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Executive Summary

This report was prepared for the City 8&nta AngCity) to document a mulyear finanal plan, the
cost of servicaanalysisand the design of aNJ 1 S & (i NJzO (i dxMdier ERterpiise e Spedifia G & Q&
goals of the study were to:

1 Review and evaluatexisting policies and procedures affectutgity rates;

1 Evaluate the adequacy of projected revenues under existing rates to meet projected revenue
requirements;

1 Develop a Rehabilitation and Replacement (R&R) Program that will identify major capital
expenditures for theWatersystem;

1 Createa sound financial plan for thé/ater Enterprisecovering dive-year study period for both
ongoing operations and planned capital improvements;

9 Allocate projected Fiscal Ye#fY)revenue requirements tohe various cgtomer classin
accordance with the respective service requiremeatsj

91 Develop a suitableate schedule that producgrevenues adequat¢o meet financial needs
while recognizing customer costs of service and lacal state policy considerations such as
Proposition 218 and Senate BillX{SB7-7).

SUMMARY OHMNDINGS AND RECOMMBEATIONS

A number of factors influence the financial condition of ¥ater Enterprise. Rates charged for service

at a minimum should be adequate to cover operating and repaidt @placement costs and to meet
outstanding debt covenant requirements. Sound financial operations also include maintaining a capital
reserve to address unplanned and emergency capital requirements.

Financing major capital expenditures is dependent upom plolicies and practices of the City. Cash
financing capital expenditures minimizes the cost of the improvements. While debt financing increases
the cost, it spreads those costs over the life of the facility, allocating the costs to the actual users of the
facility. Changem the financing otapital expenditures magffectthe financial condition of th&Vater
Enterprise and any necessary rate adjustments.

The City of Santa Ana has engaged Black & Veatch to review the financial conditionVigattire

Enterprise to conduct a cost of service analysis, and to design water rate schedules that addres§ cost

service and revenue stability issudsK A & A& GKS /AGeQa FANRG O2YLINBKS)
Summarized herein ardné principal findings anckecommendations of the study.

Guiding Principles

It is the intent of the City to operate iM/ater Utility as business enterprises. As part of this philosophy,
the City asked Black & Veatch to provide comments and recommendations on the following guiding
principles:

f Should thewWater Utility 6 S 2 LISN} 6§ SR I & I Imigéeddiienterprise fds i S NLINJ
are defined as seBupporting entities. These funds have separate revenue streams based on
provided services, which allows them to have the capacitissae revenudacked bonds and
generate sufficient revenues to cover operational and capital costs. Although city enterprises
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provide distinct services to its rafgayers, they are also dependent on services provided by

General Fund operations. For exampimost water departments share human resources,

finance, and legal services with other city departments. As such, it is a common practice to

allocate shared General Fund costs to all benefiting departments. M&ibect to the City, the

Water Enterprise &nd currently pag its proportionate portion of allocated General Fund costs

4 RSOSNX¥YAYSR GKNRddzZAK G(GKS /AdGéQa AYRANBOG 02a

odzaAySaa O2aita GKFEG ff2¢ GKS dziAfAGASE (2 LINE
1 What is a prudent level of operating reservesthe Cityis formulatinga formal operating

reservepolicy. In light of this, Black & Veatch recommends that the City establ@&hdays

target for anoperatingreserve This benchmark is a typical one usednany utilities, including

YIye 2F GKS /AleQa adaNNRBdzyRAYy3a O2YYdzyAlASao

YIEN] SGaz O02dzd SR ¢A0GK (GKS dzy OSNIlFAyide 27F { 2dz

a change in this benchmark level. Ratihngd Sy OA Sa adzOK | a a22ReéQa | yR

now suggesting that utilities have operating reserves between 180 andR3B® & Q ofg 2 NI K

operating expenses. An alternative reserve policy approach is to maintain approximately 90 days

of operating expases together with a $500,000 to $1,000,000 emergency reserve. Higher

reserve levels helps the City attain better bond ratings, which in turn, leads to lower borrowing

costs.

E 01 9 £St G OKaa findrididk pldd prévRles fa pafdfoneeting he 90day
operational levebnd establishing a $1,000,000 emergency reserve

1 What is an appropriate level for capital reservesCapital reserves, such as those for
rehabilitation and replacement (RR) are typically not weflinded in the industry. It has only
been within the last decade or so that agencies are seeing the ramifications of not having
adequate R&R reserves on hand to address aging infrastructure nkedse absence of a
depreciation tudy or condition assessment, a general guideline is for utilities to set aside an
amount equivalent to one year of depreciation expense. This reserve amount calls for a physical
transfer of cash to a reserve accounit is not the same as the depreciati@xpense recorded
on the Income Statement. The latter is not a cash requirement, unlike the former situation.

Black & Veatch recommends that as thater Utility becomes financial stable, R&R reserve
funds should be established and funded. As cash idade, theannualfunding level should
eventually equal ongearof depreciation expensgpproximately $2 million).

Water EnterpriseCapital Program

CAIdzZNBE 9{ ™M AffdzadNI(iSa (GKS RAAGNAOdzOAZ2Y eaF (KS /
¢tKS YIAya AyOfdzZRSR Ay GKS I nbtiricladd thé MetrapditanWatdd) & LJ2 G I
District lines thatservé KS / AG& FyR INB gAGKAY GKS /AGe&Qa o2dzy
mains in the system, over 7fercent was istalled pre 1980 and the average age of the pipes in the

system is 50 year§rom Figure ES 1 it is clear that the City will soon face a major reinvestment period as

water mains reach the end of their useful lifa.the absence of any condition assessmettis,industry

standard for main replacement is 1 percent of the system per year. If we #gphapproach to the

| A Usgs@m, the result is an annual replacement rate of 5 miles of maesCity is currentlgeplacing

at a rate of 0.5 percent
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Figure ES1: Distribution of Pipe Materials by Install Decade
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A natural next step in evaluating the condition of assets is to examine break history. The City has only
maintained records on break history since the 1990s in the Geographic Inform&iistem (GIS).
Records from 1990 to 2012 show that the City averages 45 to 50 breaks per year. Black & Veatch
examined the number of breaks per mile per decade of pipe installation and by material in order to gain
a better understanding of the trends lireak history. Figure ES 2 shows thhhost 68 percent of the
breaks have occurred in Cast Iron pipe, 19 percent in Asbestos Céht&and 7 percent in Ductile Iron

(DI) Additionally, 58 percent of the breaks have occurred in pipe installed in the -6850however,the

City only installed3 percent of all pipes during these two decades.

BLACK & VEATCHExecutive Summary 3
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Figure ES2: Number of Breaks per Milef Pipeby Installed Decade and Material
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In order to produce an R&R programlack & Veath conducted a higlevel assetcondition review

using Cityprovided Gegraphic Information System (GIS) data and available condition reports for the
water system. Black & Veatch evaluated the available data and held two workshops with engineering
and maintenance staff to develop weighting factors for the asset assessmanbi@og the condition

reports and workshop results, Black & Veatch determined the Probability of Failure (PoF) and the
Consequence of Failure (CoF). The PoF is a measurement of the likelihood that a particular asset will fail.
The PoF score is arrived at Wweighing factors such as the physical properties of the asset (material, age,
etc.), the conditions of the surrounding environment (soil conditions, earthquake faults, etc.), and
operational history. The CoF assesses the relative importance of eachnpgrens of delivery levels of
service, economics, and health and safety. Criteria weighed in determining a CoF score include, but are
not limited to, pipe size, critical customer impacts, and proximity to major roads.

The product of the PoF and the CoFsuds in the Business Risk Exposure (BRE¢ higher the BRE
score, the higher the likelihood that the asset requires attention.

Without detailed condition assessment information, Black & Veatch cannot quantify the absolute risk of
failure; instead, theanalysis conducted herein provides a picture of the relative risk of failure. In other
words, the analysis indicates which assets are more likely to fail in relation to other system assets. On its
own, the BRE score is not sufficient to develop a Calitprovement Program (CIP). Consequently,
Black & Veatch developed R&R strategies reflecting how public agencies tend to conduct work

4 NOVEMBERO014
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grouping projects by area. Based on criticality criteria (PoF and CoF), Black & Veatch developed a list of
projects to adiress immediate system needs over the next 5 years.

As shown irFigure ES and explained in more detail in Appendices A throDgh (i K SvatersyStémQ &
has approximatelf.08 miles $0.2million, 2012 dollarspf mainsthat are in extremely critical condition
(red zoneg highest risk of failure Examining the next tiers of criticality, the City has anoth8b miles
($3.2million, 2012 dollarsof mainsin highly critical conditiorfgold zone)and3.30 miles $7.2 million,
2012 dollar¥ of mainsthat are danger of imminent failurg/ellow andgreen zone).

Figure ES3: Criticality Heat Map Graphic by C¢2012 dollarsand R&R Strategy Groups

Probability of Failure

1 2 3 4 5 6 7 8 9 10

S W $0.0 | $0.0 | $0.0
© ° $0.0 | $0.2 | $0.6
qu_' 8 $0.0 | $0.0 | $1.9 | $0.0 | $0.7
g 7] $03| $23| $6.1 | $6.4 | $0.1 | $0.0 | $0.0 | $0.0 | $0.0 | $3.3
g 6| $1.1 | $4.6 | $16.4| $9.2 | $0.2 | $2.3 | $0.0 | $0.9 | $0.0 | $0.5
% 5| $4.3 | $3.0 | $2.1 | $16.9| $2.5 | $14.8| $10.9| $3.4 | $0.0 | $0.8
O 4 (%209 $17.5| $11.7| $55.7| $6.7 | $44.8| $21.3| $10.9| $0.9 | $5.4
% 3| $4.1 | $1.9 | $3.9 | $22.0| $1.2 | $4.8 | $3.1 | $4.2 | $0.9 | $0.9
S 2 | $38.7| $25.1| $15.3| $91.4 | $12.8| $35.5| $18.9| $11.5| $3.4 | $4.9
O 1517 [ 360 | $92 | 752| 5245 $543| $47.4| $26:8| $4.0 | $3.0
Millions of Dollars Total Cost: $888.8

-Extremely High Probability and Consequence
Very High Probability and Consequence

High Probability and Consequence

Moderate Probability and Consequence

Extremely High Probability and Low to Moderate Consequence
High Probability and Low to Moderate Consequence

Low to Moderate Probability and Extremely High Consequence
Low to Moderate Probability and High Consequence

Y Unknown

z Low Criticality

MIm[{O|O|®

Table ES $ummarizes the results of the preliminary asset condition evaluation and indicates that over
the next 5 years, the City should invest approximately $11.2 million (2012 dollars) in its water system to

catchup with deferred activities (replacement of assét3NA 2 NA GAT SR & GONRGAOI f é¢3
FILAfdZNBEY GaKAIK fA1SEAK22RéI Ga@BSNE KA Bhe $8828y a Sj dzS
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million value in Figure ES@presents the cost of repairing or replacing the portion of main impadted
does not represent the replacement cost of the entire systBtack & Veatch has spread out the critical
projects identified for the CIP over five years.

Table ES1: Annual Inspection and Replacement Schedule BasedstrPRofile(2012Dollarg

YEAR INSPECT REPLACE TOTAL CUMULATIVEOTAL

Yearl $213,400 $213,400 $213,400
Year2 $1,624,500 $1,624,500 $1,837,900
Year3 $831,000 $2,189,800 $3,020,800 $4,858,700
Yeard $2,189,800 $2,189,800 $7,048,500
Year 5 $4,190,500 $4,190,500 $11,239,000
Total $1,044,400 $6,498,000 $11,239,000

After the 5year period, Black & Veatch recommends that the CIP include annual R&R distribution
system projects and addressing ndistribution system (booster stations, reservoirs, etsyets. Table

ES 2 summarizes a proposed CIP for the ngxeh period. At a minimum, Black & Veatch suggests that
the City invest approximatelyl® million annually into infrastructure needs.

Table ES2: Annual R&R Schedutar FY 19/20 through FY 23/24 (2014 Dol)ars

CUMULATIVE
YEAR MAINS BOOSTERS | RESERVOIRS OTHER TOTAL TOTAL

Yearl $5,000,000 $1,007,300 $1,153,300 $717,100 $7,877,700 $7,877,700
Year2 $5,000,000 $1,430,200 $1,223,100 $1,376,900 $9,030,200 $16,907,900
Year3 $5,000,000 $1,470,500 $1,703,000 $1,471,800 $9,645,300 $26,553,200
Yeard $5,000,000 $1,752,000 $4,439,100 $1,520,100 $12,711,200 $39,264,400
Year 5 $5,000,000 $1,809,500 $1,596,800 $2,227,800 $10,634,100 $49,898,500
Total $25,000,000 $7,469,500 $10,115,300 $7,313,700 $49,898,500

Water Enterprise Financial Plan

In developing the financial plan for th&¥ater Enterprise, Black & Veat@nalyzedhe level of revenue

adjustments needed to support the operational and capital needs of the utility. As a point of
comparison, Black & Veatch also analyzed the impact on the utility sktioell@ity elect to forego rate
increasesand maintain the same level d@ffrastructure investmentAs seerin Figure E$, the Water
Enterprisedoes have sufficient cash reserves on hand to meet ongdO&M obligations and address
baselineinfrastructure needs. By F}5/16, the Water Enterpris@ 8 NB @FSy dzS NBIjddhi NBY Sy (
revenues andvill require the lterprise to dip into its working capital reserve. The annual deficit cash
positioncontinuesthrough the stug period, ending with a @1 million) balance.
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Figure ES4: Projected Revenues and Revenue Requiremei&atusQuo [*]

Status Quo: Projected Revenue and Revenue Requirements
in $000's

$80,000
$70,000
$60,000
$50,000
$40,000
$30,000
$20,000
$10,000

$0
-$10,000

FY 14/15 FY 15/16 FY 16/17 FY 17/18 FY 18/19

= O&M Expenses === Water Purchase k=eeed Annual Capital Outlay
b=d Debt Service k==d Capital Projects ewjms Revenue
Target Cash Balance e=p=m Cash Balance

[*] FY 14/15 revenues include otime receipt of funds from water bond refinancing attés.

Delaying CIP activities does stretch out available cash; however, continued deferral of neBded CI
projects also increases the probability, consequence and cost of asset failure. As a rough approximation,
Black & Veatch estimated the cost of continuing to defer CIP projects using the methodology set forth in
GKS 1T YSNROIyY {2 OAa §ii/e9 ratraillmandviuit Econgraid ReSos MEater (FAC
Report). The FAC Report notes that in addition to the actual repair/replacement costs, there are costs
associated with payment of claims to impacted households and businesses. Additionally,dfspaoge
deferred by several years, there is an economic loss duestowater supplyjoss of jobs, lost work

days, business closuresaffic delays,street repairs, etc. Table EBS summarizes the cost of not
executing the proposed CIP using the FAC Repethodology.Note that Table ES does notinclude

the cost of replacing the asset the cost of regulatory fines

Table ES3: Economic Impact of Delaying Proposed CIP

ANNUAL ECONOMIC CQ
CATEGOR RANGE COMMENTS

Households $366,000- $1,314,600 Total household claim payments.

Businesses $917,100- $3,286,500 Total business claim payments.

Local Economy  $4,463,100 $15,994,300 Range depends on the severity of bredksludes
impacts such as road closures, cost of sinkhole repa
addressing health & safety issues, etc.

Total $5,747,000 $20,595,400

BLACK & VEATCHExecutive Summary 7
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Black & Veatch recommendsat the Water Enterpriseinitiate a program that will help establish
recommended reservealances for both its operational and capital need®r the planning periodas
well as a $1 million emgency fund. Given the current level of R&R actiestablishing an emergency
fund to address unexpected main breaks would be prudent.

For theanalyses conducted hereimgrecasted operations and maintenance (O&M) expenses are based
on an inflation rate of2 percent for personnel4 percent for benefits, 3 percent for maintenance, 2
percent for general and administrative (G&Aahd5 percent forutilities.

9 Status Quo ScenaridJnder theStatus Qudscenario, implementing no revenue increases over
the planning period results in th&ater Enterpriserunning an annual deficit starting in FY
15/16. By the end ofhe planning periodthe annualdeficit position grows to($9.8 million) and
the ending fund balance isgH million).

9 Scenario 1 The implementation of annual revenue increases allowsWaer Enterpriseto
maintain a positive balance in the Operating Fund while still executing the proposed CIP.

The City last raised rates for the Water Enterprise in 2011. Since that time, the cost of purchased water
has increased almost 25 percent. The Water Enterprie leen able to absorb these increases by
deferring CIP activities; however, this is no longer a viable or sustainable option.

Table ES 3ummarizes lie proposed regnue adjustmentdfor the proposedscenario examined. All
increases are effective July 1 of the fiscal year, except fadH%, which has a March 1, 2015 effective
date.

Table ES4: Proposed Revenue Adjustments

FISCAL YEAR | EFFECTIVE DA] SCENARIO 1

FY 14/5 March 1 2.8%
FY 15/16 July 1 2.8%
FY 16/17 July 1 2.8%
FY 17/18 July 1 2.8%
FY 18/19 July 1 2.8%

The above revenue adjustments assume that purchased water costs will remain at current levels. Black
& Veatch recommends that the City handle pricing increases fidetropolitan Water District of
Southern California (MWD) and the Orange County Water District (O@mdIDr changes in the basin
pumping percentage via a paggough charge.

Water Utility Cost of Service Allocations

1 The revenue requirements foa selectedTest Year (TY) are allocated to customer classes
utilizing a cost causative approach endorsed by thmerican Water Works Association
(AWWA)

1 Customers are classified to reflegtoups of customers with similar service requirements who
can be served at similar cost. Each class represents a particular type of service requirement.
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1 In this analysis, there argix primary cost components{l) base flow, or volume costs, (2)
maximumday cost, (3) peak hour costs, (4) customer billing costs, (5) fire protection, and (6)
reclaimed water.

ProposedWater Rates
At the request of the City, Black & Veatch has examined alternative rate schdshded on the
proposed CIPIn addition, the Cit asked Black & Veatch to examine theel ofcost recovery through
the bagc service charge.

Under the current rate schedule, the City recovers approximately 8 percent of its revenues through the
basic service charge. According to Best Management Pea@@MP) 11 as set forth by the California
Urban Water Conservation Council (CUWCC), utilities should strive to have no more than 30 percent of
its user charge revenues from the meter charge.

Using this guideline, the City requested Black & Veatch toqe®m@ set of rate schedules that would
gradually increase the fixed component recovery overyedr period. Black & Veatch conducted its
costof-service (COS) analysis and determined that the level of costs recovered through the basic service
charge is dser to I7 percent To minimizeatepayerimpacts, the proposed rate schedules illustrated a
phased approach to reaching the COS levels W8F. To maintain a rate structure that encourages
conservation, Black & Veatch examined the incremental cosiscested with Tier 2 levels of service.

We are recommending that the City move from&gkrcent rate differential to a 20 percent differential
between Tier 1 and Tier 2 rates.

The ratescheduleshown inTables ES4 and ES is for Scenario 1 anckflects the ratesfor the entire
study period.Cost recovery for each year using the proposed rate structure achieves essentially 100
percent for each customer class.

[INTENTIONALLY LEFT BLANK]
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Table ES5: Proposed Rates f@cenaridl - FY 14/15 and FY 15/16

ALL CUSTOMERS
BASIC SERVICE CHAGEEMONTHLY) [*]
INC./(DEC.)
EXISTING FROM PRIOH
METER SIZE RATES FY 14/15 YEAR FY 15/16
5/8" $7.00 $7.40 $0.40 $9.05
3/4" $11.00 $16.05 $5.05 $19.65
i $16.40 $30.50 $14.10 $37.30
15" $23.40 $47.85 $24.45 $58.50
2" $46.40 $88.25 $41.85 $107.95
3" $116.60 $146.05 $29.45 $178.60
4" $186.60 $290.45 $103.85 $355.20
6" $280.00 $463.70 $183.70 $567.10

[*IMulti -Family per
unit charge $4.20 $4.45 $0.25 $5.45

COMMODITY CHARGE ($/HCF)

Tier 1 (844 HCF) $2.73 $2.78 $0.05 $2.79
Tier 2 (> 45 HCF) $3.15 $3.35 $0.20 $3.36
Recycled Water $2.18 $2.22 $0.04 $2.23

PRIVATE FIRE PROTECTION-NSIBNTHLY)

INC./(DEC.)
FROM PRIOR
EXISTING RAT|  FY 14/15 YEAR FY 15/16

METER SIZE
Fneé

$14.00 $18.20 $4.20 $18.75
ne $18.00 $23.40 $5.40 $24.10
cé¢ $24.00 $31.20 $7.20 $33.80
y € $32.00 $41.60 $9.60 $42.90
M€ $38.00 $49.40 $11.40 $50.90
MH £ $44.00 $57.20 $13.20 $58.95

INC./(DEC.)
FROM PRIOR
TIERS EXISTING RAT|  FY 14/15 YEAR FY 15/16

INC./(DEC.)
FROM PRIOF
YEAR

$1.65

$3.60

$6.80
$10.65
$19.70
$32.55
$64.75
$103.40

$1.00

INC./(DEC.)
FROM PRIOR
YEAR

$0.01
$0.01
$0.01

INC./(DEC.)
FROMPRIOR
YEAR

$0.55
$0.70
$2.60
$1.30
$1.50
$1.75

10
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Table ES6: Proposed Rates for Scenariq EY 16/17 through FY 18/19
ALL CUSTOMERS
BASIC SERVICE CHASEEMONTHLY) [*]

INC./(DEC.
INC./(DEC. INC./(DEC.) FROM
FROM FROM PRIOI PRIOR
METER SIzE|] FY 16/17 | PRIOR YEA FY 17/18 YEAR FY 18/19 YEAR

5/8" $10.70 $1.65 $12.35 $1.65 $13.90 $1.55
3/4" $23.25 $3.60 $26.80 $3.55 $30.20 $3.40
1" $44.10 $6.80 $50.90 $6.80 $57.30 $6.40
1.5" $69.15 $10.65 $79.85 $10.70 $89.85 $10.00
2" $127.65 $19.70 $147.30 $19.65 $165.80 $18.50
3" $211.15 $32.55 $243.70 $32.55 $274.30 $30.60
4" $419.95 $64.75 $484.70 $64.75 $545.55 $60.85
6" $670.50 $103.40 $773.90 $103.40 $871.05 $97.15
[*IMulti -Family
per unit charge $6.40 $0.95 $7.40 $1.00 $9.50 $2.10

COMMODITY CHARGE ($/HCF)

INC./(DEC.) INC./(DEC.)
FROM PRIO FROM PRIOR
YEAR FY 17/18 YEAR FY 18/19

TIERS FY 16/17

Tier 1 (644 HCF) $2.81 $0.01 $2.82 $0.01 $2.83
Tier 2 (> 45 HCF $3.37 $0.01 $3.38 $0.02 $3.40
Recycled Water $2.24 $0.01 $2.25 $0.01 $2.26

PRIVATE FIRE PROTECTION-NSIBITHLY)

INC./(DEC.) INC./(DEC.)
FROM PRIO FROM PRIOR
METER SIZE FY 16/17 YEAR FY 17/18 YEAR FY 18/19
Fné

$19.30 $0.55 $19.85 $0.55 $21.00 $1.15
neé $24.80 $0.70 $25.50 $0.70 $27.00 $1.50
cé $36.40 $2.60 $39.00 $2.60 $41.50 $2.50
y € $44.20 $1.30 $45.50 $1.30 $48.00 $2.50
M€ $52.40 $1.50 $53.90 $1.50 $57.00 $3.10
MH £ $60.70 $1.75 $62.45 $1.75 $66.00 $3.55

BLACK & VEATCHExecutive Summary 11
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Finally, Table E®presents typicamonthly bills fordifferent customersn hundred cubic feet (hcf) per
month. A comparison to surrounding cities far singlefamily residential customer using5 hcf
(monthly) is shown in Figure BS

Table ES7: TypicaMonthly Billsfor City CustomergRates Effective March 1, 2015)

PROPOSED RATES
PERCENTAQ CURREN INCREASE
OF TOTAL | METER} USAGE BILL ($) PER INCREASH
CUSTOMER]| ACCOUNTYH SIZE (HCF) | $/MONTH | $/MONTH MONTH

Single Family

Residential 76.7% pKY 15 $44.41 $45.40 $0.99 2.2%
Commercial 9.60% H & 50 $171.51  $19994 28.43 16.6%
Industrial 0.18% c ¢ 500 $1,707.61 $1,899.11 $191.50 11.2%

[INTENTIONALLY LBEANK]
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Figure ES5: Monthly Single Family ReRSy G A | £ . A f {5HCPysagg)RateyaS df Odtdbdr §5R201M
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Introduction

This report was prepared for the City $anta AngCity) to document a muHlyear financil plan, the

cost of servicanalysisandthe design of &NJ 1 S &  NXzO (i dardsr Erfie2pNse This S the fiksti @ Q &
O2YLINBKSYyaArA@d@S S@rtdzidAzy 2F (KS [Thelsgetiigoad bfltie Gt |y
study were to:

1 Review and evaluate existing policies and procedures affegtility rates;

9 Evaluate the adequacy of projected revenues under existing rates to meet projected revenue
requirements;

1 Develop a Rehabilitation and Replacement (R&Rogram that will identify major capital
expenditures for thaVater system;

9 Createa sound financial plan for th&/ater Enterprisecovering dive-year study period for both
ongoing operations and planned capital improvements;

9 Allocate projected Fiscaledr (FY)revenue requirements tohe various customer class
accordance with the respective service requiremeatsj

1 Develop a suitableate schedule that producgrevenues adequatéo meet financial needs
while recognizing customer costs of service dmchl and state policy considerations such as
Proposition 218 and Senate BillX{SB7-7).

BACKGROUND

The City ofSanta Anas one of the oldest Cities i@rangeCountyincorporated in 1886. It encompasses
27.5 square miles and is locatagproximately35 milessoutheastof downtown Los Angeles. The City is
the governmental center oOrange Countwith a population of roughly24,%0 (2010 US Censugjhe
City owns and operatefirough the Department of Public Workso sef-supporting enterprises: Water
and Sewer

The Water Enterprise serves residential, commercial, industrial, institutional and irrigation customers by
providing potable and reclaimed water. To serve its customers, the Water Enteopisias water from

two primary sources:local groundvater from the Orange County Water District (OCWD) and import
water from the Metropolitan Water District of Southern California (MWD). Groundwater production
accounts for roughly 65 to 70 percent of the water supply and MWD imported water supplies provide
the remaining 30 to 35 percent. The City mainta@eut 500 miles of transmission and distribution
mains, eight reservoirs with a storage capacity of 49.3 million gallons, seven pumping stations, nineteen
wells, and seven import connections. The City aészeives recycled water after advanced treatment
from the Orange County Water District facility, Green Acres Project

PURPOSE

¢KS LJzN1}2aS 2F (GKAA NBLERNI Aa (2 LINBaSyid GKS FAYF
g + S| G OK QWalerQaaie dtRuéture2afid alternatives, financing, andpital needsThe capital

needs were based on the R&R Prograwaluation as well as additional reviews of planned system
improvements The study develops a financial plan that projects operating reveexpenses and

capital financing costs forthe A G @ Q& 9 y (oS hiMdydaSpla@idgyp&iad ending June 30,

2019. As part of the plan, future revenues under existing rates, operation and maintenance expense,

14
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principal and interest expense on ied debt, and capital improvement requirements are considered.
Annual projections of customers, water use, revenues, and expenditures have been made using
historical datdor the nextfive years.

SCOPE OF WORK

Black & Veatch was retained by the Cityd&velop a multiyear financial plan, conductast of service
analysisand designrates for both ofits enterprises.The results of a study of the projected revenues,
revenue requirements, costs of service, and rateswater service are presented hereifror purposes

of this report, the study period is thigve fiscal years beginning July 204 and ending June 30, 20.

Based on Proposition 218gencies may not seates in excess of-$ear incrementsnless otherwise
noted, references in this repori 2  &ALISOATFTAO &@SIFNJ INB FT2N GKS /A
confusion between calendar arfical years, the term F¥éfers to the year beginning Julyahd ending

June 30Black & Veatch has projectedvenues and revenue requirements for the sgugeriod based

on a review of historical factors and tel OK Sy ibSenudidhland &gltal budgets and financial
policies. The study of revenue requirements recognizes projected operation and maintenance (O&M)
expense, establishment and/or maintenanof reserve funds, and capital financing requirements.
Capital financing requirements include payments on outstanding bond issues as well as capital
improvement expenditures met from annual revenues and available reserve funds.

TheWater Enterpris@ & O2aid 2 F  ArGeNdan Weker WaiksS RssodiakiddWwA Manual
M1. This allocation methodology produces cost of service allocations recognizing the projected
customer service requirements for theity. Proposed rates are designed in accordanith allocated
cost of service and local policy considerations. The extent to which the existing rate structure recovers
revenues from customer classes in accordance with cost of service allocations is also evaluated.

OVERVIEW OF LEGALDANIDUSTRY BESTARRICES FOR C@Q%ISERVICE
STUDIES

Ratesetting procedures in California require that agencies responsible for imposing prepkatyd
charges must demonstrate a nexus between the cost of providing services and the services or benefits
received. The sta of California considers water and wastewater services as propeldyed fees and

as such, subject to state constitutional and statutory requirements. Presented in the next few sections
are brief summaries ohe relevant laws governing theusly.

Proposition 13

GovernmentCode Secti@m nntcX | R2LIGSR Ay mMdpTd LINRPOBARSAE GKFG @
which does not exceed the reasonable cost of providing the service or regulatory activity for which the

FSS A& OKINBSRO®E

Proposition 218

Calibrnia voters approved Proposition 218 in November 1996. This sapgproved initiative added

I NIAOGESa -LLL/ FyR 5 (42 0GKS [/ IFEtATFT2NYAL [/ 2yadAiddz
9aasSydaAarttes a RSTAY SMlewy éthertthaR ddadivaldrém2ak, aspegiaktaxy TS S
or an assessment, imposed by an agency upon a parcel or upon a person as an incident of property
26YSNARAKALE AyOfdzRAY3 | dzASNJ FSS 2NJ OKIFNHS F2NJ I LJ
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considered property related services while water charge were not defined as predated until the

2006 California Supreme Court decisionBighornDesert View Water Agency v. Verfdfter this
decision, water charges are now considered as propetigted fees and any new or increased water
charges must comply with the substantive and procedural requirements of Proposition 218. The
substantive requirements include:

1 Revenues derived from the fee or charge cannot exceed the funds required to prowde th
property related service.

1 Revenues derived from the fee or charge cannot be used for any other purpose other than for
which the fee or charge was imposed for.

1 A propertyrelated fee or charge cannot exceed the proportional cost of service attributable to
the parcel.

Proposition 26

California voters approved Proposition 26 in November 2010. Included in the language of proposition,
GKAOK T YSYRSR /IEAFT2NYAL [ 2yadAalddziazy ! NIAOES - L1
defined by Proposiy HcX | GFE A& lyé aftS@geéesr OKIFNHSS 2N ¢
32 0SNYYSyYyilé 6AGK ALISOATAOItte 2dzif AYySR SEOSLIiA2Yya

1 A charge imposed for a specific benefit conferred or a privilege granted directly to the payor
that is nd provided to those not charged, and which does not exceed the reasonable costs to
the local government of conferring the benefit or granting the privilege, and

1 A charge imposed for a specific government service or product provided directly to the payor
that is not provided to those not charged, and which does not exceed the reasonable costs to
the local government of providing the service or product.

t NEPLR2aAGA2Y Hc SadrofAiakSa GKIFIG GKS axt20Ft 320SN.
of the evidence that a levy, charge, or other exaction is not a tax, that the amount is no more than
necessary to cover the reasonable costs of the governmental activity, and that the manner in which
those costs are allocated to a payor bear a fair or reas@abNB f | G A2y aKAL) G2 GKS LI ¢
0SYySTFAGA NBOSAGSR FNRBYI GKS 3F20SNYyYSyidlt | OGA@AGeE

Government Code Sectio§b4999.7

Under this section, ratsetting activities by public agencies are directed to follow -cdstervice
principles and states thi FS5S& FT2NJ aXF2NJ LIzt A0 dziAf Aile& &ASNIIA

SEOSSR GKS NBlFraz2yloftS Oz2ad 2F LINRPGARAY3I (GKS dziAf
GSadlof AAaKSR Ay O2yaARSNI (A2¥NIRRFZ AISYNB A DBK NI NG (0% Bl

Generally Accepted Rat8etting Standards

The American Water Works Association (AWWA) and Water Environmental Federation (WEF) are the
industry organizations tasked with providing guidance on the operation and managerhesiter and
wastewater utilities. AWWA and WEF have established a general set of principles used to guide the
development of water and wastewater rates. These principles were developed to provide a consistent
approach and minimum standards to rasetting procedures. It is important to note that both AWWA

and WEF observe that there is no prescribed single approach for establishiFigasest rates. Rather,

16
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agencies must exercise judgment to align rates and charges with local conditions and requirements, a
well as applicable state law.

Black & Veatch has used the guidelines contained in the AWWA and WEF documents and followed the
applicable State law, including Proposition 218, to conduct the analyses contained herein.

DISCLAIMER

In conducting our studywe reviewed the books, records, agreements, and customer sales and financial
projections of theWater Enterpriseas we deemed necessary to express our opinion of the operating
results and projections. While we consider such books, records, documents, rejattipns to be
reliable, Black & Veatch has not verified the accuracy of these documents.

¢tKS LINP2SOGA2ya &St FT2NIK Ay (KHKA2 NGSLE NA G 605 25y |
formulating these projections, Black & Veatch has made certaimgssans with respect to conditions,

events, and circumstances that may occur in the future. The methodology utilized in performing the
analyses follows generally accepted practices for such projections. Such assumptions and methodologies

are reasonable andippropriate for the purpose for which they are used. While we believe the
assumptions are reasonable and the projection methodology valid, actual results may differ materially

from those projected, as influenced by the conditions, events, and circumstathes actually occur.

Such factors may include theityQa | 6Af Ade (G2 SESOdziS GKS OFLAGEE
and within budget, regional climate and weather conditions affecting the demand for water, and
adverse legislative, regulatory or Eglecisions (including environmental laws and regulations) affecting

the ability of any of theS y (i S NJabilily oSnia&iage tk system and meet water quality, waste

discharge, and / or other regulatory or environmermnaduirements.

[INTENTIONALLY LEFT BLANK]
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Water Rate Study
REVENUE AND REVERERUIREMENTS

To meet the costsassociated withproviding waterservicesto its customers the Water Enterprise
derives revenue froma variety of sources includingiater sales charges basic service charges,
reconnection fees, penalties, tag fees, rental of propeityterest earned fromthe investment of
available funds, and other miscellaneous revenues. The level of future regemaeated in the studis
projected through acombination of a analysis of historicadnd future system growth in terms of
number d accounts and water consption.

With revenue derived from the various sources, thvater Enterprisemeets the cash requirements of
operation and maintenanceQ&M); principal, interest, and reserve payments on revenue and other
bond indebtedness; and recurring annual capital expemes for replacements, system betterments,

and extensions not debt financed. Operation and maintenance expenses are those expenditures
necessary to maintain the system in good working order. Routine annual capital expenditures, which
include equipment @placements, consist of recurring annual replacements, minor extensions, and
betterments which are normally revenue financed. Other capital costs include principal and interest
payments, bond covenaatquired payments, andash financedapital improvemets.

Accounts andCustomer Usage Projections

To forecastrevenue, thecustomer accounts an@illed water sales volumeneeds to bedetermined
within the Water9 y 1 SNLINR 4 SQa waeNEinc@oratedNdtolthe equatidly fréjecting
the average number of customer accounts illustratedTiable 1and assessing an average use per
account to produce the billetater volumes shown iffable 2Based on théJrbanWater Management
Plan discussions with City stafind the impact of the droughtwater growth is estimated toremain
constant at 5,948,300hundred cubic feet (HCF) 06,812 acrefeet (AF)between FY14/15 and FY
18/19. The City under State mandate mugimply with Senate Bill X7, which stipulates a mandatory
reduction of 20 percent water used by 2020 for all water purveyors in CalifdtméaCity is at near built
out conditions and increase imater flow will result of increased density or infill edicant properties

[INTENTIONALLY LEFT BLANK]
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Table- 1: Average Number of Accounts

PROJECTED NUMBER\OEOUNTS

Single Family Residentic 35,491 35,491 35,491 35,491 35,491 35,491
Multi-Family Residential 3,633 3,633 3,633 3,633 3,633 3,633
Commercial 4,442 4,442 4,442 4,442 4,442 4,442
Industrial 84 84 84 84 84 84
Institutional 539 539 539 539 539 539
Irrigation 438 438 438 438 438 438
Outside City 45 45 45 45 45 45
Recycled Water 20 20 20 20 20 20
Fire Service 1,594 1,594 1,594 1,594 1,594 1,594
Total Accounts 46,286 46,286 46,286 46,286 46,286 46,286

Table- 2: Projected Billed Water Volumes
ESTIMATEL PROJECTED BILLEDUMHE._IN HCF

CUSTOMERLASS

Single Family Residentic 6,261,100 6,073,900 6,073,900 6,073,900 6,073,900 6,073,900
Multi-Family Residential 4,654,300 4,515,100 4,515,100 4,515,100 4,515,100 4,515,100

Commercial 2,878,900 2,792,800 2,792,800 2,792,800 2,792,800 2,792,800
Industrial 697,700 676,900 676,900 676,900 676,900 676,900
Institutional 1,276,700 1,238,500 1,238,500 1,238,500 1,238,500 1,238,500
Irrigation 570,300 553,200 553,200 553,200 553,200 553,200
Outside City 12,200 11,800 11,800 11,800 11,800 11,800
Recycled Water 88,800 86,100 86,100 86,100 86,100 86,100
TotalBilled Volume 16,440,000 15,948,300 15,948,300 15,948,300 15,948,300 15,948,300

Revenue Projections

The Citygenerates revenue fronbasic service chargegjater sales, reconnection fees, penalties, tag
fees, rental of property,interest earned from the investment of available funds, and other
miscellaneous revenueSince revenugenerated outside of bds service charges and water salee
not subject to rate increases, we have excluded themmftbis portion of the analysi These additional
revenuesources are incorporated later in tlzash flow portion of theeport.

BLACK & VEATCHVater Rate Study 19
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TheWater 9 y (i S NIrdNghueS# domposed of two partsa basic bionthly servicecharge anda
commoditycharge. Théimonthly servicecharge isa fixedamount based on meter size thatdssigned

to recover fixed costsyhich do not vary with the volume of water used by a customehsag meter
reading customer billing and debt serviceThe commodity charge is an amount based on units of
consumption which ismeasured bythe number of hundred cubic feet of water consumed during the
billing cyclelncluded in the commodity charge are the costs associated with water purchases. Since the
Water Enterprise has traditionally reviewed rates on an annual basis, any increaseth&ddrange
County Water Districand/or MWD for purchased water have beemdamporated in July.

Summarized ifable 3are the currentwater rates for all customer classes.

Table- 3: Existing Rates (Effective July 1, 2010)
BASIC SERVICE CHA®EEMONTHLY)

ALL PRIVATE FIR
METER SIZE CUSTOMERY PROTETION
5/8" $7.00
3/4" $11.00
1" $16.40
15" $23.40
2 $46.40 $14.00
3" $116.60 $14.00
4 $186.60 $18.00
6" $280.00 $24.00
y € $32.00
Mn € $38.00
MH € $44.00
[*IMulti -Family per unit charge $4.20

COMMODITY CHARGE ($/HCF)

TIERS FY 14/15

Tier 1 (644 HCF) $2.73
Tier 2 (Over 45 HCF) $3.15
Recycled Water $2.18

Incorporating the existing water rates with tilember of accounts andustomer usage projections,
water sales revenue under existing rates is tabulateshasvnin Table 4The anticipated revenue
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generated is expected te@main constant at $4,784,700throughout the study periodRetaimedwater
is primarily usedto meet landscape irrigation needs

Table- 4: Revenues under Existy Ratesn Thousands of Dollars

PROJECTED REVENUBERNEXISTING RATES/H( /) Q {
cUsTOMER CLASY FY 1314 | Fy 14/15| Fy 15116 | FY 1617 FY 1718 | FY 18119

Single Family Residential 19,0113 18,4942 18,4942 18,4942 18,4942 18,4942
Multi-FamilyResidential 13,9912 13,6058 13,6058 13,6058 13,6058 13,6058

Commercial 9,4561 9,1938 9,1938 9,1938 9,1938 9,1938
Industrial 2,2284 2,1631 2,1631 2,1631 2,1631 2,1631
Institutional 4,1696 4,0505 4,0505 4,0505 4,0505 4,0505
Irrigation 1,8444 1,7917 1,7917 1,7917 1,7917 1,7917
Outside City 37.2 36.0 36.0 36.0 36.0 36.0
Recycled Water 2069 2010 2010 2010 2010 2010
Fire Service 2486 2486 2486 2486 2486 2486
Total Revenue $51,1937 $49,7847  $49,7847  $49,7847 $49,7847 $49,7847

Operation and Maintenance Projections

In order to adequatehadjust rates it is necessary to project

operation and maintenance (O&M) expenses. Summarized i

Table 5are WaterQ drojected O&M expeditures. These

expenditures include costs retad to personnel (including

additional staff) contract services, operating suppliesilities

and general administrativeThe forecasted expenditures are

oFrasSR . tF0O1 9 +£SIFGOK YR /[ Al as |
The table to the right summarizesek assumptions for

inflation ratesused in the O&M expense projectiorBhelevelsof adjustmentillustrated on the right
are consistent with recent increases seen throughout the area.

For the purposes of this study, no escalation factor is applied to iradavater sources. The volatility of

water supply and wholesale costs are not itk G KS / AdéQa O2y iNRfT | a &dzOK
purchased water and pumped water increasésa passhrough mechanismThe OCWD is responsible

for managing the groundwater basin from which the City punipy. C, M o0 Kk WasiBpunipké / A (& Q
LISNOSyGF3S o6.tt0 61& 17n LISNOSYd YR h/25Q& 0dzR3ISI
intent to increase the BPP to 75 ngent and increase its water supply portfolio through increasing

capacity at the Groundwater Replenishment System (GWRS) and purchasing water from the Huntington
Beach Desalination Project. For the purposes of this Stugly tal severe drought condition8lack &

Veatch is estimating an average 68 percent for the study period.
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