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What is a Rate Study?

Rate Study Overview

- Comprehensive analysis of a utility’s expenses and revenues
* Previous studies completed in 2019

* A rate study analyzes
« Operational expenses, capital projects, reserves, and revenue stability

- Reasons to conduct a rate study
 Ensure financial sustainability
- Meet regulatory requirements
 Provide reliable service to customers



Rate-making Objectives

Rate Study Overview

 Provide revenue sufficiency and financial stability to fund
the projected capital and O&M costs of the City’s enterprises

 Meet the City’s reserve fund targets for each enterprise.

- Rate payer equity
= Each class pays its proportionate share of the cost of service

 Customers understand proposed rates
- Rates are practical and implementable
 Transparent process for the public



Additional City Objectives ‘ﬂ
T

Rate Study Overview

« Establish fund reserve policies

« Evaluate staffing level changes and the impact to rates

« Assistance with responses to written objections in compliance with Assembly Bill 2257
« Development of website material to assist with ratepayer outreach and education

« Refinements to the existing Utility Assistance Program

* Analysis of a separate Ashland service area water rate

« Revision of East Area and Folsom Plan Area water surcharge rates

« Analysis of a potential fee for Sutter Street interceptor cleaning



Rate Study Process

Rate Study Overview

Revenue
Requirement
Projections

e How much revenue
is needed from
rates for the utility?

Cost-of-Service
Analysis

e How much revenue
is each customer
class responsible
for?

Rate Design

e How are rates
structured among
the customer
classes?




Revenue Requirement

Rate Study Overview

Expenses:
= Operations and Maintenance Expenses
= Labor, equipment, utilities, insurance, tools, regulatory compliance
= Capital Improvement Expenditures
= Retrofits, upgrades, replacements of system assets

Revenues:
= Rate revenues

= Non operating revenues which reduce ratepayer burden
» Testing fees, penalties, transfers from other funds
= Capacity fee revenues which support capital project funding




What is Cost-of-Service Analysis? ‘ﬁ
||

Rate Study Overview

 Fees and charges must be proportional to the cost of providing
service

« COS analysis apportions costs to fees and charges in proportion
to the service provided

« COS analysis should be performed periodically
« Any time rate structures are modified

« When proportions among rate structure components shift (i.e., fixed vs. variable)
« When proportions among customer categories shift



Steps of the Cost-of-Service Analysis ‘ﬂ
1

Rate Study Overview

- Methodology is promulgated by the American Water Works
Association
« Base-Extra Capacity approach
« M1 Manual - Principles of Water Rates, Fees, and Charges
« Well established, long standing, supported by courts

- Three-step allocation process
1. Allocate revenue requirement to functions
2. Allocate “functionalized” costs to services
3. Allocate demand service costs to customer categories

- Followed by rate structure design



Water Rate Design

Rate Study Overview

- What are the City’s existing water rate structures?

» Fixed service charge + volumetric charges

« Residential customers - fixed charge per dwelling unit + three-tiered
volumetric charge

« Non-residential customers - fixed charge graduated by meter size +
volumetric charge is a uniform rate

- Initial approach — maintain existing rate structure




Water Rate Design

Rate Study Overview

« COS Analysis determines cost recovery attributable to service
(fixed) and volumetric (variable) charges
« Service charges
« Service cost proportion divided by capacity of water meters in service

»

« Volumetric charges
« Demand service cost categories for Residential customers determine costs per tier

« Demand service cost categories for Non-residential customers are combined and
divided by total water use >




Sewer Collection Rate Design ‘f.
1

Rate Study Overview

- What are the City’s existing sewer rate structures?
« Residential customers - pay fixed charge per dwelling unit

* Non-residential customers - rates mirror structure of SASD (treatment)
« Examples:
« Charge per building area, per student, per winter water use

- Initial approach — maintain existing rate structure
« Sacramento Area Sewer District collects rates for treatment




Sewer Collection Rate Design ‘ﬂ
Rate Study Overview i II

« COS Analysis determines unit rates for cost recovery
« Unit rate for fixed costs ($/dwelling or $/account)
« Unit rate for variable costs ($/estimated sewered water use)

- Total Rate = Fixed + Variable COS Charges divided by billing
units

Customer Type Monthly Rate Unit of Service
Residential Home Per dwelling
Multi-Family Unit Per dwelling
Auto Dealer Per 1,000 sq ft

Bakeries Per 1,000 sq ft
Primary Schools Per 100 students




Proposition 218 Substantive Requirements ‘ﬂ
11§

Rate Study Overview

Rates must meet the following requirements:

= & & @

Total revenues Revenues from Rates must Service must be
cannot exceed rates cannot be proportionately immediately
total costs of used for other allocate costs to available to all
service purposes each customer ratepayers
class



Proposition 218 Procedural Requirements ‘ﬂ
Rate Study Overview | &l
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Mail notice to property
owners and/or ratepayers at

least 45 days prior to hearing Notice must include:

» Proposed rates
« Reasons for increase
« Basis for rate calculation (rate
study)
« Date/time of public hearing on

rate adoption

Hold public hearing and
tabulate protests
If protests received from majority

of parcels subject to rates, then
cannot adopt rates




AB 2257 Objection Procedure ‘ﬂ
||

Rate Study Overview

= AB 2257 Procedural Requirements
« Minimum 45-day objection period
« Potential challengers must submit an objection to the rates
« Describe the exhaustion requirements in the Proposition 218 Notice
« Link to rate study in the Proposition 218 Notice
« Respond in writing to all valid, written objections

= Benefits of Procedure
» Prohibits litigation if a prior objection is not submitted

. moving forward if no objections are filed or no
objection is made to a particular element of the rates



AB 2257 Objection Procedure ‘ﬂ
||

Rate Study Overview

= Best Practices — Requirements for an Objection

« Require all objections to be clearly labeled and filed separately from protests

« Explain that objections are for legal challenges and protests are to attempt to prevent
adoption of rates

« Require objections to state the legal and factual basis for the objection
« If objections supported by expert analysis, include expert’s contact and qualifications




Proposition 218/AB 2257 Process ‘ﬂ
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Rate Study Overview

October-November 2026

'45—day period for AB 2257 objections
and Proposition 218 protest period

O September 2026 January 1, 2027

Present proposed rate to

: 2027 Rates implemented for
Council.

' HF&H and City to address objections future billing
Obtain approval to begin ' received
Proposition 218 process
o @ o

Public Hearing during Regular

Mail P ition 218 Noti : ‘
ail Proposition 218 Notice to Council Meeting

users, initiate the AB 2257
Objection and Protest Procedure

Upon Council approval, adopt

‘ rate
@ October 2026
December 2026



Public Outreach

Rate Study Overview

« 4 Utility Commission Meetings
« Meetings will be recorded and posted to the City’s webpage

« 1 Weekend Public Workshop

- 2 Presentations to City Council

 Proposition 218 Notice Mailed to Ratepayers
 Public Hearing

- City’'s e-newsletter, mailed newsletter, social media, and
dedicated webpage



Rate Study Schedule ‘fk
Rate Study Overview [ I&I
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« 18-month Process

- Goal: Set rates to go into effect January 1, 2027

Schedule:

* Project Kick-off Meeting| July 2025

 Conduct Financial Analysis | July 2025 - October 2025

 Provide Overview Presentation to UC | October 2025

« Conduct Cost-of-Service Study | October 2025 - December 2025

- Develop Rate Recommendations | December 2025 - January 2026



Rate Study Schedule (Continued) ‘f;
Rate Study Overview 1| &l
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 Hold (3) Meetings with UC | February 2026 - May 2026

- Present findings to City Council | June 2026

« Conduct Public Workshop | July 2026

 Present Recommendations to City Council | September 2026

« Conduct Prop 218 AB 2257 Objection Processes | Oct — Nov. 2026
 Hold Public Hearing | December 2026



Current Status of Rate Study ‘ﬂ
1

Rate Study Overview

 Develop 10-year financial models
« Revenue and expense projections
« Reserve fund balance projections
« Review of reserve fund balance policies
 Determine annual rate revenue adjustments




Next Steps

Rate Study Overview

« Conduct Cost-of-Service Analysis
« Determine each customer’s proportional share of water and sewer services

 Conduct Rate Design
 Develop rate recommendations and analyze bill impacts

- Communicate Results to obtain Stakeholder Approval

« Public outreach
* Online bill calculator, City website materials

- Implementation
« Conduct Proposition 218 and AB 2257 Processes
« Hold Public Hearing



Questions/Discussion
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