
CITY OF HEALDSBURG 

 

RESOLUTION NO. 34-2016 

 

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF 

HEALDSBURG DETERMINING THAT THERE WAS NO 

MAJORITY PROTEST OF THE PROPOSED WATER AND 

WASTEWATER SERVICES RATE INCREASE AND 

ADOPTING UPDATED WATER AND WASTEWATER 

SERVICES RATES AND SUPERSEDING THE EXISTING 

RATES ESTABLISHED BY RESOLUTION NO. 49-2012 

 

RECITALS 
 

 WHEREAS, the City of Healdsburg (“City”) operates and maintains potable water and 

wastewater systems for the benefit of residents and businesses in the City, and also for certain 

customers outside the boundaries of the City; and 
 

WHEREAS, the City water and wastewater systems are operated as self-supporting 

utility enterprises; and 

 

WHEREAS, revenue from water and wastewater services rates and other sources fund 

the ongoing operating and capital needs of City water and wastewater systems, including 

providing for normal facility operations and maintenance, replacement and repair of equipment 

and facilities, improvements required to meet state and federal regulatory requirements, inflation 

and other costs; and 

 

WHEREAS, the water and wastewater services rates currently applied to City customers 

were last updated by Resolution No. 49-2012 adopted by City Council on May 21, 2012; and  

 

WHEREAS, on May 4, 2015 Council adopted a resolution approving a professional 

services agreement with The Reed Group, Inc. (“Reed Group”) to update the City’s water and 

wastewater financial plans and to recommend rates based on the financial plans; and 

 

WHEREAS, on October 5, 2015, the Council approved changing the method of 

calculating the Seasonal Sewer Average to allow the highest monthly water use during the 4-

month Seasonal Sewer Average period to be excluded from the calculation of the winter average; 

and 

   

WHEREAS, Reed Group has prepared a report dated March 9, 2016 entitled “Water and 

Wastewater Financial Plans and Rate Study – Final Report” (“Report”); and   

 

WHEREAS, the Report presents a five-year financial plan for each utility that reflects the 

City’s FY 2015-16 budget and financial conditions as of the beginning of the current fiscal year, 

as well as obtaining funds to meet the City’s debt service obligations and capital improvement 

projects to maintain service with existing service areas during the five-year planning period 

extending through FY 2020-21; and 
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WHEREAS, recommendations in the Report concerning water services rates include 

applying 6 percent, 4 percent, 4 percent, 3 percent and 3 percent overall annual rate increases in 

the first part of each of the next five fiscal years, and charging certain fixed monthly charges 

regardless of the amount of water actually used; and  

 

WHEREAS, recommendations in the Report concerning wastewater services rates 

includes a 2 percent decrease in July 2016; and 

 

WHEREAS, the Report demonstrated that the recommended rates do not exceed the 

reasonable cost of providing water and wastewater services and, as such, the proposed rates are 

not levied for general revenue purposes; and 

 

WHEREAS, the proposed rates reflect the cost of providing service to all customers and 

customer classes through the apportionment of costs based on customer, capacity, and demand 

characteristics; and 

 

WHEREAS, on March 7, 2016, the Council accepted the Water and Wastewater 

Financial Plans and Rate Study report as basis for proposing multi-year rate increases for the 

City’s Water Funds; and directed staff to prepare and mail, as required by law, a notice of public 

hearing on the proposed water and wastewater rates; and  

 

WHEREAS, in accordance with Government Code Section 50076, fees that do not 

exceed the reasonable cost of providing the service or regulatory activity for which the fees are 

charged and which are not levied for general revenue purposes are not special taxes; and 

 

WHEREAS, at least forty-five days in advance of the public hearing at which this 

Resolution was considered, notice of the public hearing, and notice of oral and written protest 

procedures against the proposed rates increases, were mailed to all property owners and 

customers in compliance with California  Constitution Article XIII D, Section 6; and  

 

WHEREAS, notice of the public hearing was also published in a local newspaper in 

accordance with applicable laws; and  

 

WHEREAS, at the conclusion of the public hearing, the City Clerk tabulated the number 

of written and oral protests received and reported that there was not a majority protest of the 

proposed water services rate increase or of the proposed wastewater services rate increase by 

owners or authorized representatives of identified parcels receiving such services. 

 

FINDINGS 

 

WHEREAS, based on the information presented, including the staff report and comments 

made by members of the public, the City Council of the City of Healdsburg finds as follows: 
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A.  The purposes of the updated water and wastewater services rates established pursuant 

to this Resolution are to (1) recover the reasonable estimated cost of the services for which the 

rates are charged; (2) provide that such costs are allocated among City customers so as to bear a 

fair and reasonable relationship to customers’ burdens on and benefits from City water and 

wastewater services; (3) secure the financial stability of the water and wastewater systems; (4) 

ensure high quality services; and (5) provide a sound financial plan that meets existing debt 

service obligations, which  will assist in funding capital improvement projects.   

 

B. The updated water and wastewater services rates established pursuant to this resolution 

are not levied for general revenue purposes. 

 

C.  The rates set forth in this Resolution are intended to meet operating expenses, meet 

financial reserve needs and requirements, secure funding for capital improvement projects to 

maintain service with existing service areas, and recover costs necessary to maintain the current 

level of City water and wastewater services.  As such, adoption of the rates proposed in the 

Report, as they relate to provision of water and wastewater services to City customers, is not a 

“project” within the meaning of the California Environmental Quality Act or C.E.Q.A. (Public 

Resources Code § 21080(b)(8)(A, C, and D)). 

 

D.  In adopting the rates set forth in this Resolution, the City Council of the City of 

Healdsburg is exercising its powers under Article XI, Section 7 of the California Constitution.   

 

E. The record of proceedings (“Record”) establishes that the costs listed in the Report as 

those incurred by the City in providing water and wastewater services to City customers are 

reasonable estimates of the cost of providing such services, and that the revisions recommended 

in the Report for existing water and wastewater service rates are necessary to recover the 

reasonable, estimated cost of providing such services for which the rates are charged, to allocate 

such costs among City customers so that they bear a fair and reasonable relationship to 

customers, and to secure the financial stability of City water and wastewater systems in 

accordance with the analyses contained in the Report. 

 

F.  The procedures followed and the rates adopted are in compliance with California 

Constitution Article XIII D. 

 

G.  There is not a protest of the proposed water services rate increases or of the 

proposed wastewater services rate increases by a majority of owners, or authorized 

representatives, of identified parcels receiving such services. 

 

ADOPTION OF RATES 

 

NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF HEALDSBURG 

DOES HEREBY RESOLVE AS FOLLOWS: 
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Section 1.  Definitions.   

a. “City Customer’ shall mean any person, corporation, or other entity that 

receives City water and/or wastewater  services, regardless of whether City water and/or 

wastewater services are provided to property within the City, or property outside the boundaries 

of the City. 

b. “Rates” shall mean the charge or charges imposed on City Customers to 

recover the costs incurred by the City in providing water and wastewater services. 

 

Section 2. Water and Wastewater Services Rates Imposed.  The Rates set forth in Exhibit 

“A”, attached, are hereby approved adopted and said Rates shall supersede and replace the rates 

set forth in City Council Resolution 49-2012.  Rates shall apply to and be paid by City 

Customers at the times, and in the amounts, and otherwise apply and be administered as 

prescribed in this Resolution, said Rates to become effective as of July 1 of each fiscal year, 

through and including July 1, 2020. 

 

Section 3. Time for Payment of Rates.  City Customers shall pay the Rates as prescribed 

in bills issued to City Customers in accordance with Section 13.12.190 of the City’s Municipal 

Code, subject to all applicable regulation, requirements and penalties for non-compliance 

pursuant to the Municipal Code and other applicable law. 

 

Section 4. Rate Amounts.  The Rate amounts shall be as specified in the rate schedule 

attached as Exhibit “A” to this Resolution, which schedule is hereby incorporated into this 

Resolution.    

 

Section 5.  Use of Rate Revenue.  The revenues raised by payment of the Rates shall be 

used to fund the estimated reasonable cost of providing the services for which the Rates are 

charged, and the Rate revenues shall not be used for general revenues purposes.  

 

Section 6.  Subsequent Analysis and Revision of the Rates.  The Rates set herein are 

adopted and implemented by the City Council in reliance on the Record identified above.  The 

City may continue to conduct further study and analyses to determine whether the Rates should 

be revised.  When additional information is available, the City Council may review the rates to 

determine that the Rate amounts do not exceed the estimated reasonable cost of providing the 

services for which the Rates are charged. 

 

Section 7.  Effective Date.  This Resolution will become effective immediately upon 

adoption. 

 

Section 8.  Severability.  The Rates and all portions of this Resolution are severable.  

Should any of the Rates or any portion of this Resolution be adjudged to be invalid and 

unenforceable by a body of competent jurisdiction, then the remaining Rates and/or Resolution 

portions shall be and continue in full force and effect, except as to those Rates and/or Resolution 

that have been adjudged invalid. 
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SECTION I .   EXECUTIV E SUM M ARY 

INTRODUCTION AND BACKGROUND 

In May 2015, the City of Healdsburg retained The Reed Group, Inc. to review the 
financial condition of the City’s water and wastewater utilities and to propose adjustments 
to the water and wastewater rates.  The purpose of the study was to ensure that each utility 
is meeting financial obligations for ongoing operation and maintenance, debt service, and 
capital improvements while maintaining prudent reserves.  The study also provides the 
cost of service analyses to support the water and wastewater rate structures, which helps 
ensure that the City’s water and wastewater rates meet legal standards for the 
proportionate distribution of costs to rate payers. 

Both utilities, though the water utility in particular, have been affected by drought-
related water use restrictions.  State-mandated water use restrictions have resulted in a 
significant reduction in water rate revenues.  The combination of ongoing operation and 
maintenance costs, debt service obligations, and capital program needs are requiring an 
immediate water rate increase, as well as modest annual increases in future years.  The 
wastewater utility, on the other hand, is in a healthy financial condition, and a modest 
wastewater rate decrease is warranted.  In addition, both water and wastewater rate 
schedules should be adjusted to reflect an updated cost of service analysis, consistent with 
legal standards. 

To help address the financial impacts of drought conditions and water use restrictions, 
this study also includes a water shortage financial analysis and development of a multi-
prong financial strategy for dealing with the financial deficit created by reduced water 
sales.  The multi-pronged strategy includes (1) dipping into available financial reserves, (2) 
supplementing water rate revenue with temporary water shortage charges, and (3) if 
necessary in more severe conditions, reducing the financial support for the capital 
improvement program. 

The recommendations presented in this report are intended to help ensure that the 
City’s water and wastewater utilities continue to provide essential services to the City in a 
cost effective and financial prudent and responsible manner. 

The scope of services for the water and wastewater financial planning study included 
the following: 

 Review financial goals and policy objectives 

 Review current budgets, existing debt obligations, and capital improvement plans 

 Prepare a five-year financial plan and determine annual revenue requirements for 
each utility 

 Perform cost of service analyses for both water and wastewater utilities in order to 
proportionately allocate costs to each customer class, commensurate for system 
demands and capacity requirements 
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 Recommend water and wastewater rate structure changes consistent with the cost 
of service analyses, annual revenue needs, and other objectives 

 Prepare rate schedules for implementation beginning in July 2016 

 Prepare a water and wastewater rate study report (this report) to document the 
analyses performed during the study 

 Present draft recommendations to the City Council to review the assumptions, 
conclusions, and recommendations from the financial plan and rate analyses 

 Assist the City in preparing a public notice of proposed water and wastewater rate 
increases 

 Present final water and wastewater rate recommendations during a public hearing 
to adopt new rates 

The purpose of this report is to summarize our findings and recommendations 
regarding the financial needs of the water and wastewater utilities and to present rate 
recommendations for each utility. 

FINANCIAL PLANS AND REVENUE NEEDS 

Financial plan findings and recommendations are summarized below for both the 
water and wastewater utilities.  Details of the financial plans are contained in Section II of 
this report. 

Water Utility 

Until recently, the water utility has been able to meet financial and service obligations, 
including debt service payments, through current rates and other revenues.  However, 
while still coving operating and maintenance costs, as a result drought conditions and 
reduced water sales, the water utility may not meet debt service coverage requirements in 
FY 15-16.  Debt covenants require the City to maintain water rates and other revenues such 
that total revenues less operating and maintenance costs are at least 1.20 times annual debt 
service payments.  Proposed increases in water rates are driven primarily by the need to 
meet this debt security obligation. 

At present, the financial condition of the City’s water utility is characterized with some 
basic statistics.  The water utility has: 

• Estimated current annual operating and maintenance costs, including debt 
service obligations, totaling nearly $5.05 million, 

• Current annual Operating Fund revenues and transfers in from other funds of 
about $5.06 million, including about $4.3 million in water rate revenues, 

• Insufficient current revenues to meet debt service coverage requirements, 
creating a need for an immediate water rate increase, 

• Sufficient cash in the Operating Fund to maintain the Contingency Reserve and 
Debt Service Reserve, as well as provide funds for limited transfers to the 
Capital Replacement Reserve, but insufficient to meet the full needs of the 5-
year capital improvement program, 
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• With moderate annual adjustments to water rates, an ability to meet the needs 
of the 5-year capital improvement program, as well as to begin to fund the Rate 
Stabilization Fund. 

As a result of the forgoing, it is recommended that the City of Healdsburg increase the 
overall level of water rates as indicated below: 

July 2016 6% 
July 2017 4% 
July 2018 4% 
July 2019 3% 
July 2020 3% 

It is recommended that the City follow the process necessary to adopt new water rate 
schedules to be implemented beginning in July 2016 and covering a five-year period.  The 
new rates are intended to provide the revenue necessary to support ongoing operation and 
maintenance, pay annual debt service and meet debt service coverage obligations, support 
the utility’s 5-year capital improvement program without the need for additional long-
term debt, and begin the funding of a Rate Stabilization Fund for the water utility.  The 
financial plan analyses include a reasonable estimate for a partial rebound in water 
demand during the five-year planning period.  With this rebound and the proposed water 
rate adjustments, annual water rate revenue is estimated to increase from the current $4.3 
million per year to $5.95 million over this period, based on the assumed rebound in water 
demands.  Actual revenues will depend on actual customer demand characteristics in 
upcoming years. 

Wastewater Utility 

The wastewater utility is currently able to cover all current and estimated future 
operating and maintenance costs, debt service payments, and capital program needs, as 
well as maintain a Contingency Reserve and begin funding a Rate Stabilization Fund, with 
current rates and other revenues.  Because of its strong financial condition, it appears 
possible to slightly reduce wastewater rates at this time. 

At present, the financial condition of the City’s wastewater utility is characterized with 
some basic statistics.  The wastewater utility has: 

• Estimated current annual operating and maintenance costs, including debt 
service obligations, totaling about $8.22 million, with an additional nearly $1.5 
million transferred to the Capital Replacement Reserve, 

• Current annual Operating Fund revenues of about $8.36 million, including 
about $7.05 million in wastewater rate revenues, 

• Sufficient revenues to meet debt service coverage requirements, and also begin 
the funding of the Rate Stabilization Fund, 

• Sufficient cash in the Operating Fund to maintain the Contingency Reserve, 
provide for transfers to the Capital Replacement Reserve, and begin the funding 
of the Rate Stabilization Fund, and 
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• An apparent ability to meet the financial and service obligations of the 
wastewater utility, and meet the needs of the 5-year capital improvement plan 
with a decrease in wastewater rates. 

As a result of the financial condition of the wastewater utility, it is possible to decrease 
the overall level of wastewater rates at this time, and, depending on changes in customer 
demands, it may not be necessary increase them for the duration of the planning period.  A 
2 percent decrease in the overall level of the wastewater rates is proposed for July 2016, 
with no changes anticipated for the remainder of the planning period.  The rate decrease 
for July 2016 would coincide with a change in the manner in which the seasonal sewer 
average (SSA) is calculated for residential customers and applied to the determination of 
residential wastewater bills, as described in Section IV of this report. 

It is recommended that the City decrease its wastewater rates as proposed herein to be 
effective in July 2016.  The reduced wastewater rates are expected to continue to provide 
the revenue necessary to support ongoing operation and maintenance, pay annual debt 
service and meet debt service coverage obligations, and support the utility’s 5-year capital 
improvement program without the need for long-term debt.  Annual wastewater rate 
revenue would decrease from the current $7.05 million per year to $6.52 million in FY 16-
17, and then grow to about $6.97 million over the planning period as water demands 
rebound.  These revenue estimates incorporate changes in the calculation of the SSA, as 
approved by the City Council in October 2015. 

PROPOSED WATER AND WASTEWATER RATES 

The City’s water and wastewater rates must meet the constitutional requirements that 
they reflect the cost of providing service, and costs are allocated to customers in proportion 
to service requirements.  The scope of this water and wastewater rate study included 
updating the cost of service analyses consistent with current legal standards.  Proposed 
water and wastewater rate schedules reflect the revenue needs of the utilities, as 
determined with the financial planning models, as well as the updated cost of service 
analyses.  No major rate structure changes are proposed at this time. 

Proposed water and wastewater rate schedules are summarized below.  Details of the 
water and wastewater rate calculations are presented in Sections III and IV of the report, 
respectively. 

Water Utility 

Exhibit I-1 presents current and proposed water rate schedules to be implemented 
beginning in July 2016.  The proposed water rates reflect the cost of providing service to all 
customers and customer classes through the apportionment of costs based on customer, 
capacity, and demand characteristics. 
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Wastewater Utility 

Exhibit I-2 presents current and proposed wastewater rate schedule to be implemented 
beginning in July 2016.  No additional changes are proposed beyond July 2016 at this time.  
The proposed wastewater rates reflect the cost of providing service to all customers and 
customer classes through the apportionment of costs based on customer, capacity, demand, 
and loading characteristics. 

IMPACT OF PROPOSED RATES ON REPRESENTATIVE CUSTOMER BILLS 

Exhibit I-3 summarizes how combined water and wastewater bills for a variety of 
representative customers may change as a result of the water and wastewater rate 
recommendations for July 2016.  The proposed water rates each July for 2017, 2018, 2019, 
and 2020 do not include rate structure changes and bill impacts would be uniform with 
those rate adjustments. The wastewater rate changes proposed for July 2016 are the only 
changes proposed for wastewater rates during the 5-year planning period. 
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Because of the proposed reduction in wastewater rates, some customers will benefit 
from lower combined water and wastewater utility bills.  The exact change will depend on 
each customer’s unique demand and service characteristics.  The comparison of utility bills 
between the current and proposed water and wastewater rates is complicated by the fact 
that the method of determining residential seasonal sewer average (SSA) is changing.  For 
many residential customers the SSA used to determine the monthly wastewater bill will be 
lower under the proposed method, relative to the current method.  Separate water bill 
impact summaries and wastewater bill impact summaries are presented at the end of 
Sections III and IV of this report, respectively.  In all cases, the proposed water and 
wastewater rates are believed to be more equitable than the current rates in that costs have 
been apportioned between customers and customer classes in a reasonable manner, 
consistent with cost of service requirements.  Details on the water rate calculations are 
presented in Section III of this report.  Details of the wastewater rate calculations, including 
the change in calculating the SSA, are presented in Section IV of this report. 

Exhibit I-4 graphically shows how a typical monthly water and wastewater bill for 
single family home in Healdsburg would compare with utility bills in neighboring 
communities.  The calculation is based on a typical monthly water usage of 8 HCF, and 
typical wastewater usage (SSA) of 4 HCF.  Several of the communities shown are currently 
undergoing their own rate review processes and/or have adopted multi-year rate plans. 
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SECTION II .   W ATER AND W ASTEW ATER FINANCIAL PLANS  

This section of the report describes the financial plans for the City’s water and 
wastewater utilities.  The five-year financial plans are used to determine annual water and 
wastewater rate revenue requirements.  The annual rate revenue requirements are the 
amount of revenue needed from water and wastewater rates to cover planned operating, 
maintenance, debt service, and capital program costs with consideration of other revenues 
and financial reserves. 

FUND STRUCTURE AND CASH FLOWS 

The financial plan is an annual cash flow model.  As a cash flow model, it differs from 
standard accounting income statements, and balance sheets.  The financial plan models 
sources and uses of funds into, out of, and between the various funds and reserves of the 
water and wastewater utilities. 

The financial plan model is based on the fund, reserve, and account structures 
currently used by the City.  These structures include recent modifications to improve 
efficient funding of the capital improvement program.  Exhibit II-1 is a schematic diagram 
of the funds/reserves and major cash flows associated with the financial plan models. 

An understanding of the fund/reserve structure is helpful in understanding the 
financial plan exhibits that model annual cash flows through the water and wastewater 
utilities from one year to the next.  The fund/reserve structure is comprised of: 
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• Operating Fund – The Operating Fund is the primary fund within each utility.  
Most of each utility system’s revenues, including rate revenues, flow into the 
Operating Fund and all operating and maintenance costs, including debt service 
payments, are paid out of this fund.  Funds are also transferred from the 
Operating Fund to the Capital Replacement Reserve to provide funds for capital 
projects intended to rehabilitate and upgrade facilities.  The City is 
implementing procedures for annually transferring funds from the Operating 
Fund to the Capital Replacement Reserve sufficient to meet the long-term 
average capital improvement needs of the water and wastewater systems. 

o Contingency Reserve – The City currently has a policy to maintain 
Contingency Reserves within the Operating Fund equal to 25 percent of 
annual water or wastewater system operating revenues.  The purpose of 
the Contingency Reserve is to provide working capital and funds for 
unplanned operating and maintenance expenditures.  The balances in 
the Operating Funds are currently above the target Contingency Reserve 
for both utilities.   

o Debt Service Reserve (restricted) – The water utility also includes a Debt 
Service Reserve within the Water Operating Fund.  The Debt Service 
Reserve is a restricted reserve required by debt agreements as security 
against debt repayment obligations, and is not available for general 
operating purposes. 

o Rate Stabilization Fund – Debt obligations of the water and wastewater 
utilities allow for establishing and maintaining a Rate Stabilization 
Fund.  The fund can be used to help meet debt service coverage 
obligations.  Money taken from the rate stabilization fund can be 
counted as revenue from debt service coverage purposes.  Placing 
money into the fund reduces the amount of revenue in the coverage 
calculation.  City staff has expressed an interest in beginning to fund the 
Rate Stabilization Funds in each utility.  Financial plan models include 
funding the wastewater Rate Stabilization Fund in FY 15-16.  However, 
due to limited current water rate revenue, and the need to meet debt 
service coverage requirements, funding of the water Rate Stabilization 
Fund does not begin until FY 17-18. 

o Available Reserves – The balance in the Operating Fund in excess of the 
target amount for the Contingency Reserves, as well as the Debt Service 
Reserve (water utility) and the Rate Stabilization Funds, are shown in 
the financial plans as Available Reserve.  After all other obligations are 
met this amount is available to offset rate increases, and the financial 
plan model generally seeks to reduce this over time, and use it to 
smooth the annual rate adjustments, to the extent possible. 

• Capital Replacement Reserve – The Capital Replacement Reserve is intended to 
serve as a mechanism for funding rehabilitation, replacement, and upgrade 
projects contained in the capital improvement program.  The reserve is funded 
with annual transfers of rate revenue from the Operating Fund.  Funds are then 
used for capital project expenditures.  By establishing uniform transfers (or 
gently increasing transfers) of available funds from the Operating Fund the City 
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is able to fund capital projects in a manner that facilitates rate stability and/or 
modest annual rate adjustments.  This reserve also helps to establish and 
maintain steady funding of the ongoing replacement and rehabilitation efforts 
of the utility system, which many utilities neglect as part of the financial 
obligations of long-term sustainability of service. 

• Capacity Fund – The Capacity Fund is used to account for revenues from water 
and wastewater system capacity fees.  Capacity fees are one-time charges to 
new development to pay for capacity in the utility systems.  The City’s capacity 
fees are based on a system buy-in methodology.  As such, capacity fee revenues 
reimburse the utilities for prior investment in water and wastewater system 
capacity. The financial plan models use available capacity fee revenues to help 
pay for planned capital improvement projects. At present, due to the current 
state of the economy, capacity fee revenues are lower than normal.  The 
calculation or detailed analysis of the City’s water and wastewater system 
capacity fees is beyond the scope of this study, which focuses on rate revenue 
needs. 

FINANCIAL PLAN ASSUMPTIONS 

The financial plan was created to reflect the FY 15-16 budget and financial conditions as 
of the beginning of the current fiscal year.  The financial plan also reflects the City’s debt 
service obligations and capital improvement program, as identified by City staff, during 
the five-year planning period extending through FY 20-21. 

The process used to develop the financial plans involved estimating future revenues 
and expenditures based on inflation and interest rates, water supply and demand 
projections, anticipated capital improvement needs, and other information.  The City does 
not have formal estimates of future operating and maintenance costs, and capital 
improvement needs are defined at a planning level.  The financial plan is based on the best 
available information and assumptions are believed to be reasonable; however, no 
assurance can be provided as to the accuracy and completeness of the estimates. 

Primary assumptions reflected in financial plan analyses are shown in Exhibit II-2 and 
summarized below. 

• Interest Earnings – Interest earned on fund/reserve balances is estimated to be 
0.25 percent in FY 15-16 and FY 16-17, then increasing to 0.5 percent for the 
remainder of the planning period.  Interest calculations are based on beginning 
of year balances.  Interest accrues to each of the funds/reserves.  The City also 
pays interest on outstanding long-term debt obligations at rates specified within 
each debt agreement.   

• Inflation Rates – Three separate annual inflation rates are included in the 
financial plan analysis.  General inflation, affecting most operating costs, is 
assumed to be 2.0 percent per year, based on recent history.  Energy and 
chemical costs are assumed to increase at 4.0 percent annually, due to more 
variable conditions in the energy, utility, and petroleum sectors.  Construction 
costs, as estimated in the City’s 5-year capital improvement program are 
assumed to increase by 3.5 percent per year. 
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• Growth Projections – The City of Healdsburg anticipates limited new growth and 
development due to the current economic climate.  The financial plan model 
presented herein includes 0.5 percent annual growth in the customer base.  This 
is a conservative assumption from a financial perspective, and believed 
reasonable considering current economic trends. 

• Operation and Maintenance Costs – The financial plan model is based on current 
operating and maintenance costs as reflected in the FY 15-16 operating budget.  
Most costs are assumed to increase at the rate of general inflation, however, 
utility and chemical costs are assumed to escalate at a higher inflation rate, as 
previously identified.  In addition, in recent years the City reduced or deferred 
certain utility costs due to economic and water supply conditions.  Staff 
indicated the need to return certain costs to pre-drought and pre-recession 
levels.  As a result, the financial plan reflects a normalization of operating and 
maintenance costs.  Staff also anticipates increased wastewater costs associated 
with NPDES permit requirements.  Wastewater operating costs have been 
increased by $100,000 annually to address this need. 

• Capital Improvement Program – The water and wastewater utilities’ capital 
improvement plans includes a number of projects totaling about $5.4 million 
and $10.3 million (future dollars), respectively, over a five-year period.  Planned 
projects for both utilities are predominately required to rehabilitate and replace 
existing infrastructure, and are not intended to provide new capacity.  All 
capital projects costs are supported from rate revenues, with no new debt 
reflected in the financial plans.  Exhibit II-3 summarizes the water and 
wastewater capital improvement plans reflected in the financial plans. 
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• Debt Obligations – The water and wastewater utilities have several different 
long-term debt obligations outstanding.  Outstanding debt on the water system 
at the end of FY 15-16 will be about $9.4 million, and about $25.5 million on the 
wastewater system.  Annual debt service for the water and wastewater utilities 
is currently about $950,000 and $1,800,000, respectively. Exhibit II-4 
summarizes the annual debt service payments for the two utilities, over the 
planning period. 

• Debt Service Coverage – In addition to making annual principal and interest 
payments on long-term debt, the City is obligated to set rates and charges in 
order to meet debt service coverage requirements. For the water utility, net 
water system revenues (defined as gross water system revenues minus 
operating and maintenance costs) must be at least 1.20 times annual debt 
service.    For the wastewater utility, net wastewater system revenues must be at 
least 1.15 times annual debt service. 

At present, due to drought-related water use reductions, it appears that the 
water utility will not meet the debt service coverage requirement in the current 
fiscal year.  The proposed level of water rate increase is dictated by the amount 
needed to meet this obligation in FY 16-17.  The wastewater revenue 
requirement is not currently affected by the debt service coverage obligation. 
The extra revenues (above and beyond operating, maintenance, and debt 
service costs) generated by rates that meet the coverage obligation are available 
for capital program expenditures.  

• Water and Wastewater Capacity Fees – The current water capacity fee for a single 
family dwelling is $5,834 and the wastewater capacity fee for a single family 
dwelling is $9,676.  For purposes of this study these fees are assumed adjusted 
annually by the rate of construction inflation.  Annual capacity fee revenue has 
been estimated based on the previously described growth assumption and the 
capacity fee amounts.  Capacity fee revenues accrue to the Capacity Fund of 
each utility, and can then be used to pay for any capital improvement projects.  
None of the capacity fee revenue is applied to current or future debt service. 

FINANCIAL PLAN FINDINGS AND CONCLUSIONS 

The preceding portion of this section describes the basic framework and assumptions 
underlying the financial analyses for the City’s water and wastewater utilities.  The 
financial plan models were used to show how financial obligations can be met through use 
of revenues and reserves.  In particular, the financial plans are used to identify the annual 
water and wastewater rate revenue requirements during the planning period.  One 
objective of the analysis was to attempt to minimize the magnitude of required rate 
increases.  Specific findings and recommendations pertaining to the water and wastewater 
utilities are presented below, beginning with a description of the current situation. 
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Water Utility 

At present, the financial condition of the City’s water utility is characterized with some 
basic statistics.  The water utility has: 

• Estimated current annual operating and maintenance costs, including debt 
service obligations, totaling nearly $5.05 million, 

• Current annual Operating Fund revenues and transfers in from other funds of 
about $5.06 million, including about $4.3 million in water rate revenues, 

• Insufficient current revenues to meet debt service coverage requirements, 
creating a need for an immediate water rate increase, 

• Sufficient cash in the Operating Fund to maintain the Contingency Reserve and 
Debt Service Reserve, as well as provide funds for limited transfers to the 
Capital Replacement Reserve, but insufficient to meet the full needs of the 5-
year capital improvement program, 

• With moderate annual adjustments to water rates, an ability to meet the needs 
of the 5-year capital improvement program, as well as to begin to fund the Rate 
Stabilization Fund. 

As a result of the forgoing, it is recommended that the City of Healdsburg increase the 
overall level of water rates as indicated below: 

July 2016 6% 
July 2017 4% 
July 2018 4% 
July 2019 3% 
July 2020 3% 

Exhibit II-5 graphically summarizes the revenues, expenses, year-end fund balance, 
and estimated annual rate increases for the water system Operating Fund.  Exhibit II-6 
provides the details of the financial plan model for the City’s water utility. 

Two important issues drive the need for the proposed water rate increases.  The first is 
the City’s existing obligations to maintain rates and other revenues at levels sufficient to 
maintain a debt service coverage ratio of 1.20.  Due to current drought-related water use 
reductions, the current level of revenue does not meet this requirement, and the City risks 
a default condition if the situation is not rectified.  The proposed rate increase for July 2016 
of 6 percent is expected to correct this deficiency. 

Second, the City’s water rates should contribute to the ongoing replacement and 
upgrade of the water system.  The capital improvement program is not sufficiently 
supported by water rates to fund annual replacement and upgrade needs on a pay-as-you-
go basis.  However, with moderate annual rate increases over the next few years it may be 
possible to provide a stable level of funding for capital program needs.  This would help to 
avoid the need for future long-term debt and the interest costs associated with debt. 
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The financial plan model reflects assumptions and estimates that are believed 
reasonable at the present time.  However, conditions change.  It is recommended that the 
City review the financial condition of the water utility annually as part of the budget 
process, and perform a more comprehensive financial plan and water rate update study 
every 3 to 5 years, unless otherwise needed sooner. 

Specific recommendations related to the water rate structure and rate schedules for the 
next four years are described in Section III of this report. 
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Wastewater Utility 

At present, the financial condition of the City’s wastewater utility is characterized with 
some basic statistics.  The wastewater utility has: 

• Estimated current annual operating and maintenance costs, including debt 
service obligations, totaling about $8.22 million, with an additional nearly $1.5 
million transferred to the Capital Replacement Reserve, 

• Current annual Operating Fund revenues of about $8.36 million, including 
about $7.05 million in wastewater rate revenues, 

• Sufficient revenues to meet debt service coverage requirements, and also begin 
the funding of the Rate Stabilization Fund, 

• Sufficient cash in the Operating Fund to maintain the Contingency Reserve, 
provide for transfers to the Capital Replacement Reserve, and begin the funding 
of the Rate Stabilization Fund, and 

• An apparent ability to meet the financial and service obligations of the 
wastewater utility, and meet the needs of the 5-year capital improvement plan 
with a decrease in wastewater rates. 

As a result of the financial condition of the wastewater utility, it is possible to decrease 
the overall level of wastewater rates at this time, and, depending on changes in customer 
demands, it may not be necessary increase them for the duration of the planning period.  A 
2 percent decrease in the overall level of the wastewater rates is proposed for July 2016, 
with no changes anticipated for the remainder of the planning period.  The rate decrease 
for July 2016 would coincide with a change in the manner in which the seasonal sewer 
average (SSA) is calculated for residential customers and applied to the determination of 
residential wastewater bills, as described in Section IV of this report. 

Exhibit II-7 graphically summarizes the revenues, expenses, and year-end fund 
balance with the proposed decrease in wastewater rates for the wastewater system 
Operating Fund.  Exhibit II-8 provides the details of the financial plan model for the City’s 
wastewater utility. 

In addition to meeting all the financial obligations of the wastewater utility, the 
financial plan includes initially establishing the wastewater Rate Stabilization Fund with 
$500,000 in FY 15-16, and then adding $250,000 annually fund until it reaches 25 percent of 
annual revenue. 

The financial plan model reflects assumptions and estimates that are believed 
reasonable at the present time.  However, conditions change.  It is recommended that the 
City review the financial condition of the wastewater utility annually as part of the budget 
process, and perform a more comprehensive financial plan and wastewater rate update 
study every 3 to 5 years, unless otherwise needed sooner. 

Specific recommendations related to the wastewater rate structure and the proposed 
rate schedule for July 2016 is described in Section IV of this report. 
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SECTION III .  W ATER RATES   

This section of the report describes and presents recommendations for updating water 
rates to provide sufficient revenues for the water utility’s ongoing operations, debt service 
obligations, and capital improvement needs.  Proposed water rates also reflect an updated 
cost of service analysis to help ensure that the water rates meet legal requirements, and 
maintain equity across the City’s water customers. 

An overall water rate increase of 6 percent is proposed for July 2016, followed by 
increases of 4 percent per year in FY 17-18 and FY 18-19 and 3 percent in FY 19-20 and FY 
20-21.  The water rates and rate schedules presented in this section are intended to result in 
an overall increase in revenues, relative to the current rates, of 6 percent consistent with the 
requirements for July 2016.  Subsequent rate adjustment would not involve rate structure 
changes.  It should be noted that cost of service refinements to the rate structure, even in a 
revenue neutral situation, can cause some customer bills to increase while others decrease.  
These changes are in the interest of legal compliance, improved equity and improved rate 
structure performance in relation to rate setting policy objectives. 

EXISTING WATER RATES 

Exhibit III-1, on the following page, presents the City’s current water rates, which 
became effective in July 2015.  Single family and multi-family residential customers are 
subject to a monthly service charge for each dwelling unit, as well as a uniform water 
usage rate applicable to all units of water consumption.  Commercial, institutional, 
industrial, and irrigation accounts are subject to monthly service charges based on meter 
size, and a uniform water usage rate for all water usage. 

FY 14-15 water demands, which reflects drought conditions and reduced water sales, 
result in approximately 67 percent of water rate revenue is generated from water usage 
charge and about 33 percent from fixed service charges.  The water conservation best 
management practice for water rates (BMP 1.4), as promulgated by the California Urban 
Water Conservation Council (CUWCC), suggest that at least 70 percent of revenue to be 
generated by usage charges.  As water demands return to normal levels the revenue mix is 
likely to meet BMP target revenue mix. 

Based upon a review of the current water rate structure no changes to the rate structure 
are recommended at this time.  However, water rate calculations do reflect an updated cost 
of service analysis in order to continue to meet legal requirements. 

RATE SETTING OBJECTIVES 

The development of water rate recommendations was also guided by several rate-
setting objectives.  These objectives were reviewed with City staff and include: 

• Rates should generate sufficient revenues to meet the utility’s financial 
obligations related to operations, debt service, capital improvement needs, and 
maintenance of prudent reserves 
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• Rates should reflect a proportionate allocation of the costs of providing service 
to each customer class based on service demands and capacity requirements 

• Rates should continue to encourage water conservation and efficient water use 

These objectives guided the review of and recommendations on water rates and rate 
structures. 

CUSTOMER ACCOUNT DATA AND WATER USE ESTIMATES 

Water rate calculations are based on a number of factors related to the City’s customer 
base.  Factors include the number of customers, customer classes, number of dwelling 
units, meter size, and actual water usage.  The City provides water service through about 
4,600 customer accounts.  Single family customers comprise about 84 percent of the 
customers and nearly 59 percent of the water usage.  Multi-family dwelling units make up 
2 percent of the customers and 9 percent of the water usage.  The 87 multi-family water 
service connections serve about 854 dwelling units.  Non-residential and dedicated 
irrigation accounts comprise 14 percent of the accounts and about 33 percent of the water 
usage. 

While there are extremes on both the low and high ends, average single family water 
usage is currently about 8.0 HCF per month (one HCF = 100 cubic feet = 748 gallons).  
Single family customers also exhibit a wide variation in demand throughout the year.  
Winter water usage for single family homes currently averages about 4.1 HCF per month, 
while summer usage varies dramatically depending on landscape irrigation and other 
factors.  Average water usage for multi-family dwellings is about 5.6 HCF per month.  
Multi-family water demands are lower than single family for a variety of reasons including 
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fewer people per household and limited landscape irrigation (or irrigation that is 
separately metered).  Non-residential water usage can vary dramatically, and non-
residential customers are served by meters of varying sizes to accommodate the differences 
in water demand. 

Customers of different meter sizes can place different demands on the water system.  
Much more water can be delivered through a 4” water meter than through a 1” meter.  To 
relate the potential demands on the water system from customers with different sized 
water meters, hydraulic capacity factors are used to determine the number of equivalent 
meters represented by the total customer base with variable meter sizes.  For purposes of 
rate analysis, each single family accounts is assign a meter equivalency factor of 1.0.  Each 
multi-family dwelling is assigned a factor of 0.66 (based on the relationship of average 
single family demand to multi-family demand).  The ratios of instantaneous flow capacities 
of the various meter sizes to the capacity of a 1” meter are used to determine the meter 
equivalencies for non-residential accounts.  This capacity relationship across meter sizes is 
generally used to allocate capacity-related costs to various customers. 

The foregoing customer account and water use data have been used in water rate 
analysis that is presented in the remainder of this section. 

WATER RATE CALCULATIONS 

There are three steps to determining water rates.  These are: 

 Determine annual water rate revenue requirements 

 Analyze the cost of providing service to each customer class 

 Design water rates to recover costs from each customer class. 

Water Rate Revenue Requirements 

The 5-year financial plan was used to identify the water rate revenue required to meet 
financial obligations for each fiscal year of the five-year planning period. Water rate 
calculations presented herein are based on the revenue to be generated in FY 16-17.  The 
revenue requirement for FY 16-17 is $4,542,000, as presented in Section II of this report.  
This is the annual water rate revenue requirement used for water rate calculation purposes 
for FY 16-17 represents an overall increase in the level of water rate revenues of 6 percent 
over the current water rates, with consideration stable water demand in FY 16-17 and 
growth in the customer base. 

Cost of Service Analysis 

Once the annual water rate revenue requirement has been determined using the 
financial plan model, the next step in the rate setting process is to evaluate the cost of 
providing service.  Water rate calculations contained herein are intended to generate the 
level of revenue commensurate with the revenue requirement from the City’s water service 
customers.  The manner in which each customer is responsible for the water utility’s costs 
is the determining factor in the cost of service analysis. 
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The water utility incurs certain types of costs associated with making water service 
available to customers.  Other costs are incurred as a direct result of customer water usage.  
A cost of service analysis is intended to allocate the costs of providing water service to 
customers in proportion to the extent to which each customer causes the costs to be 
incurred.  There are many approaches to cost of service analysis; some are more complex 
than others.  The approach used herein is commensurate with the data available, the 
distinctions currently made between various types of customers, and the requirement to 
fairly and reasonably reflect differences in service provisions to differently situated 
customers. 

The cost allocation methodology used herein begins by assigning all costs to one of 
three categories.  The cost allocation process is performed with data available in the City’s 
budget and accounting documents.  The three categories include: 

• Customer costs, such as meter reading and billing, are fixed costs that tend to 
vary as a function of the number of customers being served.  Customer costs are 
allocated to customers based on the number of accounts.  That is, every 
customer will pay an equal share of customer-related costs. 

• Capacity costs are also fixed costs; however, these tend to vary in relation to the 
capacity of the water system.  Customers that place greater or lesser burdens on 
the capacity of the water system should bear greater or lesser shares of these 
costs.  The sizing of the water system is based on the potential demand that 
each customer could place on the water system.  Capacity costs are allocated to 
customers on a dwelling unit basis (residential) or based on the hydraulic 
capacity of the water meter (non-residential).  The hydraulic capacity reflects 
the potential demand that a customer could place on the water system at any 
given time.  A customer with a large meter size will be assigned a large share of 
fixed capacity-related costs than one with a smaller meter.  Capacity costs 
include costs associated with the water system’s capacity including 
contributions to the capital program, debt service, maintenance costs, etc. 

• Commodity costs are variable costs that vary with the amount of actual water 
use.  Water treatment costs and energy costs are two primary examples.  
However, in an effort to encourage water conservation, a portion of fixed costs 
is frequently included in commodity components such that a majority of costs 
are recovered on the basis of usage.  Even though some commodity costs are 
fixed, rather than variable, it is reasonable to allocate these costs to customers 
on the basis of usage, rather than the capacity relationship expressed by meter 
size.  A significant portion of the water utility’s fixed costs is recovered through 
water usage charges. 

The water conservation best management practice for retail water rates (BMP 1.4), as 
promulgated by the CUWCC, specifies that at least 70 percent of water rate revenue be 
generated through usage charges.  The City’s current water rates generate about 67 percent 
of revenue from usage (commodity) charges.  However, this is due to reduced water usage 
that has resulted from drought conditions and state-mandated water use restrictions.  It is 
anticipated that the revenue mix will return to 70 percent from usage charges as water 
demands return to normal.  Maintaining the City’s policy objective of encouraging water 
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conservation, recognizing the standard established by the CUWCC, and recognizing 
current state-mandated water use reductions, the allocation of costs presented herein 
maintains this relationship with 67 percent of the revenue requirement allocated to the 
commodity component. 

Based on a review of the FY 15-16 budget for the water utility, customer service costs 
are estimated to be about 3 percent of the annual water rate revenue requirement.  This 
leaves 30 percent of the revenue requirement allocated to capacity costs.  In summary, the 
cost allocation resulted in a distribution of costs to customer, capacity, and commodity 
categories at about 3 percent, 30 percent, and 67 percent, respectively. 

Water Rate Design 

The third step in the rate setting process is the design of water rates to recover costs 
from each customer class and generate the revenue needed for the utility.  The City’s water 
rates include both fixed monthly service charges and water usage rates.  Exhibit III-2 
presents the calculation of service charges and water usage charges for the water rates 
proposed for FY 16-17.  The calculation of each of these is described below. 

Service Charges 
Service charges are intended to recover the customer and capacity costs identified 

through the cost of service analysis.  Service charges apply to all customer water bills, 
regardless of the amount of water actually used.  Customers that use no water during a 
month should still be required to pay the monthly service charge.  In calculating service 
charges customer costs are allocated equally to all customers and capacity costs are 
allocated based on meter size in relation to the hydraulic capacity associated with the 
various meter sizes. 

The proposed monthly service charge for a single family home is $20.21 and $14.05 for 
a multi-family dwelling unit.  The proposed service charge for a single family home is 
$0.25 per month higher than the current charge.  The proposed charge for a multi-family 
dwelling is $1.17 per month higher than the current charge.  These changes are due to the 
relative demand characteristics between single family homes and multi-family dwelling 
units, and reflect the proportionality requirement embodied in the State constitution.  
Proposed non-residential service charges vary from $32.33 to $303.69, depending on meter 
size.  These are 1.7 to 2.2 percent higher than current service charges, and reflect the 
capacity relationship across meter sizes.  The variation of service charges through meter 
sizes reflects the fact that a small portion of water system costs are directly related to the 
number of customers served.  A majority of fixed costs are allocated on a capacity basis as 
reflected by the meter size.  The changes to the service charges across the range of meter 
sizes better reflects the cost of providing service to customers of varying meter sizes. 

Water Usage Rates 
The proposed water usage rates continue a uniform rate applicable to both residential 

and non-residential customers.  Dividing the commodity costs identified in the cost of 
service analysis by total water sales results in a uniform water usage rate of $4.80 per HCF.  
This is 6.9 percent higher than the current $4.49 per HCF.  
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Special Rates 
The City currently has a number of special rates applicable to certain situations.  

Recommendations related to each of these are as follows: 

• Riverview Homeowner Association – The water rates applicable to the Riverview 
Homeowner Association (HOA) is determined based on the Order of 
Condemnation from 1997.  This order specifies that the City charge the 
Riverview HOA an initial $0.33 per HCF for untreated well water for irrigation 
purposes.  This initial rate can be adjusted based on changes to the City’s rate 
for domestic water.  This results in a water usage rate for FY 16-17 of $1.26 per 
HCF. 

• Hydrant Water Sales – The City provides water through fire hydrants for 
construction, dust control, or other purposes.  The current rate is $8.98 per HCF.  
It is recommended that the City continue to maintain a rate for hydrant water 
sales equal to two times the uniform water rate for water service.  This would 
be a rate of $9.60 per HCF for FY 16-17.  Deposits and connection fees may also 
apply, as determined by the City.  The higher rate is intended to reflect the extra 
administrative cost associated with this type of service. 

• County Service Area 41 – The City provides water to County Service Area (CSA) 
41 (previously CSA 24) under terms of an agreement from 1992.  Current water 
usage rate for CSA 41 is 80 percent of the general water usage rate, and monthly 
service charges for the 3” and 4” connections are the same as that paid by other 
non-residential accounts with those meter sizes.  City staff is currently working 
to update the water rates applicable to CSA 41, and these rates were not 
addressed by this report. 

The proposed water rates reflect the cost of providing water service to customers, as 
well as the requirement that costs be proportionately allocated to customers based on 
capacity requirements and service demands. 

PROPOSED WATER RATE SCHEDULES 

Exhibit III-3 summarizes proposed water rate schedules for rates to become effective 
beginning in July 2016 and then each July from 2017 through 2020.  The proposed water 
rates for July 2016 reflect an overall 6 percent increase in revenue relative to the current 
water rates, as well as the cost of service adjustments previously described. Water rate 
schedules for July 2017 and July 2018 each include a 4 percent rate increase, and the 
schedules for July 2019 and July 2020 represent rate increases of 3 percent each year, in 
accordance with revenue needs identified with the financial plan presented in Section II.  
No rate structure changes are proposed in these four later years, and all service charges 
and water usage rates are to change by the same percentage. 
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Impact of Proposed Rates on Representative Customer Bills 

Exhibit III-4 summarizes the impact of the proposed water rates for July 2016 relative 
to the current water rates for a variety of typical customers.  Any cost of service adjustment 
can result in changes in customer bills, even when applied in a revenue neutral situation.  
The specific impact to any individual customer will depend on the customer class, number 
of dwelling units, meter size, and actual water usage. 

Monthly water bills for single family customers will generally increase between 3 and 6 
percent, depending on the amount of water used.  Multi-family dwelling units will have 
larger bill increases, ranging from about 7 to 9 percent depending on water use, due to the 
cost of service adjustments.  Monthly water bills for non-residential customers and 
dedicated irrigation accounts will generally increase between 2 and 7 percent depending 
on individual circumstances with respect to meter size and water usage. 

In all cases, the bills under the proposed water rates are intended to reflect the overall 
cost of providing water service, as well as to reflect the proportionate allocation of costs 
across customers. 
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SECTION IV.  W ASTEW ATER RATES   

This section of the report describes and presents recommendations for updating 
wastewater rates to provide sufficient revenues for the wastewater utility’s ongoing 
operations, debt service obligations, and capital improvement needs.  An update of the cost 
of service analysis is presented to ensure that wastewater rates reflect the costs of 
providing service among the City’s wastewater customers. 

The annual wastewater rate revenue requirement was presented in Section II as a result 
of the development of the 5-year financial plan.  The annual wastewater rate revenue 
requirement for FY 16-17 is used to perform rate analyses and to develop wastewater rate 
schedules presented herein.  This revenue requirement reflects a 2 percent decrease in the 
overall level of the wastewater rates relative to the current wastewater rates.  

EXISTING WASTEWATER RATES 

Exhibit IV-1, on the following page, summarizes the current wastewater rates for the 
City’s wastewater utility.  Wastewater rates were last adjusted in July 2015.   

Single family and multi-family residential customers are subject to fixed monthly 
service charges plus a usage charge based on winter water usage.  Residential monthly 
service charges differ between single family and multi-family residential dwellings due to 
differences in demand characteristics. Each year, the City monitors water usage during 
low-use winter months (bills rendered in January through April) and then determines the 
average winter usage for each residential customer (seasonal sewer average or SSA).  
Winter water usage is primarily indoor water usage.  In May of each year, the City 
calculates a new wastewater bill amount for each residential customer based on the prior 
winter water use.  When the winter average is not available the average for all residential 
accounts is used.  In some cases, adjustments are made to the winter average based on 
special circumstances. 

In October 2015, the City Council considered and accepted a recommendation from 
City staff and The Reed Group, Inc. to modify the calculation of the SSA.  Rather than 
using the 4-month average (bills rendered in January through April) of winter water usage, 
the new approach will be to exclude the highest value during the 4-month period, and use 
the average from the remaining three months for the SSA.  This change is expected to be 
more equitable for customers because, occasionally, a dry month can lead to irrigation 
usage during the winter period.  The proposed new approach would reduce the adverse 
affect of this irrigation usage affecting wastewater bills. 

Non-residential customers are subject to a low, medium, or high strength usage rate 
based on actual water usage within each monthly billing cycle.  Non-residential 
wastewater bills also include a fixed service charge based on the size of the water meter. 

At present, approximately 39 percent of wastewater rate revenue is derived from the 
monthly service charges and minimum charges.  Approximately 61 percent of wastewater 
rate revenue is related to water usage and estimated wastewater flows. 
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Upon review of the current wastewater rate structure no rate structure changes 
recommended, however, the rate calculation reflects an updated cost of service analysis to 
help ensure the wastewater rates meet legal requirements. 

RATE SETTING OBJECTIVES 

The development of wastewater rate recommendations has been guided by several 
rate-setting objectives.  These objectives were reviewed with City staff and include: 

• Rates should generate sufficient revenues to meet the utility’s financial 
obligations related to operations, debt service, capital improvement needs, and 
maintenance of prudent reserves 

• Rates should reflect a proportionate allocation of the costs of providing service 
to each customer class based on service demands and capacity requirements 

• Rates should continue to encourage water conservation and efficient water use 

These objectives guided the review of and recommendations on wastewater rates and 
rate structures. 
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CUSTOMER ACCOUNT DATA AND WASTEWATER FLOW AND LOADING ESTIMATES 

Wastewater rate calculations are based on a number of factors related to the City’s 
customers.  Factors include the number of customers, customer classes, water usage and 
wastewater flows, and strength characteristics of wastewater as determined by BOD and 
TSS.  Exhibit IV-2 summarizes customer account and water usage data obtained from the 
City’s utility billing system, as well as estimates of resulting wastewater flow and loading 
characteristics. 

Residential wastewater flows are estimated based on average water usage during 
winter months. A review of residential water usage data indicated that about 52 percent of 
annual water usage returns to the wastewater system (based on average winter water 
usage).  For multi-family customers, about 69 percent of annual water usage is estimated to 
return to the wastewater system.  For multi-family customers irrigation water usage tends 
to be either minimal or separately metered.  Non-residential wastewater flows are based on 
actual water usage, as most non-residential irrigation is separately metered.  However, in 
wastewater rate calculations a 90 percent rate of return to the wastewater system is 
assumed to reflect minor irrigation usage. 

The wastewater utility serves nearly 3,650 single family homes, about 1,090 multi-
family dwellings, and nearly 450 non-residential customers.  On average, single family 
wastewater flows (based on winter water usage) is about 4.1 HCF per month.  For multi-
family dwellings, the average wastewater flow is about 3.7 HCF per month (based on the 
proposed new SSA calculation).  Non-residential wastewater flows vary based on customer 
characteristics. 

Wastewater rate analyses consider the strength (loading) characteristics of wastewater 
entering treatment facilities.  Strength factors for biochemical oxygen demand (BOD) and 
total suspended solids (TSS) are considered, as these factors play a key role in treatment 
plant operations.  Residential customers are assigned standard residential strength factors 
of 240 mg/l for BOD and 200 mg/l for TSS.  While actual strength characteristics of 
individual customers can vary (and generally exist within a range), low, medium, and high 
non-residential strength categories have been defined with strength factors as indicated 
below: 

 Low strength:   240 mg/l for BOD  200 mg/l for TSS 

 Medium strength:  500 mg/l for BOD  400 mg/l for TSS 

 High strength:   1,000 mg/l for BOD 600 mg/l for TSS 

Applying residential and non-residential strength factors to estimates of annual 
wastewater flows results in an estimated annual wastewater volume and loading that is 
commensurate to actual treatment plant inflows.  Strength factors assigned to each 
category of customer are based on guidelines published by the California State Water 
Resources Control Board (SWRCB) and other sources.  Customers that exhibit unique or 
unusually high strength characteristics should be billed in accordance with special 
provisions, described later in this section. 
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WASTEWATER RATE CALCULATIONS 

There are three steps to determining wastewater rates.  These are: 

 Determine annual wastewater rate revenue requirements 

 Analyze the cost of providing service to each customer class 

 Design wastewater rates to recover costs from each customer class. 

Wastewater Rate Revenue Requirements 

The 5-year financial plan was used to identify the wastewater rate revenue 
requirements for each fiscal year of the five-year planning period. Wastewater rate 
calculations presented herein are based on the revenue to be generated in FY 16-17 and 
reflects an overall 2 percent rate decrease relative to the current wastewater rates.  The 
revenue needed to meet financial obligations for FY 16-17 is estimated to be $6,517,000.  
This is the annual wastewater rate revenue requirement used for wastewater rate 
calculation purposes for July 2016, and also incorporates the affects of the new SSA 
calculation. 

Cost of Service Analysis 

Once the annual wastewater rate revenue requirement has been determined, the next 
step in the rate setting process is to evaluate the cost of providing service.  Wastewater rate 
calculations contained herein are intended to generate the level of revenue commensurate 
with the revenue requirement from the City’s wastewater service customers.  The manner 
in which each customer is responsible for the wastewater utility’s costs is the determining 
factor in the cost of service analysis. 

To develop equitable wastewater rates, the revenue requirement is allocated to various 
customer classifications according to the services provided and the demands placed on the 
wastewater system.  The City recovers a majority of wastewater costs on the basis of water 
usage (wastewater flows), BOD, and TSS, resulting in usage charges generating about 60 
percent of wastewater rate revenues.  Fixed service charges account for about 40 percent of 
wastewater revenues.  This revenue mix is consistent with the City’s water conservation 
objective.  

Exhibit IV-3 summarizes how the FY 16-17 wastewater rate revenue requirement is 
allocated to fixed charges as well as to flow, BOD, and TSS components, which comprise 
the usage charges.  Once total costs are allocated, unit costs were determined by dividing 
the total cost for each component by the number of units identified in Exhibit IV-2.  These 
unit costs become the basis for then assigning costs to customer classes. 
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The cost of service analysis for wastewater is more complicated than water rate 

analysis in that treatment costs are separated from collection system costs.  Collection 
system costs are allocated entirely on the basis of flow, whereas treatment costs are 
allocated on the basis of flow, BOD, and TSS. 

The City’s budget structure does not lend itself to the segregation of costs into 
collection and treatment components, or to the allocation of treatment costs to flow, BOD 
and TSS parameters.  We have relied on the information that is available for allocating 
costs to the various categories, as well as relied upon professional judgment and standard 
estimating practices used in rate setting to allocate costs across flow, BOD, and TSS 
parameters.  The wastewater revenue requirement has been allocated 40 percent to fixed 
service charges, 15 percent to the collection system, and 45 percent to treatment.  
Wastewater treatment costs have been allocated 34 percent to flow, 33 percent to BOD, and 
33 percent to TSS.   We believe these allocations are reasonable, and are within the ranges 
found in other wastewater rate analyses. 

Unit costs are applied to the annual wastewater flows, as well as BOD and TSS 
loadings associated with each customer class to arrive at the allocation of total costs to each 
customer class.  Exhibit IV-4 presents the allocation of costs to each user class. 

Exhibit IV-5 presents the final wastewater user rates and charges recommended for 
each customer class.  Rates for residential customers include a fixed service charge for each 
dwelling unit, plus a usage charge to be applied to winter water usage.  Unmetered (sewer 
only) residential accounts will have a flat monthly wastewater charge based on estimated 
average winter water usage.  Non-residential (low, medium, and high) customers are 
subject to a monthly service charge based on meter size and wastewater usage rates 
applied to actual monthly water usage.  Usage charges vary for each strength category.  
The usage charges have also been adjusted for an estimated 90 percent rate of return to the 
wastewater system.  That is, it is estimated that 10 percent of non-residential water use 
(exclusive of dedicated irrigation meters) does not return to the wastewater system 

Wastewater Rate Design 

No changes in the wastewater rate structure is proposed at this time, although the 
proposed rate schedule for July 2016 reflects the updated cost of service analysis, as 
presented herein.  This update results in slightly different changes to each of the rate 
components, as well as incorporating the new SSA calculation into the residential 
wastewater bill determination. 

Special Rates 
The City currently has a few special rates applicable in certain circumstances.  

Recommendations related to these special circumstances are as follows: 



 WATER AND WASTEWATER 
CITY OF HEALDSBURG FINANCIAL PLANS AND RATE STUDY 

THE REED GROUP, INC.  PAGE 39 

 



 WATER AND WASTEWATER 
CITY OF HEALDSBURG FINANCIAL PLANS AND RATE STUDY 

THE REED GROUP, INC.  PAGE 40 

 



 WATER AND WASTEWATER 
CITY OF HEALDSBURG FINANCIAL PLANS AND RATE STUDY 

THE REED GROUP, INC.  PAGE 41 

 Residential Flat Rates – Residential customers receiving wastewater service, but 
not water service, from the City should continue to be charged for service based 
on a flat monthly service charge.  The sewer-only residential wastewater rate for 
single family customers was determined to be $99.79 per month based on the 
monthly service charge for single family customers, plus a usage charge based 
on the average winter water use among single family customers. 

 Non-Residential Flat Rates – The City maintains a small number of non-
residential flat rate customers.  The City should continue to charge these 
customers for wastewater service based on customer characteristics and 
estimated service demands for each account.  The non-residential wastewater 
rate for these customers is determined based on a monthly service charge, plus 
a usage charge based on estimated flow and strength characteristics. 

 Wastewater Usage Rate for Special Situations – In limited situations, the City may 
provide wastewater service to customers with unique and/or significant 
wastewater discharge characteristics.  Examples may include wineries, 
breweries, or food processors with non-standard strength characteristics, or 
with wastewater flow that does not correlate with water usage like other non-
residential accounts.  In these situations, the City may determine it is reasonable 
and appropriate to calculate a special wastewater usage rate based on the 
specific wastewater flow characteristics of each special case customer. 

The cost of service calculations described in the preceding pages resulted in unit 
costs for the volumetric portion of wastewater collection and treatment in terms 
of flow volume, pounds of BOD, and pounds of TSS.  These unit costs for 
collection and treatment are the building blocks for wastewater usage rates. 

   Flow volume  $5.86 per HCF 
   BOD    $1.46 per pound 
   TSS    $1.89 per pound 

An example calculation for developing a customer-specific wastewater usage 
rate for a special situation (a large winery) is shown below.  The calculation 
relies on the unit costs identified above.  The customized wastewater usage rate 
would be used in place of a standard (low, medium, or high) wastewater usage 
rate. 

Sample Special Wastewater Usage Rate Calculation 
Wastewater strength characteristics are estimated or determined through 
sampling.  For this sample calculation, BOD is assumed to be 2,500 mg/l and 
TSS is assumed to be 1,000 mg/l. 

Wastewater Usage Rate = $5.86 + [ BOD x $1.46 + TSS x $1.89 ] x 8.34 / 
1,000,000 x 748 

= $5.86 + [ 2,500 x $1.46 + 1,000 x $1.89 ] x 8.34 / 
1,000,000 x 748 

= $40.46 per HCF of wastewater flow 
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This customized wastewater usage rate would apply to the wastewater flow 
volume.  To apply the wastewater usage rate to metered water usage a rate of 
return factor should be applied.  For example, if it is determined that 80 
percent of the water usage returns to the sewer system as wastewater then 
the appropriate wastewater usage rate, applied to metered water usage, 
would be $32.37/HCF of water usage ($40.46 x 80%).  A fixed service charge, 
based on meter size, would also be part of the wastewater bill. 

The unit costs used in the sample calculation above should be adjusted 
commensurate with any future wastewater rate changes. 

PROPOSED WASTEWATER RATE SCHEDULES 

Exhibit IV-6 summarizes the proposed wastewater rate schedule for July 2016, which 
reflects an overall 2 percent decrease from the current wastewater rates.  No further 
changes to the wastewater rates are proposed at this time through FY 20-21. 

Impact of Proposed Rates on Representative Customer Bills 

Exhibit IV-7 summarizes the impact of the proposed wastewater rates relative to 
current rates for a variety of typical customers.  The proposed wastewater rates reflect the 
cost of providing wastewater service, improve the equity between customer classes, and 
provide an updated distribution of costs across customers and customer classes. 
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Examples shown in Exhibit IV-7 do not reflect the potential savings to residential 
wastewater customers stemming from the change in the SSA calculation methodology.  A 
reduction in the SSA of 0.5 HCF would result in a reducing the wastewater bill by $5.05 per 
month, based on the proposed wastewater rates and the change in the SSA methodology.  
Exhibit IV-8 illustrates how the SSA is calculated under the current method, as well as 
under the new method approved by the City Council in October 2015. 

 

 

 
 
 


