showing the tiers comparatively. The third-tier rate was
reset at $0.60 per kWh in 2004 (increased from $0.29) to cover the cost of a third standby generator rated
at 500 kW, and for potential costs of upgrading the PG&E intertie line.* The third-tier rate has increased
over the years with ongoing electric rate increases.

RID’s existing commercial rates are higher than PG&E® and other municipalities, primarily because RID
has less economy of scale. RID has a relatively small customer base compared to infrastructure and skilled
personnel needed. For example, RID owns and operates dedicated standby generation facilities to provide
continuous service during PG&E power outages. Upon analysis, RID’s commercial rates are closely
aligned to RID’s actual costs to serve its commercial customers. To lower commercial rates would be to
shift costs to residential customers. RID’s existing residential rates are close to PG&E’s up to

2 Minutes, Resort Improvement District No.1, Regular Board Meeting and Public Hearing, August 20, 2015

3 ibid. Page 4

4 Public Hearing Report regarding change of Ordinance #68. Hearing July 15, 2004.

® RID’s existing commercial rate is $0.3100 per kWh. PG&E’s General Service A-1 rate is $0.26693 per kWh (non-
time-of- use, summer, effective May 1, 2019)
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approximately 1,000 kwh per month usage, but tend to be higher than other municipalities. See the
comparison chart for residential electric customers.

RID’s historical practice had been not to charge itself for power, so there is no set rate. This means power
provided to water, wastewater, and public facilities is billed at zero and absorbed by electric ratepayers.
This rate study allocates power costs to the water and wastewater enterprises, which is the majority of RID’s

internal usage.
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Wholesale Electricity Supply

RID purchases all wholesale power and scheduling services from the Western Area Power Administration
(WAPA). In conjunction with this rate study, the existing and past wholesale agreements were catalogued,
scanned, placed in a virtual folder that was distributed to RID staff. The agreements presently in effect are:

Contract

Purpose

Term

Comments

05-SNR-00880

Base Resource Power

2005 - 2024

Low cost hydro power

06-SNR-00926

Portfolio Management
Services

Amendment 3 ends
12/31/24

For supplemental
power

06-SNR-00927

Scheduling Coordinator
Services

Amendment 2 ends
9/30/20

For scheduling power

RID also has a contract with PG&E to transmit wholesale power to RID’s interconnection with PG&E at
Whitethorn Junction. This is needed because RID-purchased wholesale power must travel on PG&E’s lines
to get to Whitethorn. The existing PG&E contract ends December 1, 2020. The monthly charge is based
on the peak kW. The PG&E rate increases annually.

The bar chart below shows the various wholesale cost components up to December 2018.

PG&E

transmission costs (on the bottom) are relatively small. December was high because of a jump in cost for
balancing power. The chart is useful because it illustrates the total cost of wholesale power.
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RID’s wholesale agreements were reviewed by Dan Griffiths of Cameron-Daniel, P.C. Mr. Griffiths is an
attorney specializing in wholesale power agreements. His seven-page report dated March 4, 2019, is
attached to the back of this report. Most importantly, as described in his report, is to need to pursue

opportunities beginning later this year to renegotiate favorable terms with PG&E and WAPA, and to
investigate other sources of wholesale power.

A comparison analysis was conducted in this study to measure the monthly difference between wholesale
purchases as measured by PG&E, plus an estimate of generator operation, and the amounts metered by RID
to all customers. The result is illustrated below and the data is in Attachment C. The 12-month-rolling
average up to May 2019 is 10.6 percent. The monthly value varies because the meter-read cycles are
different than the PG&E calendar-month cycles. RID staff are aware of the amounts unbilled and are taking
steps to toward billing more power delivered.
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Electric Sales History and Customer Allocation

Electricity sales have been falling since 2016; however, sales show an upward tendency since January 2019.
This is illustrated in the two bar charts below. Shelter Cove has experienced very little growth over the
past few years and commercial activity has been slow. The pie chart shows that 76 percent of electric sales

are residential and only 16 percent commercial. The eight percent for RID is primarily for the pumping
potable water and wastewater.

The consumption data was analyzed for trends of peak usage. The peak day each month is dependent on
residential activity, such as New Year’s Day, and other holidays. Essentially, the monthly peak occurs
depending on the extent to which activity is occurring, not weather. Peak usage can be in the morning,
evening, or mid-day, again depending on activity. This is important for cost of service purposes. If one
customer group was driving the monthly peak, then that customer group could be assigned more of the
peaking costs for wholesale power. In the case of Shelter Cove, there is no peak influence from any group.
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The balance of kWh sales and kWh revenue was also analyzed for residential versus commercial customers.

Commercial customers are presently paying close to the system average variable cost, as already explained
under existing rates. This is preserved for the reset rates.

As there is no revenue from RID’s internal usage for water and sewer, proposed internal rates are added in
this study.
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Allocation of kWh Sales (FY18)
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For this study, all billing cycles were evaluated in detail to determine the distribution of monthly usage for
the purpose of reasonably resetting rates. Using FY17/18 as a base year, IGS analyzed all billing cycles to
determine the distribution of both kWh and dollars billed. The results show a sharp turn upward near the
1,250-kWh mark in the chart below. This chart illustrates that 92 percent of the bills issued are for less
than 1,250 kWh, not including bills with zero usage. (The slash marks in the graph show the proposed,
new tiers, to be discussed in this report.) Over 700 billing cycles are zero, representing that many residences
are vacation homes not using power during many billing cycles.
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Regarding the existing 2,000 kwh per month threshold, statistically for FY17/18, there were just four
percent of billing cycles and 7.5 percent of kWh billed above 2,000 kwh. However, at $1.26 per kWh, this
accounts for approximately $326,000 or about 22 percent of revenue. This data can be seen in the top of
Attachment F.

Electric Enterprise Capital Improvement Projects (CIP)

The need for CIP projects was evaluated for each of the enterprise funds. CIP projects include long-term
infrastructure repair or new infrastructure. From an accounting standpoint, these projects are depreciated
over their life, typically ten years or more, rather than expensed operationally in one year. Meetings were
conducted with staff members and field visits made to see facilities. Costs shown for projects are estimates
for rate setting purposes only; however, the intent is that identified projects must be completed within the
next five years. ldentified projects contribute to system safety and reliability. Rates are set to cover costs
for projects without depleting fund balances to below the collective minimum six-month reserve
requirement of approximately $1.5 million.

For the electric CIP list shown in Attachment D, spending for FY18/19 is included to show significant
expenditures totaling over $500,000 compared to planned spending over the next five years. One exception
is that costs for replacement of 15 poles per year at $50,000 per year are included in Materials, Supplies
and Services, as this is a recurring requirement that must be covered with ongoing revenue. The resulting
five-year average for electric CIP is $107,000 per year. This is shown at the bottom of the revenue and
expense table.

Electricity Revenue, Expense, Fund Balance History and Projections

A table showing revenue, expense and fund balances is provided for each enterprise fund. For electricity,
see Attachment E. Historical numbers are linked to audited financial statements. Accounting reports are
used for past periods not yet audited. The FY19/20 values are aligned with RID’s FY19/20 budget.
Projected expenses are based on historical spending rates and significant input from RID staff. Projected
expenses are increased in future years based on varying inflation factors shown on the right side of each
table.

Regarding accounting for fund cash balances, tax revenue is held with the county and revenue from utility
billing is held in other RID bank accounts. Essentially all RID cash is accounted in the Electric, Water, and
Sewer Enterprise accounts. RID has a policy to maintain reserves adequate to cover six months of
operation, estimated at $1.5 million. The result of fund cash balance projections in the study is that the
combined cash fund balance of the three enterprise funds always exceeds $1.5 million, and therefore meets
the requirement. Fund balances should be revisited following FY18/19 audit. Spending of tax revenue
should be monitored closely to assure funds are used as intended based on tax category.

Specific to the electric enterprise, here are highlights from the revenue and expense table.

1. Revenue has declined from decreasing kWh sales, even with the annual inflation increases.

2. Water and Sewer revenue is added beginning FY19/20 and is allocated as a hew expense in those
enterprise funds. This is a new contribution of $113,000 in FY19/20.

3. Operating expenses generally follow past trends, except $50,000 per year for pole replacement is
added to Materials, Supplies and Services beginning FY18/19. Allocated Administrative Costs
are reset beginning FY19/20.
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4. Future operating expenses are forecasted to increase according to the inflation factors on the

right.

© NG

Electric Rate Alternatives

The property tax contribution of $8,000 per year is small compared to Water and Sewer.
Annual CIP is shown at the $132,000 average.
The cash balance decreases significantly by over $500,000 in FY18/19 from extensive CIP.
The cash balance decreases an additional $290,000 over five years.

Revenue is increased three percent per year over the five-year planning period.

Several rate alternatives are shown in this study in comparison to the existing rate structure, all based on
the projected need for $1,535,000 of revenue from rates in FY19/20.°

Overall assumptions and determinations are:

agkrwdE

Baseline modeling used FY17/18 kWh sales of 4,461,000 kWh.
The monthly Service Charge and Capital Facility Charge are combined.
Monthly fixed charges are increased in proportion to the kWh components after the first year.
The third-tier residential rate that is presently $1.26 per kWh is reduced.
The result of reducing the $1.26 rate below $1.00 is that an additional 175,000 kWh per year

will be sold. This is a five percent increase in sales to the residential sector.

~No

The electric rate for RID internal use (water/sewer) is the same as the commercial rate.
Residential customers receive the full benefit of lesser-cost WAPA base-resource power.

8. The commercial rate is essentially the average cost of power, after subtracting monthly fixed

revenue.

Calculations for rate alternatives and expected revenue results are shown in Attachment F. The top shows
the distribution of kWh’s sold and the count of billing cycles based on FY17/18 billing data, followed by
eight different alternatives. The following table provides a summary description of each alternative.

Rate Alternatives

Pros

Cons

#1) Existing Rate Structure

Ratepayers are familiar with
existing rate structure

Other ratepayers benefit from
1.26 per kWh rate

Results agree with projected

revenue from accounting reports .

Cost of Service does not support
$1.26 per kWh

Electric customers are paying
for water and sewer plant
electricity

Existing tiers do not match
typical customer consumption
profiles

Without 9/1/19 CPI increase,
revenue is estimated to be
$80,000 short of expenses

#2) Existing Rate Structure with
assumed 2.5% CPI increase
September 1, 2019 pursuant to
9/20/15 Board Meeting

Items above, and

Rate increase has already been
approved by Board in 2015
Rate increase is needed

Items above, except CPI
revenue increase is still
projected to be $43,000 short of
expenses

& Revenue from rates equal to $1,350,000 + $72,000 + $113,000 = $1,535,000. See Operating Revenues for

FY19/20.
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Rate Alternatives

Pros

Cons

#3) Existing Rates with CPI and
shift $113.000 rate burden to
Water/Sewer

Items above, and
Exceeds projected expenses by
$70,000

e Items above
Shifts cost to Sewer and Water
Enterprises not recovered in
rates

#4) Presented by IGS at April 24
Community Workshop

Lowers $1.26 toward reasonable
cost of service of $0.48 per
kWh

Resets tiers toward customer
consumption profiles

Preserves lower-cost power for
low usage residential
Anticipates increased usage of
175,000 kWh per year from
lowering $1.26 rate
Commercial rate increased from
$0.3100 to $0.3177 per kWh

Three percent of customer bills
issued - those using more than
1,500 kWh per month and less
than 2,000 kWh per month will
see a cost increase

Revenue shortfall of $79,000
per year (after further analysis
following meeting)

#5) Revised recommendation by
IGS based on feedback following
community workshop and
further analysis

Favors year-around residents
Rewards residential
conservation

Roughly follows residential
rate curve of PG&E

Exceeds revenue requirement
by $15,000 per year

Tier 3 increased from $0.48
(Workshop) to $0.52 per kWh
Tier 3 lowered from 1,500
(Workshop) to 1,250 kWh
Tier 2 lowered from 1,000
(Workshop) to 750 kWh

#6) Keep existing tiers and rates,
except set Tier 3 rate at $0.75 per
kWh. Includes five percent
increase in sales and revenue from
Water/Sewer.

Ratepayers are familiar with
existing rate structure

$0.75 per kWh is a rate that has
been discussed generally
Exceeds revenue requirement
by $26,000 per year

e  Existing tiers do not match
typical customer consumption
profiles

e  $0.75 rate is arhitrary

#7) Keep existing tiers and rates,
except set Tier 3 at a value that
meets revenue requirement. Does
NOT include five percent increase,
but does include revenue from
Water/Sewer.

Ratepayers are familiar with
existing rate structure
Resultant rate is $1.09 per kWh
Meets revenue requirement

e  Existing tiers do not match
typical customer consumption
profiles

#8) Adjustment to 1GS-
recommended #5

Freezes commercial rate first
year at $0.31 per kWh

Lowers T1 residential to $0.20
Lowers T2 residential to $0.26
and extends to 750 kwh

Tier 3 increased to $0.65 per
kWh
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The following graph shows a comparison of the existing monthly charges compared to proposed charges
(IGS #5) for both residential and commercial. The chart illustrates the higher costs associated with the
$1.26 per kWh rate above 2,000 kWh. In the proposed rates, residential charges stay close to existing RID
charges but then increase at 1,250 kwh. Beyond 1,250 kWh, residential rates roughly follow PG&E.
Residential charges drop below existing RID charges near 2,250 kWh because of the lowered RID Tier 3
rate. Data for the graph is shown in Attachment G.

In the usage range of 1,250 to 2,000 kWh, residential customers will pay charges up to 38 percent higher
than existing, peaking at $199 per month additional for 2,000 kWh. These customers are already using
relatively high levels of power. Statistically, this is 4.4 percent of total billing cycles and 8.8 percent of
kwh’s billed. From the FY18/19 billing data, this is 255 billing cycles for 96 customers; however, to the
extent these same customers use higher amounts of power in other billing cycles, they will save money
compared to the existing rate structure, specifically, customers using 2,250 kWh and above will pay lower
charges than existing.’
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The commercial rate structure stays the same with a single rate, increasing only incrementally the first year.
Commercial charges drop below the proposed residential charges at 1,750 kWh. The proposed rates
recognize that energy usage for commercial customers varies based on the size and type of the business
operation. Therefore, one uniform rate is used for commercial.

" Revenue is lost by reducing the existing $1.26 rate to $0.52. The amount lost for sales above 2,000 kwh is
$116,000, calculated from the data Attachment F. The amount gained by lowering the third tier to 1,250 is $75,000,
offsetting 65 percent of the loss.
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Alternative #8 is a modification of #5, and illustrated below. Alternative #8 leaves more rate burden with
high use residential, reducing the third-tier rate to only $0.65, rather than $0.52 in Alternative #5. The
resultant first-year benefit is allocated as follows compared to Alternative #5. The commercial rate is held
constant at $0.31 per kWh. The residential first tier is lowered from $0.22 to $0.20. The residential second
tier is lowered from $0.27 to $0.26, and expanded from 500 to 750 kWh. This is illustrated in the graph
below.

Monthly Electric Bill Comparison
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Attachment A shows existing and proposed electric rates (with other rates) over the five-year planning
period.

Electric Rate Study Conclusions

The result of this electric rate study is to reset the residential tiers and rates to more closely match electric
consumption patterns. The third-tier rate of $1.26 is reduced substantially to $0.52 and the third tier is
expanded to include lower consumption levels to 1,250 kWh. The reset rates honor cost of service while
benefiting residential customers that use moderate amounts of power. Cost allocation is balanced between
residential, commercial, and now include RID sewer and water accounts. Alternatives are provided
enabling the board of directors to observe different rate scenarios. Capital Improvement Projects are
identified over the next five years to contribute to system safety and reliability. Planned three percent
revenue increases provide adequate revenue over the five-year planning period. Finally, the systematic
approach provides a foundation to update rates in the future
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WATER RATE STUDY

Existing Water Rates
RID’s existing water rate structure is the same for residential and commercial, as follows.

1. Monthly Service Charge
2. Fixed fee for water consumption up to 500 cubic feet (cf) per month
3. Two tiers for increasing usage

The bar chart below illustrates the existing rates, and they are shown in detail in Attachment A. The base
tier includes 500 cf for $10.98.8 Customers are charged the base tier if they use at least one cubic foot of
water. If water consumption is zero, they are not charged the base tier. Rates increase for customers as
consumption increases, the intent of which is to support water conservation by rewarding customers using
water wisely.

Commercial customers pay the same tiered rates as residential customers. This is unfavorable to larger
commercial customers using water wisely for their businesses because they are paying the highest tiered
rate to encourage conservation when they are already doing it.

As with electricity, RID’s historical practice had been not to charge itself for water, so there is no set rate.
This means water provided to the wastewater plant and public facilities is billed at zero and absorbed by
water ratepayers. This rate study allocates water costs to the wastewater plant, which is the majority of
RID’s internal usage.

RID Existing Water Rates: Residential and Commercial

$10.00
59.40

$9.00

= Rate Classes
$8.00
8= Syctem Average Variable Cost
57.00
$6.27

5$5.00

Sfeck

54.00

$3.00

$2.20

$2.00

$1.00

50.00
Base Water up to 500 cf 501 - 2,000 cf Over 2,000 cf

8 For comparison purposes in the bar chart, the rate of $2.20 per cf is: $10.98 / 500 cf x 100 cf/ccf = $2.20 per ccf.
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RID’s residential water charges are on the low end compared to neighboring communities. The comparison
below uses 310 cf per month for comparison, based on the median non-zero RID customer. RID customers
pay for 500 cf in the base charge even though many customers use less than 500 cf each billing cycle.®
RID’s rates are supported approximately fifty percent by property tax revenue. Without that contribution,
RID’s rates would be the highest of neighboring communities.

Residential Water Cost Comparison
310 Cubic Feet (Median RID)
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Water Sales History and Customer Allocation

Water production and sales have been increasing slightly over the past few years, unlike electricity sales
that have been dropping. Water production data is illustrated in the bar chart below. The pie chart shows
that 71 percent of water sales are residential and only 11 percent commercial. Of the 18 percent for RID
internal use, 14 percent is to the wastewater plant, three percent is for the water plant, and just one percent
is for other. Treated wastewater is used to irrigate the golf course, not potable water.

® The proposed base amount is lowered to 250 cf per month. That combined with rate restructuring lowers the cost
of water for 250 cf. The result in the comparison chart is that RID moves between Ferndale and Fortuna.
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RID Water Annual Water Production
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See the top of Attachment H for analysis of billing data from FY17/18. This reveals that residential
customers paid an average of $4.76 per ccf and commercial customers paid an average of $6.50 per ccf,
both calculated after paying the monthly service charge. These values are the average variable rate for
each. The system average variable rate is $4.99 per ccf. This result shows that commercial customers are
paying a higher proportional amount for the variable cost for water. However, this may be somewhat
skewed because all customers pay for a full 500 cf even if they do not use that much water each month.
Residential and commercial rates are realigned in the proposed rates.
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As there is no revenue from RID’s internal sales or water to the wastewater enterprise, proposed internal
rates are added in this study. Though potable water is also used at the water treatment plant, no cost will
be assigned because it is the same enterprise.

The graph below shows the distribution of billing cycles for all residential customers. Proposed tiers are
indicated on the graph. Regarding the existing tiers, the base amount up to 500 cf per month includes many
billing cycles that do not reach that volume of water. The result is that customers pay for water not used.
The next existing tier up to 2,000 cf per month includes many billing cycles with excess usage. The graph
does not show 43 billing cycles with usage over 4,000 cf up to 33,000 cf. These are excluded to preserve
the scaling in the graph.

Residential Non-Zero Water Bill Cycles up to 4000 CF/Mo
4,000 ‘
3,500 |
| Proposed T2:
3.000 Above .1,.000 cf
5 10% of billing cycles
a | 20% of volume
E
a
£ 2,500
o
g
m
= Existing T2
= 2000 ¥
=
o
2 \
4
o 1,500
L5
w
o
‘a Proposed T1:
3 e 251 to 1,000 cf
: \\ 47% of billing cycles
41% of volume Proposed Base:
250 cf included
500 - A 43% of billing cycles
o,
Existing T1 39% of volume
0 x
THIIEEN I SN TR OoONTINONT O RNONTONOANTONONSTOMORNTONONTO®RO A
B TS R R R A - A e R T R - R I R R = I I I R A R R R -
e e B O O B O Y S B I o B S I T O T T O T - S L L e o O T ™ TR ¥ T O T TR~ Y-

19 DRAFT FOR RID REVIEW AS OF JUNE 21, 2019



Water Enterprise Capital Improvement Projects (CIP)

The need for CIP projects was evaluated for each of the enterprise funds. CIP projects include long-term
infrastructure repair or new infrastructure. From an accounting standpoint, these projects are depreciated
over their life, typically ten years or more, rather than expensed operationally in one year. Meetings were
conducted with staff members and field visits made to see facilities. Costs shown for projects are estimates
for rate setting purposes only; however, the intent is that identified projects must be completed within the
next five years. ldentified projects contribute to system safety and reliability. Rates are set to cover costs
for projects without depleting fund balances below the collective minimum six-month reserve requirement
of approximately $1.5 million.

The water CIP list shown in Attachment I. The most significant item for water is the replacement or major
rebuild of the surface water treatment plant. The cost used for rate planning is $1,500,000; however, the
cost estimated by AM Consulting Engineers for complete replacement is much higher exceeding
$4,000,000. The lower number is used for rate planning because grant money may be available, and the
engineering estimate appears conservatively high and includes significant contingency. The 26-page report
from AM Consulting Engineers, dated March 20, 2019, has been provided separately to RID, and is attached
to the back of this report. Other CIP items focus on safety (replace chlorine gas), reliability (replace old
equipment), and efficiency (better controls).

The resulting five-year average for electric CIP is $400,000 per year. This is shown at the bottom of the
revenue and expense table for water.

Water Revenue, Expense, Fund Balance History and Projections

The table showing revenue, expense and fund balances for water is in Attachment J. Historical numbers
are linked to audited financial statements. Accounting reports are used for past periods not yet audited.
The FY19/20 values are aligned with RID’s FY19/20 budget. Projected expenses are based on historical
spending rates and significant input from RID staff. Projected expenses are increased in future years based
on varying inflation factors shown on the right side of each table.

Specific to the water enterprise, here are highlights from the revenue and expense table.

1. Revenue has increased gradually with increasing rates and increasing sales.

2. The water enterprise receives significant property tax-related revenue covering approximately 50
percent of operating costs. See Special Assessments and Property Taxes.

3. Operating expenses generally follow past trends except in FY19/20 costs for electricity are
introduced, and allocated Administrative Costs are reset.

4. New water revenue from the sewer enterprise allows the overall reduction to commercial and
residential in the first year.

5. Added electricity costs to the water enterprise for water treatment and pumping requirements
more equitably allocate utility costs to RID water customers.

6. Future operating expenses are forecasted to increase according to the inflation factors on the
right.

7. The revenue is set to provide a net income each year of approximately $200,000 before CIP

spending.

Annual CIP is shown at the $400,000 average.

The cash balance at the end of FY18/19 is projected to be large at approximately $1.8 million.

©
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10. The cash balance at the end of FY18/19 has been adjusted downward from the apparent cash
balance at the end of FY17/18 to reflect an estimate of operating funds available for use. The
amount available will be reviewed again following the FY17/18 financial audit.

11. At the end of five years, the cash balance will be reduced approximately $900,000 from
investments in CIP.

12. Revenue is increased three percent per year over the five-year planning period.

Proposed Water Rates
Attachment A shows existing and proposed water rates (with other rates) over the five-year planning period.

Attachment “I”” shows the model used to develop water rates. At the top, FY17/18 data is utilized to allocate
water usage and payments into the tiers. The numbered sections in Attachment H are:

1) Actual FY17/18. This section recreates the FY17/18 revenue of approximately $324,000 to
validate the model.%°

2) Projected revenue for FY18/19, based on the rates presently in effect.

3) Projected revenue for FY19/20, assuming the CPI adjustment is made September 1, 2019.

4) 1GS-recommended adjusted tiers and revised rates.

Overall assumptions and determinations are:

1. Baseline modeling used FY17/18 water sales of 4,121,851 cf, which includes water delivered to
the wastewater treatment plant but not billed.

All cost components are increased by the same percentage after the first year.

Commercial and residential customers pay the same amount for the first 250 cf each month.
The tiered structure for commercial is replaced with a single rate.

The new, single rate for commercial customers is set to be the average of the variable rate paid by
residential customers.

Cost reallocation results in the commercial customer class paying 24 percent less for water and
the residential customer class paying seven percent less for water comparing the projected
FY19/20 revenue to FY18/19.

7. Savings to commercial customers will be primarily for volumes above 1,500 cf per month.

8. The residential tiers are reset to more closely align with usage patterns.

agkrwn

o

The comparison chart that follows shows existing monthly charges from existing rates compared to
projected monthly charges from new rates for both residential and commercial. Proposed residential rates
cause monthly charges to be slightly less at lower consumption levels and slightly more at higher
consumption levels. Proposed commercial rates cause commercial rates to be slightly less for minimum
usage, then slightly more, than less above 1,500 cf per month. Data for the graph below, including monthly
cost differences is provided in Attachment K.

10 Revenue from rates for FY17/18 shown in the revenue and expense table is higher at approximately $337,000.
The difference is raw billing data used for this analysis versus accounting reports that include adjustments.
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Residential Monthly Water Bill Comparison
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Water Rate Study Conclusions

The biggest adjustment for water rates is to convert the commercial rate structure from multiple tiers to just
one tier and rate. For residential customers, tiers and rates are adjusted to more closely follow usage
patterns. Allocating cost burden to the sewer enterprise allows a decrease to cost recovery from the
residential class, and a significant cost decrease to the commercial class as a result of commercial paying
recalculated rates. Individual customers may pay more or pay less depending on monthly usage volumes.
The biggest expense for the water enterprise during the five-year planning period will be repairing or
replacing the surface water plant.
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WASTEWATER (SEWER) RATE STUDY

Existing Sewer Rates and Customer Allocation

RID’s wastewater collection system is limited to customers in the lower area of the development. While
there are approximately 632 water accounts, there are only 500 sewer accounts.** As a result, RID’s sewer
rate structure is simple. It includes a base rate for all customers, then an incremental rate leveraged on a
typical household called “Residential Unit Equivalent” (RUE)2. The two existing monthly components
are:

Base: $40.79

RUE: $18.20

The RUE is applied to businesses with discharge greater than a typical household. The range used in RID’s
existing rates is multiples of one RUE up to 21 RUEs. The RUE is less than the base unit because the base
unit, in concept, includes billing and administrative charges that do not need to be charged twice to the
same customer.®® Cost allocation between the residential and the small commercial group appears to be
fair based on commercial customers with larger discharge being assigned RUEs in proportion to discharge
level.

As with electricity and water, a majority of sewer service is to residential customers. Regarding sewer
revenue, 89 percent is from residential and 11 percent is from commercial.

Sewer Revenue Allocation

Commercial,
$26,420,11%

Residential,
$223,601, 89%

1 Based on active accounts from the January 2019 billing data.

12 Residential Unit Equivalent (RUE): The equivalent single-Family residential unit is defined in fixture units
according to the Uniform Plumbing Code (UPC). The Uniform Plumbing Code establishes seventeen (17) total fixture
units for a typical single-family residence. For purposes of the Administrative Rate Schedule, a single-family
residence shall be presumed to be one RUE. (RID Ordinance No. 69, 10/19/17)

13 The calculated value of the RUE was not evaluated in the study because the existing value appears reasonable and
the application of the RUE is limited. A cursory review was conducting to observe the that application of the RUE
appears equitable to the 15 customers for which they are used.
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As shown in the following bar chart, from a comparative standpoint, RID’s residential sewer rates are low
in the area. As with water, if not for the property tax contribution, they would be amongst the highest.

Residential Sewer Rate Comparison
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Sewer Enterprise Capital Improvement Projects (CIP)

The need for CIP projects was evaluated for each of the enterprise funds. CIP projects include long-term
infrastructure repair or new infrastructure. From an accounting standpoint, these projects are depreciated
over their life, typically ten years or more, rather than expensed operationally in one year. Meetings were
conducted with staff members and field visits made to see facilities. Costs shown for projects are estimates
for rate setting purposes only; however, the intent is that identified projects must be completed within the
next five years. Identified projects contribute to system safety and reliability. Rates are set to cover costs
for projects without depleting fund balances below the collective minimum six-month reserve requirement
of approximately $1.5 million.

The sewer CIP list is shown in Attachment L. The Chlorine system replacement for sewer is like the system
replacement for water. Both systems presently use compressed gas, which is costly to ship and dangerous
in the event of a leak. The list includes improvements in controls and monitoring. Upgrading these systems
is critical to allow effective operation with a small staff. Costs for sewer line repair at $75,000 per year are
included in Materials, Supplies and Services, as this is a recurring requirement that must be covered with
ongoing revenue. As with water and electricity, CIP items focus on safety (replace chlorine gas), reliability
(replace old equipment), and efficiency (better controls).

The resulting five-year average for electric CIP is $104,000 per year. This is shown at the bottom of the
revenue and expense table for sewer.
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Sewer Revenue, Expense, Fund Balance History and Projections

The table showing revenue, expense and fund balances for sewer is in Attachment M. Historical numbers
are linked to audited financial statements. Accounting reports are used for past periods not yet audited.
The FY19/20 values are aligned with RID’s FY19/20 budget. Projected expenses are based on historical
spending rates and significant input from RID staff. Projected expenses are increased in future years based
on varying inflation factors shown on the right side of each table.

Specific to the sewer enterprise, here are highlights from the revenue and expense table.

1. Revenue from rates (Utility Service Charges) has increased with ongoing consumer price index
rate increases.

2. Future revenue from rates is increased 10 percent per year for each of the five years to provide
adequate income to cover increasing expenses.

3. The percentage increase in revenue from rates is significant because the contribution from rates is
only 50 percent of the overall revenue that is also from, the fairly constant, property tax revenue.

4. The sewer enterprise (like water) receives significant property tax-related revenue covering
approximately 50 percent of operating costs. See Special Assessments and Property Taxes.

5. The property tax contribution is increased by a shift of property tax previously allocated to
electricity, and other adjustments in favor of sewer.

6. Operating expenses generally follow past trends, except in FY19/20 costs for electricity and water
are introduced, and allocated Administrative Costs are reset.

7. Allocation of electricity and water costs to the sewer enterprise for sewer treatment operations
more equitably allocates utility costs to all RID customers.

8. Future operating expenses are forecasted to increase according to the inflation factors on the
right.

9. Net income each year ranges from $26,000 to $107,000, before CIP spending.

10. Annual CIP is shown at the $104,000 average.

11. The cash balance after CIP over the five-year period ranges from $544,000 to 423,000 at the end.

Proposed Sewer Rates and Conclusion

Attachment A shows existing and proposed sewer rates (with other rates) over the five-year planning period.
Attachment M shows the model used to develop sewer rates. The numbered sections are:

1) Actual FY17/18. This section recreates the FY17/18 revenue of approximately $253,000 to
validate the model.

2) Projected revenue for FY18/19, based on the rates presently in effect.

3) Projected revenue for FY19/20, assuming the final-approved CPI adjustment is made effective
September 1, 2019.

4) 1GS recommended rates, increased 10 percent from the existing rates.

Overall assumptions and determinations are:
1. The existing rate structure is fair.
2. Rates are increased the same 10 percent amount each year for five years.

Resetting RID’s sewer rates is straightforward, compared to water and power. Though the ten percent
increases are substantial compared to the three percent increases in electricity and sewer, the rate at the
end of five years will still be in the existing range of the comparison rates, but near the top. Even so, it is
likely that the comparison rates will also increase over the next five years.
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Attachment A — Existing and Proposed Rates: Electric, Water and Sewer

RID #1 Utility Rate Schedules (Proposed as of 6/7/19)
) Present
Category of Service Rates Proposed 10/1/19 10/1/2020 10/1/2021 10/M/2022 10/1/2023
ELECTRICITY Change: 3.0% 3.0% 3.0% 3.0%
Residential Existing Residential Proposed
Service Charge ($/Mo) $14.43 ]
- -~ Service Charge $2510 25% $25.85 $26.63 $27.43 $28.25
Capital Facility Charge ($/Mo) $10.06
Tier 1: 1 - 1,000 kWh ($/kWh) $0.2200 Tier 1: 1- 750 kKWh $0.2200 Tiers $0.2266 $0.2334 $0.2404 $0.2476
Tier 2: 1,001 - 2,000 kWh ($/kWh] $0.2700 Tier 2: 751 - 1,250 kWh $0.2700 and $0.2781 $0.2864 $0.2950 $0.3039
Tier 3: Over 2,000 kWh ($/kWh)  $1.2600 Tier 3: Over 1,250 kWh $0.5200 Rates $0.5356 $0.5517 $0.5682 $0.5853
Com m ercial Existing Com m ercial Proposed
Energy Cost ($/kWh) $0.3100 Energy Cost $0.3177 25% $0.3272 $0.3370 $0.3472 $0.3576
Capital Facility Charge ($/Mo) $10.06 Service Charge $1092 85% $11.25 $11.59 $11.94 $12.30
10 kVA Transformer ($/Mo) $13.83 10kVA Transformer $14.18 2.5% $14 61 $15.05 $15.50 $15.97
15 kVA Transformer ($/Mo) $20.76 15KkVA Transformer $21.27 2.5% $21.91 $22 57 $23.25 $2395
25 kVA Transformer ($/Mo) $22.86 25KkVA Transformer $3545 551% $36.51 $37.61 $38.74 $39.90
37 kVA Transformer ($/Mo) $51.69 37 kVA Transformer $52.47 1.5% $54 04 $55.66 $57.33 $59.05
50 kVA Transformer ($/Mo) $69.17 50kVA Transformer $70.90 2.5% $73.03 $75.22 $77.48 $79.80
75 kVA Transformer ($/Mo) $103.76 75kVA Transformer $106.35 25% $109.54 $112.83 $116.21 $119.70
100 kV A Transformer ($/Mo) $138.33 100 kVA Transformer $141.80 25% $146.05 $150.43 $154 94 $159.59
150 kV A Transformer ($/Mo) $207.50 150 kVA Transformer $21270 25% $219.08 $225.65 $232 42 $239.39
225 kV A Transformer ($/Mo) $311.29 225 kVA Transformer $319.05 25% $328.62 $338.48 $348.63 $359.09
WATER Change: 30% 3.0% 3.0% 3.0%
Residential Existing Residential Proposed
Service Charge ($/Mo $21.01 Service Charge
ge ( ) g $25.00 Tiers $25.75 $26.52 $27.32 $28.14
Up to 500 cf ($/Mo) $10.98 Up to 250 cf and
Tier 1: 501 - 2,000 cf ($/ccf) $6.27 Tier 1: 251 - 1,000 cf $3.50 Rates $3.61 $3.72 $3.83 $3.94
Tier 2: Over 2,000 cf ($/ccf) $9.40 Tier 2: Over 1,000cf $9.00 $9.27 $9.55 $9.84 $10.14
Com m ercial Existing Com m ercial Proposed
Service Charge ($/Mo) $21.01 Service Charge
$2500 Tiers = $25.75 $26.52 $26.52 $26.52
Up to 500 cf ($/Mo) $10.98 Up to 250 cf p
an
Tier 1: 6501 - 2,000 cf ($/cef) $6.27
Ower 250 cf $5.30 Rates $5.46 $562 $5.79 $5.97
Tier 2: Over 2,000 cf ($/ccf) $9.40
SEWER Change: 10.0% 10.0% 10.0% 10.0%
Residential Existing Residential Proposed
Single-Family (per home) $40.79 Single-Family (per home) $4487  10.0% $49 .36 $54.30 $59.73 $65.70
Mutti-Farmily (per unit) $40.79 Multi-Farrily (per unit) $4487 10.0% @ $49.36 $54.30 $59.73 $65.70
Residential Unit Equivalent (RUE)  $18.20 RUE $2002 10.0% $22 02 $24 22 $26.64 $29.30
Com m ercial Existing Com m ercial Proposed
Commercial "A" and "B" $40.79 All Commercial $4487  10.0% $49 36 $54.30 $59.73 $65.70
Residential Unit Equivalent (RUE)  $18.20 RUE $20.02 10.0% $22 02 $24 22 $26.64 $29.30
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Attachment B — Proposed Median and 3x Median Residential Utility Bill

Projected Median Residential RID Utility Bill
1 2 3 4 5
2016 2017 2018 2019 2020 2021 2022 2023
Water $28.97  $31.06 $31.99  $26.80 $27.92  $28.75  $29.62  $30.50
Sewer $36.94  $39.60 $40.79  $44.87 $49.36  $54.30  $59.73  $65.70
Electricity $81.55  $84.10  $90.27  $90.88 $93.60 $96.42  $99.31 $102.29
Total $147 $155 $163 $163 $171 $179 $189 $198
5% 5% 0% 5% 5% 5% 5%
Five-year increase: 22%
Water $28.97  $31.06 $31.99  $26.80 $27.92  $28.75  $29.62  $30.50
Electricity $81.55 $84.10  $90.27  $90.88 $93.60 $96.42  $99.31 $102.29
Total $111 $115 $122 $118 $122 $125 $129 $133
4% 6% -4% 3% 3% 3% 3%
Five-year increase: 9%
Median non-zero Res Water: 310 cf 2,319 gallons
Median non-zero Res Electricity: 299 kWh
Median Residential RID Utility Bill 22% increase

over five years ™
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Monthly Utility Bill
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Projected Residential RID Utility Bill: 900 kWh & 900 cf

Attachment B - (continued)

1 2 3 4 5

2016 2017 2018 2019 2020 2021 2022 2023

Water $52 $55 $57 $48 $49 $51 $52 $54
Sewer $37 $40 $41 $45 $49 $54 $60 $66
Electricity $198  $209 $222 $231 $238 $245 $252  $260
Total $286  $304 $320 $323 $336  $350 $364  $379

6% 6% 1% 4% 4% 4% 4%
Five-year increase:  18%

Water $52 $55 $57 $48 $49 $51 $52 $54
Electricity $198  $209  $222  $231  $238  $245 $252  $260
Total $249  $264 $280 $278 $287 $295 $304  $313

6% 6% 0% 3% 3% 3% 3%
Five-year increase:  12%

Water 900 cf 6,732 gallons
Electricity 900  kWh

Residential RID Utility Bill: 900 kWh & 900 cf (3x median) | 18%increase
over five years\\

12% increase
over five years

2016 2017 2018 2022 2023
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Attachment C — Data and Calculations for Unbilled Power

Shelter Cove RID Electricity Imbalance Tracking
3 h 12-Mo
PG&E S_elf Total kWh RID Metered Accounted-For Rolling
Metered  Generation
Average
kWh kWh kWh % %
Jan-18 445,568 0 445,568 406,821 38,747 9%

Feb-18 379,184 5,531 384,715 370,657 14,058 4%

Mar-18 444231 3,556 447,787 384,488 63,299 14%

Apr-18 415,345 677 416,022 374,124 41,898 10%

May-18 398,907 9,933 408,840 376,547 32,293 8%

Jun-18 387,069 7,619 394,688 349,071 45,617 12%
Jul-18 412,671 0 412,671 386,164 26,507 6%

Aug-18 403,381 0 403,381 376,754 26,627 7%

Sep-18 376,641 11,401 388,042 326,788 61,254 16%

Oct-18 400,828 11,401 412,229 368,368 43,861 11%

Nov-18 399,193 13,658 412,851 370,093 42,758 11%

Dec-18 449,433 2,596 452,029 379,527 72,502 16% "~ 10.4%
Jan-19 444,301 13,545 457,846 404,388 53,458 12% " 10.7%
Feb-19 399,540 56,721 456,261 413,653 42,608 11%" 11.2%

Mar-19 444,861 3,556 448,417 393,410 55,007 12% " 11.0%
Apr-19 423,302 o 423,302 416,930 6,372 20" 10.3%

May-19 427,093 0" 427,093 378,375 48,718 11%”  10.6%

Notes:

PG&E Metered from monthly PG&E detail

Self Generations based on 412,000 kwh/mo / 730 hrs/mo x hrs generator time
RID Billed from sum total of "E-Use™ column in monthly billing workbook
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Attachment D — Electric CIP
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Attachment E - Electric Revenue, Expense and Cash Balance
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Attachment F — Electric Rate Alternatives and Revenue Results
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Attachment G — Comparison Data for Monthly Electric Bills
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Attachment H — Water Rate Modeling and Revenue Results
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Attachment | — Water CIP
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Attachment J — Water Revenue, Expense and Cash Balance
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Attachment K — Data and Comparisons of Water Bills
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Attachment L — Sewer CIP List
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Attachment M — Sewer Revenue, Expense and Cash Balance
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Attachment N — Sewer Rate Modeling and Revenue Results

RID Sewer Enterprise Rates and Projected Revenues
1 FY18 Revenue
Cust RUE Rate Monthly $ Annual $ Annual $
Count
Com Fixed 30 $39.60 $1,188 $14,256
Com RUE 74 $17.67" $1,308 $15,691 $29,947
Residential 470 $39.60 $18,612 $223,344 $223,344
500 $253,291 $253,291
2 FY19 Projected Revenue
Cust RUE Rate Monthly $ Annual $ Annual $
Count
Com Fixed 30 $40.79 $1,224 $14,684
Com RUE 74 $1820" $1,347 $16,162 $30,846
Residential 470 $40.79 $19,171 $230,056 $230,056
500 $260,902 $260,902 3.00%
3 FY20 Projected Revenue with CPl inc  3.00%
CT RUE Rate Monthly $ Annual $ Annual $
Count
Com Fixed 30 $42.01 $1,260 $15,125
Com RUE 74 $18.75" $1,387 $16,646 $31,771
Residential 470 $42.01 $19,746 $236,957 $236,957
500 $268,729 $268,729 3.00%
4 IGS Recommended FY19/20 Rates 10.00%
Ol RUE Rate Monthly $ Annual $ Annual $
Count
Com Fixed 30 $44.87 $1,346 $16,153
Com RUE 74 $20.02" $1,481 $17,778 $33,931
Residential 470 $44.87 $21,088 $253,061 $253,061
500 $286,992 $286,992 10.00%
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