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PROBLEM STATEMENT

The efficiency of urban water use has been increasing 

PROBLEM STATEMENT

The efficiency of urban water use has been increasing 
between 1995 and 2005. 

Urban water use in California fell by nearly 25 percent Urban water use in California fell by nearly 25 percent 
from 247 to 201 gallons per person per day

Wh  t  d  t   ti l it i  l   When customers reduce water use, uti l it ies lose money 
because they cannot cover their fixed costs, which for 
most util it ies are the majority of total costs. 



PROBLEM STATEMENT

To eliminate losses  util it ies then use rate increases 

PROBLEM STATEMENT

To eliminate losses, util it ies then use rate increases 
which send confusing messages to water users.

Instead of being rewarded for their behavior  customers Instead of being rewarded for their behavior, customers 
are actually charged more after they have successfully 
saved water.



FISCAL PAIN
POLITICAL PAIN



SOLUTION STATEMENTSOLUTION STATEMENT

The solution we propose is simply an extension of water The solution we propose is simply an extension of water 
budgets, in that it is allocating the fixed costs on a 
budget, as well as the variable costs.  

To truly achieve Prop 218 proportionality, we think the 
major consideration in any analysis of residential 
connections is the idea of actual water use relative to connections is the idea of actual water use relative to 
potential water use of each given account.



THE STANDARD APPROACH

Allocate fixed cost based on water meter size

THE STANDARD APPROACH

Allocate fixed cost based on water meter size
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FIXED VS. VARIABLE … COST VS. REVENUESFIXED VS. VARIABLE … COST VS. REVENUES

For every $2.00 of revenue lost to conservation…For every $2.00 of revenue lost to conservation…

RCOST

CURRENT RATE DESIGN

REVENUE
PROPORTIONS

COST
PROPORTIONS

33% Variabl
e Costs

Fi d 

33% Variable 
Revenue

67% Fixed 
Costs

67% Fixed 
Revenue

Only $1.00 of cost is saved…



FIXED VS. VARIABLE … COST VS. REVENUESFIXED VS. VARIABLE … COST VS. REVENUES

The end result of this disconnect is a STRUCTURAL DEFICITThe end result of this disconnect is a STRUCTURAL DEFICIT…

RCOST

CURRENT RATE DESIGN

REVENUE
PROPORTIONS

COST
PROPORTIONS

33% Variabl
e Costs

Fi d 

33% Variable 
Revenue

67% Fixed 
Costs

67% Fixed 
Revenue

And the more we conserve, the more DEFICIT we create



DEALING WITH A STRUCTURAL DEFICIT

Build a cushion (“gouge” customers in early years)

DEALING WITH A STRUCTURAL DEFICIT

Build a cushion ( gouge  customers in early years)

Run with the deficit (Davis did this for years)

Go back to the consumers frequently with a new rate 
structure with higher rates



DEALING WITH A STRUCTURAL DEFICIT

Build a cushion (“gouge” customers in early years)

DEALING WITH A STRUCTURAL DEFICIT

Build a cushion ( gouge  customers in early years)

Run with the deficit (Davis did this for years)

Go back to the consumers frequently with a new rate 
structure with higher rates

NONE OF THESE OPTIONS MEET THE STANDARD OF PROVIDING
REASONABLE AND STABLE WATER RATES FOR THE CONSUMER AND…

ALL ARE POLITICAL DYNAMITE



THE PROBLEM W/ ALLOCATING FIXED COSTS 
TO RATES BASED ON METER SIZE

Certain accounts use more water

TO RATES BASED ON METER SIZE

Certain accounts use more water

=
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DIVERSITY OF HOMESDIVERSITY OF HOMES

BIG HOUSE SMALL HOUSE SMALL HOUSE CONDO
BIG LOT BIG LOT SMALL LOT NO LOT

BIG/SMALL FAMILY BIG/SMALL FAMILY BIG/SMALL FAMILY BIG/SMALL FAMILYBIG/SMALL FAMILY BIG/SMALL FAMILY BIG/SMALL FAMILY BIG/SMALL FAMILY
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PROPOSED SOLUTION

Consumption-based fixed rates

PROPOSED SOLUTION

Consumption based fixed rates

=

=



CREATING 
A step by 
step 

CREATING 
CONSUMPTION-BASED 

processFIXED REVENUE



(1) CHOOSE REPRESENTATIVE PERIOD (1) CHOOSE REPRESENTATIVE PERIOD 





(2) CALCULATE ALLOCATION PROPORTIONS(2) CALCULATE ALLOCATION PROPORTIONS



(3) ALLOCATE FIXED COSTS(3) ALLOCATE FIXED COSTS



(4) VARIABLE COSTS PROPORTIONALITY(4) VARIABLE COSTS PROPORTIONALITY



(5) VIEW INDIVIDUAL ACCOUNTS(5) VIEW INDIVIDUAL ACCOUNTS



(5) VIEW INDIVIDUAL ACCOUNTS(5) VIEW INDIVIDUAL ACCOUNTS

Let’s put that $150 into perspective.  

The change for the individual account is $150, but that 
$150 change means a change of less than one penny 
for all the other accounts bil led by the agency.
We refer to that as “THE INSURANCE EFFECT” . . . accounts 
across the rate structure are insulated from significant 
consumption changes by an individual account.



DOES COMPARING DOES COMPARING 

THE NEW RATES TO 

THE CURRENT RATES 

TELL US ANYTHING?



PROBLEMS AREN’T ONLY FISCAL

Subsidization in 11 620 Single Family Residences with ¾ 

PROBLEMS AREN T ONLY FISCAL

Subsidization in 11,620 Single Family Residences with ¾ 
inch meters

The 5,800 accounts 
ABOVE the yellow line ABOVE the yellow line 
SUBSIDIZE the 5,800 
accounts BELOW the 
yellow lineyellow line



PROBLEMS AREN’T ONLY FISCAL

Subsidization in 11 620 Single Family Residences with ¾ 

PROBLEMS AREN T ONLY FISCAL

Subsidization in 11,620 Single Family Residences with ¾ 
inch meters

HOW MUCH IS
THE SUBSIDY?



PROBLEMS AREN’T ONLY FISCAL

Subsidization in 11 620 Single Family Residences with ¾ 

PROBLEMS AREN T ONLY FISCAL

Subsidization in 11,620 Single Family Residences with ¾ 
inch meters
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PROBLEMS AREN’T ONLY FISCAL

Subsidization within a class for l ike volume based on 

PROBLEMS AREN T ONLY FISCAL

Subsidization within a class for l ike volume based on 
meter size

B  i   hi h  fi d f  f  t ti l t  By paying a higher fixed fee for potential meter 
capacity, the second apartment complex 

SUBSIDIZES the first apartment complex.



PROBLEMS AREN’T ONLY FISCAL

Subsidization within a class for l ike volume based on 

PROBLEMS AREN T ONLY FISCAL

Subsidization within a class for l ike volume based on 
meter size

Which fee structure do you think is more fair?



PROBLEMS AREN’T ONLY FISCAL

Aggregate subsidization between classes

PROBLEMS AREN T ONLY FISCAL

Aggregate subsidization between classes



PROBLEMS AREN’T ONLY FISCAL

Aggregate subsidization between classes

PROBLEMS AREN T ONLY FISCAL

Aggregate subsidization between classes



Arguably, setting f ixed fees by meter size fails Proposit ion 218’s 
proportionality test p p y

I t  requires low-water-use customers to pay f ixed costs for water 
they have the theoretical potential to use, but do not have the 
actual capacity to useactual capacity to use.

It gives those customers who use a larger “share” of the water 
infrastructure (based on meter s ize) an incentive to do so.  

Thrifty and extravagant water users pay the same fixed fee, but 
derive entirely different benefits from the system. 

The thrifty user’s f ixed fees cover some of the f ixed costs the 
wasteful user imparts on the system, in effect subsidizing the 
water waster.



SOLUTION STATEMENT

Balance is achieved between competing objectives

SOLUTION STATEMENT

Balance is achieved between competing objectives



WHEN WATER AGENCIES CREATE WATER RATE 
STRUCTURES, THEY ARE FORCED TO DEAL WITH

Prop 218 -- The requirements of Proposition 218 passed in 

STRUCTURES, THEY ARE FORCED TO DEAL WITH
THREE COMPETING FORCES

p q p p
1996 by California voters, which created the California 
Constitution article XII I D, section 6 … specifically that 
property-related fees, such as water service fees, shall not 
exceed the proportional cost of providing the service 

tt ib t bl  t   lattributable to a parcel

California Constitution Article X Water Section 2 -- The 
provisions of California Constitution article X, section 2, p , ,
which create the framework within which public agencies 
must establish and enforce water conservation measures 
and are charged with the responsibil ity of managing 
water resources, and

Fiscal Responsibility – with the two key components being 
FISCAL STABILITY and FISCAL SUSTAINABILITY





NO

NO



HOME OWNER PERSPECTIVE

Fixed Costs + Variable Costs = Total Cost

HOME OWNER PERSPECTIVE

Fixed Costs + Variable Costs  Total Cost

+ =



HOME OWNER PERSPECTIVE

Fixed Costs + Variable Costs = Total Cost

HOME OWNER PERSPECTIVE

Fixed Costs + Variable Costs  Total Cost

+ =

FIXED FEES TRULY ARE FIXED



FIXED VS. VARIABLE … COST VS. REVENUESFIXED VS. VARIABLE … COST VS. REVENUES

For every $1.00 of revenue lost to conservation…For every $1.00 of revenue lost to conservation…

RCOST

PROPOSED RATE DESIGN

REVENUE
PROPORTIONS

COST
PROPORTIONS

33% Variable 
Costs

Fi d 

33%
Variable 
Revenue
Fixed 

67% Fixed 
Costs 67%

Fixed 
Revenue

The end result is no disconnect and NO STRUCTURAL DEFICIT



FIXED VS. VARIABLE … COST VS. REVENUESFIXED VS. VARIABLE … COST VS. REVENUES

For every $1.00 of revenue lost to conservation…For every $1.00 of revenue lost to conservation…

RCOST

PROPOSED RATE DESIGN

REVENUE
PROPORTIONS

COST
PROPORTIONS

33% Variable 
Costs

Fi d 

33%
Variable 
Revenue
Fixed 

67% Fixed 
Costs 67%

Fixed 
Revenue

$1.00 of cost is saved…



QUESTIONS?QUESTIONS?


