
 

PUBLIC WORKS DEPARTMENT
 

Council Meeting Date: May 18, 2010
Staff Report #: 10-067

 
Agenda Item #: E1  

PUBLIC HEARING: Adoption of a Resolution Approving a 16.5 Percent Annual 
Increase in Water Meter and Consumption Charges in Each of 
the Next Five Years Utilizing the Current Rate Structure 
(Alternative 1); Increasing the Capital Surcharge from $0.35 to 
$0.41 per ccf in Fiscal Year 2010-11 and then Annually Adjust 
to the Bay Area Construction Cost Index for Subsequent 
Years; and Implementing Pass-Throughs of Any San 
Francisco Public Utilities Commission (SFPUC) Increases 
Above Current Projections at Cost 

 

 

RECOMMENDATION 
 
Staff recommends that the City Council adopt a resolution to: 
 

1. Approve a 16.5 percent annual increase in water meter and consumption 
charges in each of the next five years utilizing the current rate structure 
(Alternative 1); and 
 

2. Increase the capital surcharge from $0.35/ccf to $0.41/ccf in FY 2010-11 and 
then annually adjust to the Bay Area Construction Cost Index (Bay Area CCI) for 
subsequent years; and 
 

3. Implement pass-throughs of any San Francisco Public Utilities Commission 
(SFPUC) increases above current projections at cost. 

 
BACKGROUND 
 
The City is responsible for operation, maintenance, and repair of its water distribution 
system.  It provides water to approximately 4,300 connections, serving about 14,000 
people in the western and eastern portions of the City.  Cal Water provides water to the 
central portion of the City, and O’Connor Tract Cooperative Water Company provides 
water to a small area in the Willows neighborhood. 
 
The City relies on a single source of potable water – the Hetch Hetchy regional water 
system operated by the SFPUC.  Because SFPUC is in the midst of planning and 
constructing major rehabilitation and improvement projects to the Hetch Hetchy system, 
they are projecting considerable wholesale water cost increases.  Approximately 55% of 
the water 2009-10 operating budget expenses are for the purchase of SFPUC 
wholesale water.  This percentage is expected to increase significantly over the next ten 
years. 
 
In addition to planning for increases in SFPUC wholesale water costs, the City is 
continually improving its distribution system reliability.  One such project is the 
evaluation of sites for emergency water supply.  Design, environmental review, and 
construction of up to three wells, and related facilities are estimated to cost over $7 
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million.  Water enterprise capital reserves and revenues are available to fund these 
project costs. 
 
The water district is a self-supporting enterprise where revenues from water sales 
finance operations and capital needs.  The last comprehensive rate study occurred in 
FY 2005-06.  In April 2006, Council approved increasing rates by 11.9% annually for the 
next four fiscal years, with the last increase occurring on July 1, 2009.  That rate study 
assumed a total SFPUC wholesale rate increase through FY 2009-10 of about 31.4%.  
However, SFPUC wholesale rates actually increased by 61.8%.  Operating expenses 
have exceeded revenues by about 5% annually over the last four fiscal years as a result 
of those wholesale rate increases.  Fortunately, capital and operating fund balances 
have allowed the City to meet these costs. 
 
In November 2009, the City retained Bartle Wells Associates (Bartle Wells) to complete 
a comprehensive water rate study (Attachment B).  Major objectives of the study 
included: 
 

 Ensure the continued financial health and stability of the City’s water enterprise; 
 

 Develop a five-year projection of operating and capital revenue requirements for 
the water utility; 

 

 Recommend rates to meet revenue requirements; 
 

 Evaluate alternative water rate structures, where possible, to encourage water 
conservation; and 

 

 Maintain equity among all users and ensure compliance with Proposition 218 and 
all other statutory requirements. 

 
On March 23, 2010, staff presented information on the Bartle Wells water rate study to 
the City Council and asked for direction to prepare and mail the Proposition 218 notice 
indicating the following: 
 

 The rate structure alternatives (i.e. number of tiers) and maximum rates to be 
considered for the May 18th public hearing; 

 

 The increased monthly meter charges for the five years; 
 

 The increased capital surcharge from $0.35/ccf to $0.41/ccf for the first year, and 
then annually adjusted to the Bay Area CCI, a measure of the changing costs of 
capital construction; and 

 

 Information regarding pass-through of any SFPUC increases above current 
projections at cost. 

 
On March 30, 2010, the City mailed notices to approximately 3,600 property owners as 
required per California Constitution Article XIIID (known as Proposition 218).  The notice 
showed the maximum proposed rates to be adopted over the five year period, how a 
property owner could submit a written protest, information on the May 18, 2010, City 
Council public hearing, and information on an April 21, 2010, Community Meeting. The 
notice also included a pass through provision should SFPUC increase wholesale rates 
beyond that projected or if the City is required to pay new water management, or other 
regulatory or environmental charges to SFPUC. 
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To date, staff has received four phone calls (Attachment C) and two protest letters 
(Attachment D) from residents.  The written protests both objected to the rate increases.  
Two residents attended the April 21, 2010, Community Meeting.  One resident had 
questions regarding the need for rate increases but did not object to them.  The other 
resident was a senior citizen with a large landscape area who objected to any increase, 
and particularly objected to the potential steeper “conservation tier” in Alternative 3.  
The other inquiries related to understanding the need to increase rates.  Staff did not 
receive any phone calls or protests letters from business owners. 
 
ANALYSIS 
 
The MPMWD water rates consist of three elements: 
 

1. Monthly service charge based on meter size; 
 

2. Capital surcharge, currently $0.35 per hundred cubic feet (ccf) of water use; and 
 

3. Consumption charge based on the measured amount of water consumed. 
 
Tables 1 and 2 show current monthly service charges and water rates. 
 

Table 1 

Current Monthly Service Charges 

Meter Size Monthly Service Charge 
¾” or smaller $7.84 

1” $12.54 
1 ½” $25.87 

2” $41.55 
3” $76.04 
4” $117.59 
6” $261.06 
8” $579.34 

10” $1285.68 
 

Table 2 

Current Water Rates 

Water 
Consumption, 

ccf 

Consumption 
Charge, $/ccf 

Capital 
Surcharge, 

$/ccf 

TOTAL 
Consumption 

Charge, $ per ccf 
0-5 $1.25 $0.35 $1.60 

6 - 10 $1.57 $0.35 $1.92 
11 - 25 $1.88 $0.35 $2.23 

> 25 $2.51 $0.35 $2.86 
  Less than SFPUC current wholesale rate of $1.65/ccf. 

 
The average single family home uses about 14 ccf of water per month and is billed 
$34.36 per month.  The City currently purchases water from SFPUC for $1.65/ccf but 
sells water for less than the cost in the first two consumption tiers. 
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Capital Surcharge 
 
The City’s 5-year Capital Improvement Plan (CIP) lists several water system 
maintenance and improvement projects that will benefit customers.  The City anticipates 
spending over $13 million for water system projects over the next five years 
(approximately $2.6 million for the new Sharon Heights Pump Station and reroofing 
Reservoir 2, plus $10.8 million in new capital projects such as water main repairs and 
replacements, an emergency water supply project, and meter improvements to enable 
automated reading).  To finance these improvements, the City uses existing capital 
reserves and revenues from water capital surcharges.  A volume surcharge is the most 
equitable way of financing water facilities because it is based on demand.  Revenues 
from the charge are separated from other water system revenues and are used to fund 
capital improvement projects. 
 
The capital surcharge was developed in 1990 and has remained at $0.35/ccf for the last 
20 years.  The Bay Area CCI has increased about 16% since the last rate study was 
completed (FY 2005/06) and the City’s capital surcharge has not kept up with these 
increasing costs.  Staff recommends a 16% increase beginning in FY 2010/11, when 
the new charge would be $0.41/ccf, and then annually adjust to the Bay Area CCI. 
 
Minimum Fund Reserves 
 
Bartle Wells evaluated the amount of reserves necessary and prudent for both the 
operating reserves and the capital reserves.  They recommend an operating reserve of 
four months of operating expenses, and a capital reserve of $1 million by FY 2014/15.  
These guidelines were used in developing recommendations for the five-year rate plan. 
 
Operating Reserves 
 
Wholesale water costs are projected to increase dramatically in the coming years and 
an operating reserve can provide a cushion to help even out rate adjustments to 
customers.  The water operating reserve has diminished since the 2005-06 water rate 
study.  As of the start of FY 2009-10, it held about $875,000, or two months of operating 
expenses.  Industry best practice suggests that an operating reserve of three to six 
months is sufficient for a utility of this size.  Bartle Wells built into its cash flow modeling 
the assumption that the total fund balance will include a reserve of four months of 
operating expenses by FY 2014-15. 
 
Capital Reserves 
 
The City maintains  two reservoirs, a pump station, over 55 miles of water mains, 4,300 
meters, 800 valves, 330 fire hydrants, 75 backflow prevention devices, 40 flushing 
points, and 13 water quality sampling sites.  The water capital reserve is used for 
emergency repairs and to plan, design and construct ongoing improvements to the 
water system.  Replacements and upgrades to water facilities can cost many millions of 
dollars but are necessary in order to maintain infrastructure, meet regulatory 
requirements and adequately and reliably supply customer demand.  When a 
breakdown occurs or equipment fails, the City is obligated to make repairs immediately. 
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Water utilities assume that they should be prepared to handle and pay for one major 
equipment emergency during a typical year.  Bartle Wells built into its cash flow 
modeling the assumption that, by FY 2014-15, the total fund balance will include a 
capital reserve of $1 million. 
 
Water Rate Charges 
 
The SFPUC is in the midst of planning and constructing major rehabilitation and 
improvement projects to the Hetch Hetchy system and has provided future projections 
of its increases in wholesale rates.  The 2005-06 rate study assumed a total SFPUC 
wholesale rate increase through FY 2009-10 of about 31.4%, however, the SFPUC 
wholesale rates actually increased by 61.8%. 
 
Table 4 compares projected SFPUC wholesale rate increases to actual increases, and 
to water rate increases recommended by City staff which would be sufficient to cover 
expenses over the next five years. 
 

Table 4 

SFPUC Wholesale Rates vs. Recommended City Rate Increases 

Fiscal Year 
SFPUC 

Projected Rate 
Increase1 (%) 

SFPUC 
Actual Rate 
Increase (%) 

City Rate Increases (%) 

2006-2007 13.7 19.6 11.9 Actual 
2007-2008 8.6 6.6 11.9 Actual 
2008-2009 -2.4 10.0 11.9 Actual 
2009-2010 8.9 15.7 11.9 Actual 
2010-2011 15.2 - 16.5 Recommended 
2011-2012 10.2 - 16.5 Recommended 
2012-2013 29.2 - 16.5 Recommended 
2013-2014 5.3 - 16.5 Recommended 
2014-2015 12.6 - 16.5 Recommended 
2015-2016 20.4 - - - 
2016-2017 -2.5 - - - 
2017-2018 0.1 - - - 
2018-2019 0.7 - - - 
2019-2020 -1.3 - - - 

1 Rate for FY 2006-07 through 2009-10 from SFPUC projections published 
in 2006.  Rate estimates for FY 2010-11 and beyond provided by SFPUC 
in March 2010. 

 

 
Operating Expenses and Revenues 
 
Although the exact amount of the wholesale rate increases is not available, the 
increases in SFPUC wholesale rates will greatly affect the water operating expenses.  
Adopting a plan prior to actual SFPUC increases will enable the City to reduce the 
impact of those increases and phase them in over a five year period. 
 
The City’s current rates are well below those of neighboring water purveyors.  In 2008, 
the Bay Area Water Supply and Conservation Agency (BAWSCA) completed its survey 
of member agencies’ water rates.  Compared to the average monthly bill for residential 
customers of the other 27 agencies, MPMWD average bill is in the lower one-third of the 
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list.  Attachment E shows a comparison of monthly bills for BAWSCA agencies for July 
2008 from BAWSCA’s most recent Annual Survey. 
 
The Need for Rate Increases 
 
Rate increases are needed for the following reasons: 
 

 General operating expenses are expected to increase by 3-5% annually, based 
on historic trends. 

 

 Wholesale water rates from the SFPUC are projected to more than double by FY 
2014-15 in order to pay for capital improvement projects currently underway to 
repair, replace, and seismically upgrade the Hetch Hetchy system. 

 

 Water expenses have exceeded revenues and the shortfall is being funded from 
a drawdown of operating reserves.  With a 16.5% rate increase each year, the 
City would reach operating fund self-sufficiency by FY 2014-15.  A failure to raise 
rates every year will result in the need for substantially higher rate increases in 
following years. 

 

 The City has several key capital improvement projects planned for the next five 
years that will improve efficiency and water delivery (water main replacements, 
emergency water supplies, and automated meter reading equipment). 

 

 The new Water Supply Agreement approved by BAWSCA members last summer 
delegates authority to the BAWSCA Board of Directors to have SFPUC collect a 
“water management charge” to support BAWSCA water conservation programs 
and develop reliable, alternative, long-term water supplies.  The recommended 
16.5% annual water rate increase does not include the water management 
charge.  The possible pass-through of this charge was included in the 
Proposition 218 notice.  BAWSCA has indicated the charge will equate to 
approximately one percent of the wholesale cost of water.  The pass-through 
charge would be one percent of the consumption charges and would not apply to 
the capital surcharge. 

 
Rate Structure Alternatives 
 
Bartle Wells evaluated three alternatives for water rate structures.  Each alternative 
would achieve operating fund self-sufficiency by FY 2014/15, and would achieve the 
same level of revenue.  All alternatives include a 16.5% annual increase to monthly 
meter charges, the one-time 16% capital surcharge increase, and a rebalancing of 
available fund reserves in the capital and operating funds to meet short-term revenue 
shortfalls within the five year planning period.  The alternatives differ by the number of 
tiers and rate per volume of water purchased as shown in Table 5. 
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Table 5 

Comparison of Alternative Rate Structures 

Alternative 
Single Family (SF) 

Residential Customers 
(price range over 5-yrs)

All Other Customers 
(Multi-Family, 
Commercial, 

Industrial, Irrigation) 
(price over 5-yrs) 

General Comments 

1 
Existing 

Structure 

4 Tiers 
0-5 ccf: $1.46 - $2.69/ccf 
6-10 ccf: $1.83 - $3.37/ccf 

11-25 ccf: $2.19 - $4.04/ccf 
>25 ccf: $2.93 - $5.39/ccf

4 Tiers 
Same as SF Residential 

Maintain the current 4-tier 
rate structure for all 

customers. 

2 
Create 

Commercial 
Tiers 

4 Tiers 
0-5 ccf: $1.46 - $2.69/ccf 
6-10 ccf: $1.83 - $3.37/ccf 

11-25 ccf: $2.19 - $4.04/ccf 
>25 ccf: $2.93 - $5.39/ccf 

2 Tiers 
0-50 ccf: $2.07 - $3.82/ccf 
>50 ccf: $3.00 - $5.52/ccf 

Maintain the current 4-tier 
rate structure for single 
family customers.  All 

other customers convert 
to a 2-tier rate structure. 

3 
Steepen 

Residential 
Tiers 

4 Tiers 
0-5 ccf: $1.25 - $2.30/ccf 
6-10 ccf: $1.56 - $2.87/ccf 

11-25 ccf: $2.08 - $3.83/ccf 
>25 ccf: $4.16 - $7.66/ccf 

2 Tiers 
0-50 ccf: $2.07 - $3.82/ccf 
>50 ccf: $3.00 - $5.52/ccf 

Maintain a 4–tier rate 
structure for SF 

residential customers but 
steepen tiers to 

encourage additional 
conservation.  All other 

customers convert to a 2-
tier structure. 

 
All alternatives use a four-tier rate structure for residential customers, with water sales 
in the bottom tier at less than the purchase cost from SFPUC.  The Council may want to 
consider whether this practice should continue for future years. 
 
Alternative 1 would keep the status quo, i.e. maintain the current 4-tier rate structure for 
all customers.  All customers would be equally impacted by the uniform, 16.5% annual 
rate increase for the next five years.  The clearest advantage is its simplicity.  Existing 
customers are well-acquainted with the current system, and Bartle Wells determined 
that this rate structure is, by and large, equitable and fair to all classes.  One 
disadvantage is that the tiered rates apply equally to all customer classes, which means 
that a single family home gets the same tier structure as a large industrial customer.  
Because tiers are generally set based on the water usage of a typical single family 
home, the tiers are less relevant to a large water user that consumes thousands of units 
of water monthly.  Staff recommends continuing under this rate structure due to its 
familiarity and the feedback received at the Community Meeting on April 21, 2010. 
 
Alternative 2 would maintain the current 4-tier rate structure for single family customers, 
and transition all other customer classes (multi-family residential, commercial, industrial, 
and irrigation) to a 2-tier rate structure.  Single family users would see a 16.5% uniform 
increase for the 5 years.  The non-single family rate would shift to a new 2-tier rate 
structure in the first year (generating 16.5% revenue), and then would see a uniform 
16.5% increase for years 2-5.  The first tier provides for “basic” water use, up to 50 ccf 
per month.  Many small businesses would fall into this first tier, and larger businesses 
would have most indoor use fall into this tier.  The first tier price would be set at 
approximately the second or third tier price for single family accounts.  The second tier 
would be for all water consumption above 50 ccf and would slightly exceed the fourth 
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tier price for single family accounts.  One advantage is that single family customers 
would remain on their existing rate structure and there are fewer tiers for larger 
customers.  A disadvantage is that large users would realize reduced rates which may 
erode the current incentive to conserve.  In general, moderate commercial users (such 
as restaurants) would see slightly lower bills than under Alternative 1, and the smallest 
business users would see slightly larger bills.  Staff is not recommending Alternative 2 
because the smallest business users would see slightly larger bills. 
 
Alternative 3 would transition single family customers to a steeper 4-tier rate structure to 
encourage additional conservation, and transition all other customer classes to a 2-tier 
rate structure.  Single family users would see steeper rates for the first year (generating 
16.5% more revenue), and then would see a uniform 16.5% increase for years 2-5.  The 
non-single family rate would shift to a new 2-tier rate structure in the first year 
(generating 16.5% revenue), and then would see a uniform 16.5% increase for years 2-
5.  For single family users, the biggest advantage is that water-conserving customers 
would be rewarded with reduced bills, while higher users pay more for their usage.  A 
disadvantage is that the steeper tiers would lead to a slightly larger rate increase (in 
year one) for the biggest single family users, as some of their consumption is shifted to 
more costly tiers.  The 4-tier single family rate structure maintains the same tier sizes; 
the only difference is the unit cost of water.  For non-single family customers, the 2-tier 
rate structure would be identical to that described in Alternative 2.  Staff is not 
recommending Alternative 3 because the smallest business users would see slightly 
larger bills, and the largest single family residential water users would see significantly 
larger bills, which raised objection at the April 21 Community Meeting. 
 
Tables 15 and 16 in Attachment B illustrate the impacts each of the alternatives would 
have on the various customer classes and the percentage of affected customers. 
 
Bartle Wells also recommends a 16.5% increase each year for monthly meter charges 
as shown in Table 6. 
 

Table 6 
Monthly Meter Charges 

Meter Size 
All Customers 

(price range over 5-years)
5/8” $9.14 – $16.84 
3/4” $9.14 – $16.84 
1” $14.61 - $26.94 

1-1/2” $30.15 - $55.57 
2” $48.42 - $89.26 
3” $88.62 - $163.35 
4” $137.04 - $252.61 
6” $304.24 - $560.81 
8” $675.16 - $1,244.54 

10” $1,498.33 - $2,761.91 
 



Page 9 of 10 
Staff Report #: 10-067 
 

Proposition 218 Notification Requirements 
 
Article XIII(D) of the California State Constitution, also known as Proposition 218, 
requires that prior to adopting a property-related fee change (including water rates) 
property owners must be notified.  The notice must be mailed to every property owner 
served by MPMWD showing the proposed rate, the rate structure, and the time, date, 
and place for the public hearing.  The public hearing must occur more than 45 days 
after the notice is mailed to allow property owners an opportunity to submit written 
protests to the proposed rates.  On March 30, 2010, the City mailed notices to 
approximately 3,600 property owners as required. 
 
New legislation (AB 3030), signed into law in September 2008, allows public utility 
providers to adopt a schedule for inflation and wholesale rate pass-throughs provided 
they do not apply for more than five-years without a new protest hearing, and that the 
utility provider gives 30 days written notice to ratepayers each time a pass-through is 
implemented.  The Proposition 218 notice included language to enable the MPMWD to 
pass-through SFPUC’s wholesale rate increases if they exceed the maximum rate 
noticed, the “water management charge,” and any other regulatory charges or fees that 
arise during the five-year period. 
 
If adopted, new rates would become effective July 1, 2010, and then would be annually 
adjusted for the next five years. 
 
Staff Recommendation 
 
Staff believes that Alternative 1, which maintains the current 4-tier rate structure for all 
customers, is the best option.  All customers would be equally impacted by the uniform, 
16.5% annual rate increase for the next five years.  Existing customers are well-
acquainted with the current system and this rate structure is believed to be equitable 
and fair to all classes.  Also, the limited input received at the Community meeting 
indicated that this alternative would be the least objectionable of the proposed rate 
structures. 
 
Staff recommends that the City Council adopt a resolution to do the following: 
 

1. Approve a 16.5 % annual increase in water meter and consumption charges in 
each of the next five years (Alternative 1); 
 

2. Increase the capital surcharge from $0.35/ccf to $0.41/ccf in FY 2010-11 and 
then annually adjust to the Bay Area Construction Cost Index (Bay Area CCI) for 
subsequent years; and 
 

3. Implement pass-through of any San Francisco Public Utilities Commission 
(SFPUC) increases above current projections at cost. 

 
IMPACT ON CITY RESOURCES 
 
Approving the staff recommendation will ensure the sufficiency of the operating reserve 
and the capital reserve for the next five years.  If reserves are not adequate, a loan from 
the General Fund may be required to finance future repairs, improvements or 
purchases.  






































































































