AGENDA ITEM C' l3

CITY OF LODI
CoUNCIL COMMUNICATION

AGENDA TITLE: Set Public Hearing for May 7, 2014 to Consider Adopting Resolution Setting Future
Water, Wastewater and Solid Waste Rate Schedules Pursuant to Proposition 218
for Residential, Commercial and Industrial Customers

MEETING DATE: March 5, 2014
PREPARED BY: Public Works Director

RECOMMENDED ACTION: Set public hearing for May 7, 2014 to consider adopting resolution
setting future water, wastewater and solid waste rate schedules
pursuant to Proposition 218 for residential, commercial, and
industrial customers.

BACKGROUND INFORMATION: Rate schedules and rates analysis information were supplied to the

City Council at the October 15, 2103 Shirtsleeve meeting prior to

mailing Proposition 218 protest hearing notices and preliminary to a
public hearing to consider adopting the various rate schedules for the period from May 8, 2014 through
December 31, 2018. A second set of Proposition 218 protest notices (English and Spanish translations)
were mailed to approximately 50,000 addresses pursuant to City Council direction on February 19, 2014.
The various rate schedules set maximum limits on the various rates for the next five years, and each year
the City Council will be requested to approve the actual rates to be implemented. At the public hearing
on May 7, 2014, the City Council will be asked to receive public comment; adopt resolutions setting future
adjustments to water, wastewater and solid waste rates with limits for the period May 8, 2014 through
December 31, 2018; adopt a resolution approving property owner meter charge schedule; and adopt a
resolution approving vacant residential water and wastewater rates.

1. Property Owner Meter Charge Schedule Atthe March 26, 2012 City Council meeting, various
alternative property owner meter charge schedules were presented to the City Council. Prior
policy direction from the City Council set the charge for a single-family residential %-inch water
meter at $300. As the Water Meter Program moves into the multi-family and non-residential
properties, larger meters will be required and a meter charge schedule based upon meter size
needs to be established. Presented in Exhibit A is the recommended meter charge schedule,
along with previously-presented alternatives. The recommended charge schedule is based upon
the actual purchase price for the meter assembly (meter, register, and radio transmitter) plus
55 percent, which is identical to the %-inch residential meter charge basis. The 55 percent covers
a portion of the cost of the meter box, miscellaneous piping, and installation. The capacity-based
charge schedule sets the meter cost according to the hydraulic capacity of the meter. The
installed cost is based upon contractor bid prices from construction for phases 1 through 3. The
Lodi charge schedule is taken from the City’s published Fee and Service Charge Schedule.
Comparative charges from the City of Santa Clara are listed, and they are fairly consistent with
the recommended schedule, particularly considering most of the meters remaining to be installed
are % to 1 inch in size. An additional column showing “no charge” is provided upon the request of
the mobile home park owners. All options presented in Exhibit A have been included in the
Proposition 218 notice and the City Council will be asked to select and approve a single option at
the May 7, 2014 public hearing.

RS
APPROVEIg %)

~Stephen Schwabauer, Interim City Manager
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2. Vacant Residential Unit Water and Wastewater Rate Staff recommends the vacant residential
unit water and wastewater utility charge for customers without a metered service be equal to the
monthly base charge for metered customers having the same size of meter in their future service.
There would not be a specific vacant unit charge for the following customer classes as explained.

e Vacant single family detached with meter — customers would pay the monthly base rate
and presumably there would be no usage and, therefore, no usage charge.

¢ Vacant single family attached (duplex, triplex, fourplex — master meter) — property owners
would pay the monthly base rate and usage charges for the occupied units.

e Vacant single family attached (duplex, triplex, fourplex — individual meter) — customers
would pay the monthly base rate and presumably there would be no usage and, therefore,
no usage charge.

¢ Vacant apartment/condominium (master meter) — property owners would pay the monthly
base rate and usage charges for the occupied units.

e Vacant apartment/condominium (individual meter) — property owners would pay the
monthly base rate and presumably there would be no usage and, therefore, no usage
charge.

e Vacant mobile home (master meter) — property owners would pay the monthly base rate
and usage charges for the occupied units.

3. Water and Wastewater Rate Update In 2009, the City Council approved a five-year rate program
for the wastewater utility and in 2010 for the water utility. Each separate action by the Council
complied with the Proposition 218 requirements pertaining to such actions. The last pre-approved
rate adjustment under that program was for the water utility, and a 2.5 percent increase effective
February 15, 2014, below the 3.3 percent ENR index increase, was approved at a public hearing
held on December 18, 2013. A summary of the programmed rate adjustments and the
implemented rate adjustments for the past five years is provided in the table in Exhibit B. The
purpose of this table is to demonstrate past rate increases have frequently been below the
approved adjustments.

In preparation of the new five-year program, staff engaged the services of The Reed Group to
analyze the financial models and current rate structure within both utilities. The final report, Water
and Wastewater Rate Update Study, is provided in Exhibit C.

Staff is recommending a new five-year rate adjustment program for water, wastewater and solid
waste that will be subject to the Proposition 218 process. As in the past, rate adjustment
forecasts are based upon the financial models for each utility. The water and wastewater
financial models are provided in Exhibits D and E, respectively. For both the water and
wastewater utilities, the programmed adjustments are capped at three percent per year.
Important elements of the financial models are presented below.

Water Financial Model

1. Financial assumptions presented on the final page were checked and reconfirmed against
actual numbers.

2. Annual adjustments are capped at three percent and are indexed by the Engineering
News Record 20-Cities Average Index.

3. Capital expenditures continue for the next four years of the Water Meter Program and
include installation of meters at multi-family and non-residential customer locations.

4. Debt service payments for the water treatment facilities are approximately $2.3 million per
year.
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5.

6.

7.

New development revenue toward payment of the water plant debt service is assumed
minimal to retain the utility’s high bond rating.

Maintenance is scheduled for all wells in the system, amounting to approximately

$1.2 million. _

Residual bond proceeds from the water treatment facilities financing, amounting to
approximately $2.6 million, are not shown in the financial model and will most likely be
used to pay debt service in a future year.

Net available capital at the end of Fiscal Year 2018/19 could be used to pay off a portion
of the water treatment facilities debt at a considerable interest savings to our customers.

Wastewater Financial Model

1.

2.

3.

8.

Financial assumptions presented on the final page were checked and reconfirmed against
actual numbers.

Annual adjustments are capped at three percent and are indexed by the Engineering
News Record 20-Cities Average Index.

Wastewater main rehabilitation continues at an investment rate of approximately

$2.2 million every other year.

The 2003 Certificates of Participation debt service is paid off in the first year, amounting to
approximately $3.2 million.

Debt service payments for the improvements at White Slough are approximately

$3.5 million per year.

New development revenue toward payment of the wastewater plant debt service is
assumed minimal to retain the utility’s high bond rating.

Capital expenditures are planned, amounting to approximately $11.4 million, to improve
the irrigation conveyance and pumping facilities and to expand the secondary/industrial
storage at White Slough in the latter two years of the model.

Net available capital at the end of Fiscal Year 2018/19 is relatively low.

At the January 6, 2010 City Council meeting to consider setting usage-based rates for water and
wastewater, the following information was provided. “The City has an existing usage-based rate
structure for non-residential customers, and it is recommended that rate structure be maintained
for those non-residential accounts for the time being. This structure includes a monthly base
charge referenced to the meter size and a commodity charge of $0.537 per CCF as presented in
Exhibit C. It needs to be noted that the non-residential commodity charge is approximately
one-half of the weighted average residential commodity charge ($.537 versus $1.11 per CCF) and
that future work will need to be done to amend the non-residential rate structure to make it more
comparable to the residential commodity charge rate. Both the base charge and commodity
charge are likely to be increased.”

The recommendations within the rate study provided in Exhibit C present a transition plan to
implement the abovementioned structural changes to the rates. In addition, the rate study
addresses the following issues concerning the City’s water and wastewater utilities and user

rates.

A
B. Current flat and usage-based water and wastewater rate structures
C.
D

Estimated annual water and wastewater rate revenue requirements for the next five years

Water and wastewater customer account, water usage, and wastewater flow
characteristics and influence on rate setting

. Cost of service and rate design issues related to development of new usage-based water

and wastewater rate structures
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E. Recommendations for new water and wastewater rate schedules over the next five years

F. Affects of the proposed new water and wastewater rates on various residential and
non-residential customers

G. Transition plans to usage-based water and wastewater rates for each customer
classification

A summary of each of the above issues is provided in Section | of the rate study. More detailed
information and analysis is provided in Sections Il and lll. A summary of the programmed rates
for water and wastewater with the three percent adjustment and the structural changes are
presented in Exhibit F and will be included in the Proposition 218 notice. '

4. Solid Waste Rates The existing agreement with Waste Management for Solid Waste Collection,
Recycling and Green Waste Collection and Processing Services in the City of Lodi (Agreement)
was adopted in 2008 and extends until December 31, 2023. An amendment to the Agreement
was approved in 2010 that gives the Contractor the unilateral option to extend the Agreement until
December 31, 2030. Section 7 Rates, paragraphs b. and c. of the Agreement establish
provisions for annual adjustment to the rates that are repeated below.

b. On April 1, 2009, and on each anniversary thereof during the term of this Agreement, the rates
shall be adjusted in a percentage amount equal to eighty percent (80%) of the annual change in
the Consumer Price Index for all Urban Consumers for San Francisco-Oakland-San Jose,
California area (CPI), All Items (1982 — 84 = 100) published by the Bureau of Labor Statistics (the
Index) for the twelve (12) month period ending December 31 of the preceding calendar year.

c. In January of each year, Contractor shall send to City a revised rate schedule reflecting the
new rates, as adjusted by the Index as provided in Section 7.b. City Council will act on rate
adjustments to be effective on April 1 of that year.

Staff recommends Council approve an annual rate adjustment that, at Waste Management’s option,
would be either (a) 80 percent of the annual change in the CPI, plus an adjustment for extraordinary
increases in landfill fees, fuel and energy costs and changes in law up to 100 percent of the annual
change in the CPI, or (b) 100 percent of the annual change in the CPI without those other
adjustments but with a certification that Waste Management’s costs had increased by more than
100 percent of the change in the CPI. Any increase greater than 100 percent of the CPI would
require a separate Proposition 218 procedure and is subject to City Council approval. This change
would simplify the rate adjustment process by generally making any changes in fuel, landfill and
energy costs inclusive in the rate adjustment.

In addition, a new category of solid waste rates is added titled, “Commercial Compactor Rates” that
apply to the smaller commercial waste compactors like those existing at Lodi Cinema 12 and in the
City parking lot adjacent to the Woolworth Building. This rate schedule is provided in Exhibit G.

FISCAL IMPACT: Increased revenues are required to keep up with cost of service increases
and new mandated costs.

FUNDING AVAILABLE: Not applicable.

~

¢=< F.Wally Sandelin
Public Works Director

FWS/pmf
Attachments
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Exhibit A

Meter Charge Alternatives

Meter Purchase | Recommended Capacity Capacity Installed Lodi Fee Santa Clara No

Size Price Price Factor Based Cost Schedule Fee Charge
Based (Contract Schedule
(Cost x 1.55) Prices)

Ya $194 $300 1 $300 $940 $400 $370 $0

1 $226 $350 1.67 $500 $1,420 $480 $365 $0

1% $506 $780 3.33 $1,000 $3,810 $745 $1,565 $0

2 $624 $970 5.33 $1,600 $5,720 $930 $1,730 $0

3 $1,279 $1,980 10 $3,000 $5,950 N/A $2,065 $0

4 $2,304 $3,570 16.67 $5,000 N/A N/A $4,130 $0

6 $4,362 $6,760 33.33 $10,000 N/A N/A $6,750 $0

8 $7,432 $11,520 53.33 $16,000 N/A N/A $10,670 $0
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Exhibit B

Programmed and Implemented Rate Adjustments

Water

Year Programmed Implemented
2009 3.10 " 0
2010 0.73 @ 0
2011 5.98% 2
2012 2.53% 2.2
2013 2.50"% 2.5
2014 3.30% 2.5

(1) Consumer Price Index change
(2) Consumer Price Index change (December 2008 through December 2010)
(3) Engineering News Record Index change
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Exhibit C

CITY OF LODI

Water and Wastewater Rate Update Study

Final Report

October 21, 2013
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CITY OF LODI WATER AND WASTEWATER RATE UPDATE STUDY

SECTION I. SUMMARY

INTRODUCTION

The City of Lodi continues to install water meters on unmetered service connections of
single family, multi-family, and non-residential customers. The City expects to complete
the meter retrofit program in 2018. At the beginning of each year, the City transitions
batches of customers to usage-based water rates using data collected from water meters,
and the City is also beginning to transition customers to usage-based wastewater rates as
well.

In 2008, the City retained The Reed Group, Inc. to assist in developing financial plans
and utility rates for the City’s water and wastewater utilities. Various analyses have been
performed since that time to help guide the City in dealing with a variety of water and
wastewater rate and financial issues, including the transition to usage-based billing. The
purpose of this report is to recommend water and wastewater rates that will meet each
utility’s financial needs and continue the transition towards usage-based billing for all
customers.

This report addresses the following issues concerning the City’s water and wastewater
utilities and user rates:

% Estimated annual water and wastewater rate revenue requirements for the next five
years

% Current flat and usage-based water and wastewater rate structures, and the need to
continue to develop new usage-based rate structures

% Water and wastewater customer account, water usage, and wastewater flow
characteristics and influence on rate setting

% Cost of service and rate design issues related to development of new usage-based
water and wastewater rate structures

< Recommendations for new water and wastewater rate schedules, as well as
adjustments in the level of the rates during the next five years

% Affect of the proposed new water and wastewater rates on various residential and
non-residential customers

% Summary of plans to continue the transition to usage-based water and wastewater
rates for each customer classification

% Plans and requirements for adopting new water and wastewater rates.

REVENUE NEEDS OF THE WATER AND WASTEWATER UTILITIES

Several years ago, The Reed Group, Inc. assisted the City by developing multi-year
financial plan models for the water and wastewater utilities. These models enabled the
City to evaluate the financial implications of the meter retrofit program, the construction
and financing of the new surface water treatment plant, and other capital improvements of
both utilities, as well as ongoing operation and maintenance costs, debt service obligations,
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CITY OF LODI WATER AND WASTEWATER RATE UPDATE STUDY

and other factors affecting the financial condition and needs of the utilities. Since that
time, City staff has annually updated the financial plan models. The financial plan models
have enabled the City to make near-term financial and rate decisions with a long-term
planning horizon in mind, and this has led to the moderation and stabilization of annual
rate increases for both utilities.

In recent years, annual water rate increases have been less than 3 percent, and
wastewater rate increases have declined from double-digit levels down to 2.5 percent.
Current financial plan models estimate annual water and wastewater rate increases can be
limited to 3 percent per year through FY 19-20.

Proposed water and wastewater rate schedules presented in this report reflect an
overall 2.5 percent increase in the level of water rate revenue in the upcoming year
(effective in January 2014) and no more than 3 percent in the level of the wastewater rate
revenue (effective in July 2014). Beyond that, it is recommended that the City re-adopt
provisions to annually adjust water and wastewater rate increases by changes in the
Engineering News Record’s 20-Cities Construction Cost Index (ENR) for up to five years,
subject to a 3 percent cap. These annual rate adjustments would also be subject to annual
review by staff to confirm need and concurrence by the City Council.

PROPOSED WATER RATES

Proposed flat (unmetered) water rates are presented in Exhibit I-1, and proposed
usage-based (metered) water rates are presented in Exhibit I-2. Both of these rate
schedules reflect a 2.5 percent overall rate increase in January 2014 (based on previously
approved indexing using the ENR), and 3.0 percent increases each January from 2015
through 2019 (reflecting the maximum allowed under the proposed indexing criteria). As
the City will be phasing out the flat water rates as the meter retrofit program winds down,
no changes to the structure of the flat rates are proposed.

Proposed usage-based water rates include a gradual, three-year transition in the
structure. At present, the volumetric water rate for multi-family and non-residential
accounts is equal to the first tier rate for single family customers. Under the proposed rates
the uniform multi-family and non-residential rate will equal the weighted average across
the single family tier structure, thereby bringing better balance across the various customer
classes. In addition, monthly service charges should be adjusted to better reflect the
capacity relationship across meter sizes, and thereby improve equity between large and
small customers. Both of these changes are intended to better align the water rates with
cost of service principles, as required by Proposition 218.

Exhibit I-2 includes the three years of phased rate structure changes in the rate
schedules for 2014, 2015, and 2016. The 2014 schedule reflects the 2.5 percent overall
annual rate revenue increase relative to current rates (with some rate components
increasing and others decreasing each year), and the 2015 and 2016 schedules reflect the
maximum indexing of 3.0 percent in each of those years. These transitional rate structures
would be subject to downward adjustments in both 2015 and 2016 if the City Council
determines that smaller increases are needed in those years.

Details of water rate recommendations are presented in Section II of this report.
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Exhibit 1-1
City of Lodi
Current and Proposed Flat Water Rates

Future Rate Ceiling

Current Proposed Proposed Proposed Proposed Proposed Proposed
(Jan. 2013) (Jan. 2014) | (Jan. 2015) (Jan. 2016) (Jan.2017) (Jan.2018) (Jan. 2019)
Rate Increase --> 2.5% 3.0% 3.0% 3.0% 3.0% 3.0%
FLAT RATES
Single Family Residential
1 Bedroom $ 2990 $ 3065 | $ 3157 $ 3252 % 3350 $ 3451 § 35.55
2 Bedroom $ 3591 § 36.81 | $ 3791 $ 39.05 $ 4022 $ 4143 § 42.67
3 Bedroom $ 43.04 $ 4412 | $ 4544 % 46.80 $ 4820 $ 4965 $ 51.14
4 Bedroom $ 5172 $ 53.01 | $ 5460 $ 56.24 $ 5793 $ 59.67 $ 61.46
5 Bedroom $ 62.03 $ 63.58 | $ 6549 $ 6745 $ 69.47 $ 7155 $ 73.70
6 Bedroom $ 7444 % 76.30 | $ 7859 $ 80.95 $ 83.38 $ 8588 $ 88.46
Multi-Family (1)
1 Bedroom $ 2567 $ 26.31 | $ 2710 $ 2791 $ 2875 $ 2961 $ 30.50
2 Bedroom $ 3079 $ 3156 | $ 3251 % 3349 $ 3449 $ 3552 $ 36.59
3 Bedroom $ 36.94 $ 3786 | $ 39.00 $ 4017  $ 4138 $ 4262 $ 43.90
4 Bedroom $ 4432 $ 4543 | $ 46.79 $ 4819 $ 4964 $ 5113 $ 52.66
Mobile Homes
Any Size $ 2567 $ 2631 | % 2710 $ 2791 § 2875 $ 2961 $ 30.50
Non-Residential
Existing unmetered Varies +2.5% +3.0% +3.0% +3.0% +3.0% +3.0%

Notes:

(1) Multi-family includes duplexes, triplexes, fourplexes, apartments, and condominiums.
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Exhibit 1-2
City of Lodi
Current and Proposed Usage-Based Water Rates

Future Rate Ceiling

Current Proposed Proposed Proposed Proposed Proposed Proposed Proposed
(Jan. 2013) (Jan. 2014) | (Jan. 2014) | (Jan.2015) (Jan.2016) (Jan.2017) (Jan.2018) (Jan. 2019)
Rate Increase -->  2.5% (2) (3) 3.0% (4) 3.0% (4) 3.0% 3.0% 3.0%
USAGE-BASED RATES
Monthly Service Charge
Single Family
3/4" meter $ 2378 § 2437 | $ 2326 | $ 2280 $ 2165 §$ 2230 $ 2297 $ 23.66
1" meter $ 38.60 $ 3957 | $ 3738 | $ 36.26 $ 3401 $ 35.03 $ 36.08 $ 37.16
1 1/2" meter $ 7542 $ 7731 | $ 7245 | $ 69.63 § 6462 $ 66.56 $ 68.56 §$ 70.62
2" meter $ 11979 $§ 12278 % 11471 |$% 10984 $ 10152 $ 10457 $ 10771 $ 110.94
Multi-Family and Non-Residential (1)
3/4" meter $ 2378 § 2437 | $ 2326 | $ 2280 $ 2165 § 2230 §$ 2297 $ 23.66
1" meter $ 38.60 $ 3957 | $ 3738 | $ 36.26 $ 3401 $ 35.03 $ 36.08 $ 37.16
1 1/2" meter $ 60.24 $ 61.75 | $ 62.08 | $ 64.28 §$ 6462 $ 66.56 $ 68.56 $ 70.62
2" meter $ 7527 $ 7715 | $ 84.29 | $ 9417 $ 10152 $ 10457 $ 107.71 $ 11094
3" meter $ 10538 $ 10801 |% 13274|$% 16218 $ 18765 $ 19328 §$§ 199.08 $ 205.05
4" meter $ 13551 § 13890 |% 19314 |$% 25480 $ 31067 $ 31999 §$§ 32959 §$ 33948
6" meter $ 19568 $ 20057 |$% 33369 |$ 48082 $ 61794 $ 63648 $ 65557 § 675.24
8" meter $ 25591 $§ 26231 ($ 49423 ($ 74794 $§ 98682 $ 1,01642 §$ 1,046.91 $ 1,078.32
10" meter $ 31601 $ 32391 |% 67461 |% 1,056.08 $ 141730 $ 1,459.82 $ 1,503.61 $ 1,548.72
Usage Rates ($/CCF)
Single Family
Tier 1 (0-10 CCF) $ 092 $§ 094 | % 094 | $ 097 $ 096 $ 099 $ 102 $ 1.05
Tier 2 (11-50 CCF) $ 138 §$ 141 | $ 1351 % 133 § 127  $ 131 § 135 § 1.39
Tier 3 (>50 CCF) $ 182 § 187 | $ 176 | $ 170 § 159 § 164 § 169 § 1.74
Multi-Family and Non-Residential (1)
All water usage $ 092 § 094 | % 1.00 | $ 1.09 § 114  $ 117  § 121 $ 1.25

Notes:

(1) Multi-family includes duplexes, triplexes, fourplexes, apartments, condominiums, and mobile home parks.

(’)\ This schedule includes the proposed |nHQV|nn of 2.5 r\nrr\nnl’ with no rate structure chanages
rate struciure cnanges.

(3) This rate schedule is revenue neutral relatlve to the proposed newly indexed January 2014 water rates, but includes the beginning of the
proposed 3-year phased changes to the rate structure.
(4) These rate schedules reflect the second and third year of the 3-year rate structure phasing, as well as the maximum potential rate
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adjustment due to ENR indexing.
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CITY OF LODI WATER AND WASTEWATER RATE UPDATE STUDY

PROPOSED WASTEWATER RATES

Proposed flat (unmetered) wastewater rates are presented in Exhibit I-3, and proposed
usage-based (metered) wastewater rates are presented in Exhibit I-4. Both of these rate
schedules reflect 3.0 percent increases each July from 2014 through 2018 (reflecting the
maximum allowed under the proposed indexing criteria). Similar to flat water rates, no
changes to the structure of flat wastewater rates are proposed, as they will be phased out in
upcoming years.

In 2010, the City developed usage-based wastewater rates for single family customers.
In July 2012, the City transitioned about 2,940 single family customers to the usage-based
wastewater rates, expects to transition an additional 3,700 in July 2014, and will continue
each year with more. However, usage-based wastewater rates for other customer classes
are not currently available. The usage-based wastewater rates proposed herein include
fixed monthly service charges and volumetric rates for all customer classes. While the rate
schedule includes usage-based rates for non-residential uses, the City plans to focus on
transitioning single family and multi-family residential customer to usage-based rates, and
then transition non-residential customers. Rate structure transition issues are discussed in
greater in Section III of this report. Additional refinements to the rate structure will be
required as the City gains data and experience with the usage-based rates, as well as
categorizes non-residential customers into appropriate strength classifications.

Details of wastewater rate recommendations are presented in Section III of this report.

ANNUAL ADJUSTMENTS TO WATER AND WASTEWATER RATES

Government Code Section 53756 authorizes the City to adopt a mechanism for
adjusting water and wastewater rates to offset the affects of inflation for up to five years.
Consistent with past practices, it is recommended that, in approving the proposed rates,
the City also approve annual adjustments to water rates beginning in January 2015 and to
wastewater rates beginning in July 2014 by the annual change in the Engineering News
Record’s 20-Cities Construction Cost Index (ENR), subject to a 3 percent annual cap. These
annual rate adjustments would also be subject to annual review by staff to confirm need
and concurrence by the City Council. In accordance with Section 53756, customers should
be informed of the changes in the rate schedules at least 30 days prior to their
implementation. This can be achieved through a bill insert, or other means.

Water and wastewater rate schedules presented in Exhibits I-1 through 1-4 reflect the
maximum 3.0 percent potential adjustment to the rates each year (January 2015 through
January 2019 for water rates and July 2014 through July 2018 for wastewater). These
schedules, therefore, reflect the “ceiling” for the rates at any time during this five-year
period. Actual annual rate adjustments would be based on the actual change in the ENR
index (subject to a 3.0 percent cap), financial need, and concurrence by the City Council.

As the City continues to transition customers from flat water and wastewater rates to
usage-based rates there is some uncertainty as to the affect it may have on revenues.
Therefore, it is important for the City to continue to monitor water usage characteristics
and rate revenues for both utilities on an annual basis.
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Exhibit 1-3

City of Lodi
Current and Proposed Flat Wastewater Rates

Future Rate Ceiling

Current Proposed Proposed Proposed Proposed Proposed
(Jul. 2013) | (Jul. 2014) (Jul. 2015) (Jul. 2016) (Jul. 2017) (Jul. 2018)
Rate Increase --> 3.0% 3.0% 3.0% 3.0% 3.0%
FLAT RATES
Single Family Residential
1 Bedroom $ 2583 | $ 26.60 $ 2740 $ 28.22 $ 29.07 $ 29.94
2 Bedroom $ 3444 | $ 3547 $ 36.53 $ 3763 $ 38.76 $ 39.92
3 Bedroom $ 43.05 | $ 4434 $ 4567 $ 47.04 $ 48.45 $ 49.90
4 Bedroom $ 51.66 | $ 5321 §$ 5481 §$ 56.45 $ 58.14 §$ 59.88
5 Bedroom $ 60.27 | $ 62.08 $ 63.94 §$ 65.86 $ 67.84 §$ 69.88
6 Bedroom $ 68.88 | $ 7095 §$ 73.08 §$ 7527 $ 7753 $ 79.86
7 Bedroom $ 7749 | $ 79.81 § 8220 $ 84.67 $ 8721 § 89.83
Duplexes, Triplexes, Fourplexes, Apartments, and Condominiums
1 Bedroom $ 2583 | $ 26.60 $ 2740 $ 28.22 $ 29.07 $ 29.94
2 Bedroom $ 3444 | $ 3547 $ 36.53 $ 3763 $ 38.76 $ 39.92
3 Bedroom $ 43.05 | $ 4434 $ 4567 $ 47.04 $ 48.45 $ 49.90
4 Bedroom $ 5166 | $ 5321 §$ 5481 §$ 56.45 $ 58.14 §$ 59.88
Mobile Homes
Any Size $ 2583 | $ 2660 $ 2740 $ 2822 $ 29.07 $ 29.94
Non-Residential (1)
Per SSU $ 3444 | $ 3547 $ 36.53 $ 3763 $ 38.76 $ 39.92

Notes:

(1) Proposed flat wastewater rates for schools are to be determined on the basis of 18 student per SSU.
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Exhibit 1-4
City of Lodi

Current and Proposed Usage-Based Wastewater Rates

Future Rate Ceiling

Current Proposed Proposed Proposed Proposed Proposed
(Jul. 2013) | (Jul.2014) (Jul.2015) (Jul. 2016) (Jul.2017)  (Jul.2018)
Rate Increase --> 3.0% 3.0% 3.0% 3.0% 3.0%
USAGE-BASED RATES
Monthly Service Charge
Single Family (per DU) $ 2352 | $ 2423 $ 2496 $ 2571 § 26.48 $ 27.27
Multi-Family and Non-Residential (1)
3/4" meter $ 2423 $ 2496 $ 2571 § 26.48 $ 27.27
1" meter $ 3883 $ 3999 § 4119 § 4243 % 43.70
1 1/2" meter $ 75.03 $ 7728 $ 79.60 $ 81.99 § 84.45
2" meter $ 11863 $ 12219 $ 12586 $ 12964 $ 13353
3" meter $ 22045 $ 22706 $ 23387 $ 24089 $ 24812
4" meter $ 36588 $ 37686 $ 38817 $ 39982 $ 411.81
6" meter $ 72912 $ 75099 $ 77352 $ 79673 $ 820.63
8" meter $ 1,165.18 $ 1,200.14 $ 1,236.14 $ 1,273.22 $ 1,311.42
Usage Rates ($/CCF)
Single Family (2) $ 268 [ $ 276 $ 284 § 293 $ 3.02 $ 3.1
Multi-Family (2) $ 276 $ 284 $ 293 § 3.02 $ 3.1
Non-Residential (2) (3)
Low Strength $ 276 $ 284 $ 293 § 3.02 $ 3.11
Medium Strength $ 345 § 355 ¢ 366 $ 377 $§ 3.88
High Strength $ 449 § 462 $ 476 $ 490 $ 5.05
Industrial (4)
Flow (per MG annually) $ 3,487.41|9% 3,592.03 $ 3,699.79 $ 3,810.78 $ 3,92510 $ 4,042.85
BOD (per 1,000 Ibs annually) $ 57551 |% 59278 $ 61056 $ 62888 $ 64775 $ 667.18
SS (per 1,000 Ibs annually) $ 35985|% 37065 $ 38177 $ 39322 $§ 40502 $ 417.17
Notes:

(1) Multi-family includes duplexes, triplexes, fourplexes, apartments, condominiums, and mobile home parks.
(2) Usage charge based on winter water use determined as the average from the prior December-February period.

Adjusted each July for each account.
(3) Placeholder. These rates not yet in use.

(4) Applies to industrial users discharging into the domestic sewer system.
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CITY OF LODI WATER AND WASTEWATER RATE UPDATE STUDY

AFFECT OF PROPOSED RATES ON CUSTOMER BILLS

Flat water rates are proposed to increase by 2.5 percent in January 2014 and flat
wastewater rates are proposed be adjusted by no more than 3 percent in July 2014 to meet
anticipated revenue needs of the utilities. No structural changes are proposed for flat rates.
Customers subject to flat rates will therefore see a 2.5 percent change in their monthly
water bills, and no more than a 3 percent change in their monthly wastewater bills.

Rate structure changes are proposed for usage-based water rates, which will result in
smaller or larger changes in bill amounts for affected customers. In general, single family
residential customers will benefit from the change, and non-residential customers will, in
most but not all cases, see bill increases in excess of 2.5 percent. The proposed rate
structure changes, as described in Section II of this report, are intended to improve the
equity between the customer classes in the charges for water service.

Multi-family customers, including mobile homes parks, will soon begin to be
transitioned to usage-based rates. While usage-based billing may result in the City shifting
billing from tenants to property owners, the total charges for water service within most
apartment complexes and mobile home parks, as well as duplexes, triplexes, and
fourplexes, are likely to be significantly lower if billed to property owners with usage-
based rates compared with cumulative flat rate billing to the tenants.

With the exception of the transitioning single family residential customers from flat
wastewater rates to usage-based wastewater rates, other wastewater customers will
continue to be billed on flat rates until at least July 2015. Usage-based wastewater rates are
based on winter water usage for each account, and non-residential customers will be
assigned to low, medium, or high strength categories, depending on the type of business.
When the transition does occur, multi-family residential customers will likely benefit from
usage-based rates. Additional analysis is required to assess the potential implications of
usage-based rates for non-residential customers, and further refinements to wastewater
rates will be required in the years ahead as more data and analyses become available.

Exhibit I-5 summarizes the affect of proposed water rates (effective January 2014) and
proposed wastewater rates (effective Ju