MEMORANDUM

T Tempe

Public Works Department

Date: November 21, 2016

To: Mayor and City Council

From: Marilyn DeRosa, Deputy Public Works Director (350-2660)
Thru: Don Bessler, Public Works Director (350-8205)

Subject: Water and Sewer Rate Structure Review

Purpose

The purpose of this memo is to provide information and data related to the rate adjustment adopted in January 1,

2016, for the water and sewer utility.

Background

In 2015, Public Works conducted an 8-month cost of service and rate study for its water, sewer, and solid waste
utilities. During that period of time, staff presented at several Work Study Sessions and hosted stakeholder
workshops to obtain feedback and gauge customer reaction as study recommendations were developed:

= April 2015 Work Study Session: Public Works staff presented a strategy to combine water/sewer and solid

waste rate studies into one bi-annual study with rate adjustment recommendations and use of a Consumer
Price Index (CPI) for rate adjustments in alternate years.
= May 2015: Staff held three customer workshops for industrial, commercial, and residential customers.

= August 2015 Work Study Session: Staff discussed the feedback received from the May customer workshops

and presented a recommendation for a modified inclining block structure for single family residential
customers (SFR). Under this structure, volume is separated into four tiers, 0-6,000 gallons, 6,001 to 12,000
gallons, 12,001 to 20,000 gallons, and more than 20,000 gallons, respectively. Pricing is lowest in the first
tier of water volume use, increasing by 125% in tier two. Pricing for tiers three and four is 150% of the
previous tier.

= September 2015 Work Study Session: Staff presented the actual 2-year rate adjustments utilizing the

modified inclining block structure.

= QOctober 2015: After receiving Council direction to proceed with the recommended rates, the information
was discussed at a stakeholder workshop in October.

= November 2015: Public Hearings and adoption of the rates. The adopted rate structure and rates effective

January 1, 2016, and January 1, 2017, are shown below:



PRE-2016 RATES (X1,000 GAL)

PRE-2016 TIERS RATES (X1,000 CURRENT TIERS CY2016 CY2017 ‘
GAL) (Not to Exceed)*

0 to 8,000 gals $2.00 0 to 6,000 gals $1.79 $1.88*
8,001 to 15,000 gals $2.50 6,001 to 12,000 gals $2.24 $2.35*
15,001 to 25,000 gals $3.13 12,001 to 20,000 gals $3.36 $3.52*
> 25,000 gals $3.92 > 20,000 gals $5.05 $5.29*
Residential $1.75 $1.84 $1.89*

A two-year rate adjustment for Solid Waste was also adopted at that time.

December 1, 2016 Work Study Session
An item has been placed on the City Council's December 1st Work Study Session agenda to discuss the impact of
the January 1, 2016, changes on users in the SFR classification, present consumption data, and provide Council with

options regarding the rate adjustment scheduled to take effect January 1, 2017.

Rate-Setting Objectives

The objectives of the rate-setting process identified last year align well with City Council’s strategic priorities:

STRATEGIC PRIORITY OBJECTIVE

Sustainable Growth and Development Strong Conservation Message

Financial Stability and Vitality Cost Recovery

Quality of Life Infrastructure Funding

Safe and Secure Communities Affordability

Strong Community Connections Public Health and Emerging Regulations

Transparent and Inclusive Public Process

Findings/Data

Customer concermns regarding high water bills are only partly related to the rate adjustments of January, 2016.
Weather changes played a major role in increasing water demand Citywide which led to higher bills. Charting
precipitation vs. daily water demand displays a clear drop in water demand when measurable rain events occur. In

2015, Tempe had 35 measurable rain events that were fairly evenly spread between January and October. In



contrast, there were only 19 measurable rain events in 2016, with large gaps of dry periods between January and
October. The impact of these dry periods on water demand is illustrated by comparing billed SFR consumption in
2015 to 2016 (see chart below). There were two large dry periods in 2016 — February through April and June

through August. In both time periods billed water consumption increased significantly.
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Although weather has increased water demand, the existing rate structure has benefited, or had minimal impact to,

85% of SFR accounts by reducing the volume cost of water in the first two tiers.

Single Family Residential Bills
October 2015 - September 2016

143,708 " <6,000
37% = 6,001 to 12,000
= 12,001 to 20,000

m 20,001 +

115,847
30%




Next Steps

Utility rates adjustments are scheduled for January 1, 2017, of 4.75% in water and 2.5% in sewer according to the
adopted schedule from last year. The cost of service and rate study for the next round of rate adjustments will begin
in March, 2017. Staff recommends a return to Work Study Session in early 2017 with a series of policy discussion
items (e.g. the balance between affordability, conservation, households with large lots, and essential versus

discretionary water consumption) that will provide guidance for the next study.



