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SECTION I .   EXECUTIVE SUM M ARY 

INTRODUCTION AND BACKGROUND 

The City of St. Helena retained The Reed Group, Inc. to update the City’s five-year 
financial plans and user rates for the City’s water and wastewater utilities.  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 last comprehensive rate study was completed in 2007, and resulted 
in scheduled rate adjustments through January 2010. 

At this point in time, the City’s water and wastewater utilities both face financial 
challenges.  In 2006, the City entered into an agreement with the City of Napa to purchase 
treated water to supplement the City’s Bell Canyon Reservoir and local groundwater 
supplies.  In 2009, the agreement was amended allowing and also requiring the City to 
purchase more water from Napa.  The amended agreement with Napa allows for increased 
delivery of water for the City’s use.  Agreement terms related to both minimum water 
purchases, as well as allowable purchases (under specified conditions) increased with the 
amendment. As a result of the amended agreement the City’s water supply costs increased 
significantly.  In addition, significant capital improvements are needed in both the water 
and wastewater systems.  Aging infrastructure, regulatory requirements, and system 
demands are all making system upgrades increasingly urgent.  In order to undertake 
planned capital improvement projects, the City will need to finance both water and 
wastewater projects.  The financial planning and rate analyses reflected in this report 
provide a plan and strategy for financing capital projects over the next five years. 

In addition, the City is also considering additional ways to encourage water 
conservation and efficient water use, as well as improve the equity of both water and 
wastewater rates across all customer classes.  Rate structure recommendations contained 
herein are intended to help the City achieve these policy objectives. 

The scope of services for the water and wastewater rate 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. 

 Examine the future impact of issuing new long-term debt related to water and 
wastewater system improvements. 

 Recommend water and wastewater rate structure changes to improve equity and 
further encourage water conservation, and prepare rate schedules for 
implementation beginning in July 2011. 

 Present preliminary recommendations to the City Council to review the 
assumptions and conclusions from the financial plan and rate analyses. 
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 Prepare a water and wastewater rate study report (this report) to document the 
analyses performed during the study. 

 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 regarding the water and 
wastewater rates and to present the financial plan for each utility. 

FINANCIAL PLANS AND REVENUE NEEDS 

Financial plan findings and recommendations are summarized below for both the 
water and wastewater utilities. 

Water Utility 

Until recently, the water utility has been able to cover operating and maintenance costs, 
including debt service payments, through current rates and other revenues.  However, 
largely as a result of required water purchases from the City of Napa, as well as reduced 
overall water demands, it is no longer possible for the water utility to cover operating and 
maintenance costs and meet debt repayment and debt service coverage requirements with 
current revenues.  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 covenant.  In addition, a significant backlog of 
capital improvement projects, including removal of the Upper Reservoir Dam, will require 
the City to issue additional debt to undertake needed projects. 

The financial condition of the water utility can be summarized with a few salient 
points.  At present, the City’s water utility has: 

• Insufficient cash in the operating fund, 

• Current annual operating and maintenance costs, including debt service 
obligations totaling about $3.8 million, which includes more than $1.2 million in 
water purchases from Napa, 

• Current annual water utility revenues of about $2.9 million, and 

• Planned water system capital improvements in FY 11-12 totaling about $6.8 
million, with $3.1 million associated with the Upper Reservoir Dam removal 
project. 

The water utility has insufficient resources to fund the planned capital improvement 
program.  The City plans on issuing additional long-term debt to help finance needed 
projects, including removal of Upper Reservoir Dam.  To provide adequate funding, it is 
estimated that the City will need to issue about $7.5 million in new debt for the water 
system in 2011.  Because the wastewater utility will also need financing (about $2.0 million) 
to support capital projects in FY 11-12, it is assumed that a joint water and wastewater 
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issue will be pursued, whereby costs of issuance can be spread over both utilities, 
improving the economics of the issue.  Estimated terms for water system debt financing in 
2011 include: 

 Par Amount $7.50 million 
 Interest Rate 5.50% 
 Term 30 years 
 Issuance Costs 3.0% of Par 
 DS Reserve (funded) $518,000 
 Net Proceeds for Projects $6.79 million 

Annual debt service on the 2011 water system financing is estimated to be about 
$518,000 annually. 

Beyond a large water rate increase that is needed immediately, it appears that future 
water rate increases can be limited to the rate of general inflation, although consideration 
should be given to potential changes in the rate charged for water by the City of Napa. 
Because water system costs are largely tied to the cost of water purchased from Napa, it is 
recommended that the City index its water rates to the larger of (1) changes in general 
inflation as measured by the San Francisco Bay Area consumer price index (CPI), or (2) 
changes in the rate charged by the City by Napa for St. Helena’s water supply purchases. 

It is important to consider, however, that indexing water rates to general inflation will 
only be effective if water rates are first brought to a level that is fully supportive of the 
financial needs of the utility, including all necessary ongoing operation and maintenance 
costs, debt service obligations, and capital program needs, including an annual transfer to 
the Capital Fund sufficient to support the long-term needs of infrastructure replacement 
and rehabilitation. 

Driven primarily by (1) the cost of purchasing water from the City of Napa, (2) existing 
debt service coverage requirements, and (3) requirements associated with new water 
system debt, the following water rate increases may be needed to support the water utility: 

 July 2011 58% 
 January 2012 0% 
 January 2013 3% 
 January 2014 3% 
 January 2015 3% 
 January 2016 3% 

It is recommended that the City begin the process necessary to (1) implement new 
water rates by July 2011 with an overall 58 percent increase in the level of the rates, and (2) 
adopt a mechanism for automatically adjusting water rates in January of each year based 
on the higher of general inflation or the change in the rate charged by Napa for the City’s 
water supply purchases.  The proposed 58 percent water rate increase would not apply, 
however, to Meadowood surcharges (described in Section II), as the factors that are driving 
the overall rate increase do not apply to the costs related to the surcharges.  The 
surcharges, however, should be indexed to inflation, including an estimated 1.0 percent 
increase for 2011. 
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Wastewater Utility 

While the wastewater utility is in a reasonable financial position for ongoing operations 
(including current debt service), wastewater rate increases are necessary to maintain 
adequate operating reserves, to increase contributions to the Capital Projects Fund, and to 
support new debt obligations.   

The wastewater utility’s current financial situation can be summarized with a few 
salient points.  At present, the City’s wastewater utility has: 

• Marginal cash reserves in either the Operating Fund or the Capital Fund, 

• Annual operating and maintenance costs, including debt service obligations 
totaling about $1.55 million, 

• FY 11-12 wastewater system capital improvement program with projects 
totaling about $1.5 million, and 

• Current annual wastewater revenues totaling about $1.5 million. 

While current revenues nearly cover ongoing operating and maintenance costs, as well 
as debt service obligations, funding is insufficient for needed capital improvement projects. 

In the next two years, the capital improvement plan includes about $1.8 million in 
capital projects.  In order to fund these projects the City will need to issue additional long-
term debt.  Because the City plans to issue debt in support of water system improvements, 
it would be economical to also include wastewater projects in the issuance. To provide 
adequate funding for planned projects, it is estimated that the City will need to issue about 
$2.0 million in new debt for the wastewater system in 2011.  For purposes of analyses 
presented herein water and wastewater debt obligations are shown separately.  Estimated 
terms for wastewater system debt financing in 2011 include: 

 Par Amount $2.00 million 
 Interest Rate 5.50% 
 Term 30 years 
 Issuance Costs 3.0% of Par 
 DS Reserve (funded) $140,000 
 Net Proceeds for Projects $1.8 million 

Annual debt service on the 2011 wastewater system financing is estimated to be about 
$140,000 annually. 

As a condition of issuing long-term debt in 2005, the City agreed to maintain 
wastewater rates and other utility revenues such that net revenues (net of operating costs) 
are at least 1.20 times annual debt service.  This requirement will likely be extended to any 
new debt issuance.  In order to meet the current and expected future financial obligations 
of the wastewater utility an estimated overall 26 percent increase in wastewater rates is 
needed.  This increase would likely need to be implemented before the City issues new 
debt to fund capital projects. 
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Beyond this initial large wastewater rate increase, it appears that future wastewater 
rate increases can be limited to the rate of general inflation, at least until such point as the 
City makes decisions regarding the proposed recycled water project.  It is therefore 
recommended that in addition to the initial 26 percent wastewater rate increase that the 
City adopt a mechanism for annually adjusting wastewater rates, in January of each year, 
based on changes in the San Francisco Bay Area CPI. 

The City’s current capital improvement program includes about $17.4 million in costs 
related to the proposed recycled water project from FY 12-13 through FY 15-16.  In order to 
fund these improvements, it is estimated that the City would need to issue about $19 
million in additional long-term debt in FY 12-13.  Annual debt service on this issuance is 
estimated to be about $1.3 million, and may require an additional wastewater rate increase 
of about 70 percent at the time of debt issuance. 

Driven primarily by (1) supporting ongoing operations and maintenance, (2) gradually 
increasing transfers in support of the planned capital improvement program, and (3) 
anticipated future debt obligations, the following wastewater rate increases may be needed 
to support the wastewater utility: 

 July 2011 26% 
 January 2012 0% 
 January 2013 3% 
 January 2014 3% 
 January 2015 3% 
 January 2016 3% 

It is recommended that the City begin the process necessary to (1) implement new 
wastewater rates by July 2011 with an overall 26 percent increase in the level of the rates, 
and (2) adopt a mechanism for automatically adjusting water rates in January of each year 
based on the change in the San Francisco Bay Area CPI. 

The financial plan models reflect 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 and wastewater utilities annually as part of 
the budget process, and perform a more comprehensive financial plan and rate update 
study every 3 to 5 years, unless otherwise needed sooner. 

PROPOSED WATER AND WASTEWATER RATES 

Exhibits I-1 and I-2 present proposed water and wastewater rate schedules, 
respectively, to be implemented in July 2011.  Changes are also proposed for the 
Meadowood surcharges, which are related to pumping to the Meadowood area, as well as 
the special factors used to determine rates for industrial wastewater users.  Changes to 
these schedules are contained in the body of this report. 
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The water and wastewater rates presented in this report include rate structure changes.  
The water rate structure has been simplified from a three-tier structure to a two-tier 
structure, and tier rates between the residential and non-residential customer classes have 
been unified.  Tier allocations have also been adjusted to provide additional water in the 
first tier.  The rate structure changes reflect the policy objectives of the City, but more 
importantly they reflect an allocation of water system costs to users based on a 
proportionate allocation of the costs of service. 
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The proposed wastewater rate structure includes a change for the rates for single 
family residential customers.  Rather than a single flat rate for all single family customers, 
the proposed wastewater rates include a fixed service charge, plus a usage charge (similar 
to water rates).  The usage charge is based on each customer’s winter water usage (average 
based on meter reads in January, February, and March).  Winter water usage is 
representative of demands placed on the wastewater system, as irrigation is minimal 
during these months, and water usage generally equates to wastewater flow.  With this 
change, residential wastewater bills will better reflect the individual demand 
characteristics of customers.  Multi-family, non-residential, and industrial wastewater rates 
will continue to include fixed service charges based on meter size and usage charges based 
on water usage, as well as wastewater strength considerations. 

In addition to the water and wastewater rate adjustments and rate structure changes, 
the City plans to convert from bi-monthly utility billing to monthly utility billing 
beginning with the implementation of the proposed rates. 
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SECTION II .   WATER RATES  

This section of the report describes the financial plan and water rate recommendations 
for the City’s water utility.  The five-year financial plan is used to determine annual water 
rate revenue requirements.  The annual rate revenue requirement is the amount of revenue 
needed from water 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 utility. 

The financial plan model is based on the fund, reserve, and account structure currently 
used by the City.  Exhibit II-1 is a schematic diagram of the funds/reserves and major cash 
flows associated with the financial plan model. 

An understanding of the fund/reserve structure is helpful in understanding the 
financial plan worksheets that model annual cash flows through the water utility from one 
year to the next.  The fund/reserve structure is comprised of: 

• Operating Fund – The Operating Fund is the primary fund within the water 
utility.  Most of the water system’s revenues, including water 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 Projects Fund to help pay 
for capital projects intended to rehabilitate and upgrade facilities.  The City has 
a goal of annually transferring funds from the Operating Fund to the Capital 
Projects Fund equal to annual accounting depreciation. 

o Operating Reserve – The City currently has a policy goal to maintain 
Operating Reserves within the Operating Fund equal to 15 percent of 
annual operating and maintenance costs for the water system.  The 
purpose of the Operating Reserve is to provide working capital and 
funds for unplanned operating and maintenance expenditures.  The 
balance in the Water Operating Fund is currently above the target 
Operating Reserve.  Because of the increased volatility of operating costs 
related to changing demands and required water purchases from the 
City of Napa, it is recommended that the City increase the minimum 
operating reserve target from 15 to 25 percent.  This recommended 
policy change is reflected in the analyses presented in this report. 
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o Uncommitted Fund Balance – The balance in the Operating Fund in excess 
of the target amount for the Operating Reserves is shown in the financial 
plan as Uncommitted Fund Balance.  After all other obligations are met 
the Uncommitted Fund Balance is available to offset rate increases, and 
the financial plan model generally seeks to reduce any Uncommitted 
Fund Balance over time. 

• Capital Projects Fund – The Capital Projects Fund is used to account for 
revenues and debt proceeds available for capital project expenditures.  Capital 
projects funded from this fund are intended to rehabilitate, upgrade, and 
expand the water system to meet current and future needs of the water utility.  
The financial plan model generally seeks to maintain a positive balance in the 
Capital Projects Fund while also covering the costs of planned capital 
improvement projects. 

o Debt Proceeds – Proceeds from the issuance of long-term debt are 
reflected in the Capital Fund.  Debt proceeds are to be expended within 
a timely manner following debt issuance.  If not expended the City is 
required to take steps to avoid arbitrage. 

o Other Capital Reserves – The amount in the Capital Projects Fund in 
excess of Debt Proceeds is identified as Other Capital Reserves.  These 
funds are generally comprised of interest earnings and transfers from 
the Operating Fund. 
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• Impact Fee Fund – The Water Impact Fee Fund is used to account for revenues 
from water system impact fees.  Impact fees are one-time charges to new 
development to pay for capacity in the water system.  Impact fee revenue are 
used to help pay for capital improvement projects.  Because the impact fee 
calculation is based, in part, on a buy-in to the existing water system, impact fee 
revenues can be used for any water system capital improvement projects.  At 
present, due to the current state of the economy, impact fee revenues are 
minimal. 

• Debt Service Reserve Fund – As a condition of issuing long-term debt, the City 
is required to maintain a debt service reserve fund with monies generally 
sufficient to cover the maximum annual debt service payment.  This reserve is a 
form of security for lenders.  The money in the debt service reserve is restricted 
and not available for general purposes. 

FINANCIAL PLAN ASSUMPTIONS 

The financial plan was created to reflect the FY 10-11 budget and financial conditions as 
of the beginning of the 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. 

The process used to develop the financial plan 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 include: 

• Interest Rates – Interest earned on fund/reserve balances is estimated to be 0.5 
percent per year in FY 10-11 and then increasing by 0.5 percent per year each 
year of the planning period.  Interest calculations are based on beginning of 
year balances.  Interest accrues to each of the funds.  The City also pays interest 
on outstanding long-term debt obligations.  The interest payments on 
outstanding debt are those contained in existing contracts and repayment 
schedules. 

• Inflation Rates – Annual inflation rates for general operating and maintenance 
costs is 1.0 percent in FY 10-11, 2.0 percent in FY 11-12, and 3.0 percent 
thereafter. The cost of water supply from the City of Napa is assumed adjusted 
annually based on changes in the San Francisco Bay Area CPI by the City of 
Napa.  For purposes of this study, the preceding inflation rates have been 
assumed.  Energy and chemical costs are assumed to increase at 5.0 percent 
annually, due to conditions in the energy, utility, and petroleum sectors. 
Inflation on construction costs is assumed to increase 4.0 percent annually. 

• Growth Projections – The City of St. Helena experiences very little new growth 
and development.  The financial plan model presented herein does not include 
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any growth in the customer base.  This is a conservative assumption from a 
financial perspective, and believed reasonable considering current economic 
trends. 

• Customer Demand – Customer water demands are assumed to remain constant 
during the planning period.  At the present time, water demand is significantly 
below recent levels due to factors such as the economy, weather patterns, and 
conservation efforts.  It is reasonable to expect some rebound in demand, but 
higher water rates (as well as the proposed change in wastewater rates) could 
also result in continued reduced demand.  This uncertainty is a one of the 
factors for recommending that the water utility maintain a higher operating 
reserve. 

• Operation and Maintenance Costs – The financial plan model is based on current 
operating and maintenance costs as reflected in the FY 10-11 operating budget.  
Changes in water purchase and production costs have been estimated to reflect 
the requirements for minimum water purchases from the City of Napa.  For 
future years, costs are assumed to increase at increase based on inflation and 
changes in supply/demand conditions.  In addition to the inflationary 
adjustment, the financial plan assumes the following new staff positions: 

o Water Conservation Specialist – The City plans to add a water 
conservation specialist to help expand water conservation efforts 
midway through FY 11-12. 

o Assistant Engineer (50%) – A new assistant engineer position will be 
shared between the water and wastewater utility budgets beginning 
midway through FY 11-12.  This position is needed to help plan and 
implement water and wastewater system improvements. 

• Water Supplies – The City obtains most of its water supplies from local sources.  
However, in 2006 the City entered into an agreement with the City of Napa to 
purchase between 200 and 400 acre-feet (AF) of treated water.  In 2009 the 
agreement was amended to provide for between 400 AF and 800 AF of water.  
The agreement has provisions for minimum purchases of water.  In most years, 
the take-or-pay provisions require paying for at least 600 AF of water.  
Agreement terms are outlined in greater detail later in this section.  Increased 
water purchase costs represent a significant new operating cost for the City. 

• Capital Improvement Program – The water utility’s capital improvement plan 
includes 36 projects totaling about $11.5 million over a six-year period. About 
$1.16 million in 2006 water revenue bond debt proceeds remained unexpended 
as of June 30, 2010 and is expected to be fully used in 2011.  Not all currently 
planned and identified capital projects can be funded from existing Capital 
Project Fund reserves, and new debt will be needed in 2011 in order to finance 
planned projects.  The most significant near-term project is the removal of the 
Upper Reservoir Dam, with an estimated cost to the City of about $3 million. 

Because of the City’s desire to keep the required water rate increase to the level 
needed to meet debt covenants, not all of the planned capital improvement 
program will be funded during the planning period, even with the planned 
debt issuance.  As a result, approximately $1.1 million of the planned capital 
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improvement program has been deferred beyond the planning period used for 
this study. 

• Debt Obligations – In 2006, the City issued $8,885,000 in water revenue bonds 
through the California Statewide Communities Development Authority 
(CSCDA).  Annual debt service payments total about $595,000, including 
principal and interest.  The City is also required to maintain a debt service 
coverage ratio of 1.201.  New debt, needed in 2011 to fund planned capital 
improvement projects, is included in the financial plan analyses.  Details are 
provided later in this section. 

Exhibit II-2 (displayed on 2 pages) provides the details of the financial plan model for 
the City’s water utility.  Exhibit II-3 graphically summarizes the revenues, expenses, 
year-end fund balance, and estimated annual rate increases for the water system 
Operating Fund. 

FINANCIAL PLAN FINDINGS AND CONCLUSIONS 

The preceding portion of this section described the basic framework and assumptions 
underlying the financial analyses.  Specific findings and conclusions pertaining to the 
water utility are presented below, beginning with a description of the current situation. 

At present, the City’s water utility has: 

• Insufficient cash in the operating fund, 

• Current annual operating and maintenance costs, including debt service 
obligations totaling about $3.8 million, which includes more than $1.2 million in 
water purchases from Napa, 

• Current annual water utility revenues of about $2.9 million, and 

• Planned water system capital improvements in FY 11-12 totaling about $6.8 
million, with $3.1 million associated with the Upper Reservoir Dam removal 
project. 

In the spring of 2009, the City amended the agreement with the City of Napa regarding 
purchasing treated water.  Under the amended agreement, the City is obligated to 
purchase 600 AF of water in most years.  Under certain hydrologic conditions the 
minimum purchase is 400 AF, and in other years it may be as much as 800 AF.  In FY 09-10, 
however, the City only took about 89 AF of the required 600 AF supply allotment, in part 
because facilities were not yet in place to take delivery of the water supply.  The City of 
Napa has agreed to allow the City to take delivery of the remaining 511 AF that should 
have been taken last fiscal year over the next three years.  In addition, water supply 
conditions in FY 10-11 are such that the minimum quantity this year is 400 AF.  As a result 
of the foregoing, the financial plan assumes the following water purchases from the City of 
Napa over the planning period. 

                                                        
1  Net water utility revenues (after operating and maintenance costs) must be at least 1.20 time annual debt 
service. 



CITY OF ST. HELENA  WATER AND WASTEWATER RATE STUDY 

THE REED GROUP, INC.  PAGE 14 

 FY 10-11 651 AF 
 FY 11-12 730 AF 
 FY 12-13 730 AF 
 FY 13-14 600 AF 
 FY 14-15 600 AF 
 FY 15-16 600 AF 

 

The cost of water from the Napa for FY 10-11 is estimated to be about $1.2 million with 
an estimated 1 percent increase in the rate charged by the City.  Water purchase costs 
represent about one-third of annual operating and maintenance costs, including debt 
service. 
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Due largely to the increased cost of water supply purchases, current water rates are 
insufficient to meet required debt service coverage obligations.  A large water rate increase 
is needed in order to meet this existing financial obligation.  The obligation requires the 
City to maintain water rates and other water system revenues such that total revenue 
minus ongoing operation and maintenance expenses equal or exceed 1.20 times annual 
debt service. 

As a condition of issuing long-term debt in 2006, the City agreed to maintain water 
rates and other utility revenues such that net revenues (net of operating costs) are at least 
1.20 times annual debt service.  As a result of the amended water supply agreement with 
the City of Napa the water utility’s operating costs have increased materially.  This, in turn, 
is resulting in a need to adjust water rates to meet debt service coverage requirements. 

Historically, the City sought to transfer money from the Operating Fund to the Capital 
Projects Fund equal to annual accounting depreciation.  The FY 08-09 financial statements 
indicate annual depreciation of about $425,000.  For FY 10-11 the City has an insufficient 
balance in the Operating Fund to make a transfer to the Capital Fund.  In fact, a transfer in 
the other direction (Capital Fund to Operating Fund) of $1,000,000 is needed to provide the 
cash required to maintain a prudent Operating Reserve in the Operating Fund.  In FY 13-14 
the financial plan model begins to re-establish annual transfers from the Operating Fund to 
the Capital Fund.  The annual transfer begins at $200,000 in FY 13-14 then increases to 
$400,000 annually.  If additional amounts are needed to support the capital improvement 
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program, the City may need to revisit plans for annually adjusting water rates based on 
general inflation. 

The City has about $1.6 million in proceeds from debt issued in 2006.  The City should 
continue efforts to expend these proceeds on capital projects as soon as possible.  If not 
expended in a timely manner, the City may need to take steps to avoid arbitrage concerns 
or risk losing tax-exempt status of the debt. 

Remaining debt proceeds, transfers from the Operations Fund, and water system 
impact fee revenue, in aggregate, will be insufficient to fund the planned capital 
improvement program.  The City has planned on issuing additional long-term debt to help 
finance needed projects, including removal of Upper Reservoir Dam.  To provide 
additional funding, it is estimated that the City will need to issue about $7.5 million in new 
debt for the water system in 2011.  Because the wastewater utility will also need financing 
(about $2.0 million) to support capital projects in 2011, it is assumed that a joint water and 
wastewater issue will be pursued.  For purposes of analyses presented herein water and 
wastewater debt obligations are shown separately.  Terms for water system debt financing 
in 2011 include: 

 Par Amount $7.50 million 
 Interest Rate 5.50% 
 Term 30 years 
 Issuance Costs 3.0% of Par 
 DS Reserve (funded) $518,000 
 Net Proceeds for Projects $6.76 million 

Annual debt service on the 2011 water system financing is estimated to be about 
$518,000 annually. 

Beyond a large water rate increase that is needed immediately, it appears that future 
water rate increases may be limited to the rate of general inflation (capital improvement 
program funding needs notwithstanding), although consideration should be given to 
potential changes in the rate charged for water by the City of Napa.  At present, the City of 
Napa adjusts its water rates (including the rate applicable to the City of St. Helena) based 
on changes in the San Francisco Bay Area CPI.  However, nothing in the agreement 
between the cities prevents Napa from modifying the rate charged to the City on any other 
basis.  Because water system costs are largely tied to the cost of water purchased from 
Napa, it is recommended that the City index its water rates to the larger of (1) changes in 
general inflation as measured by the San Francisco Bay Area consumer price index (CPI), 
or (2) changes in the rate charged by the City by Napa for St. Helena’s water supply 
purchases. 

It is important to consider, however, that indexing water rates to general inflation will 
only be effective if water rates are first brought to a level that is fully supportive of the 
financial needs of the utility, including all necessary ongoing operation and maintenance 
costs, debt service obligations, and capital program needs, including an annual transfer to 
the Capital Fund sufficient to support the long-term needs of infrastructure replacement 
and rehabilitation. 



CITY OF ST. HELENA  WATER AND WASTEWATER RATE STUDY 

THE REED GROUP, INC.  PAGE 18 

Driven primarily by (1) the cost of purchasing water from the City of Napa, (2) existing 
debt service coverage requirements, and (3) requirements associated with new water 
system debt, the following water rate increases may be needed to support the water utility: 

 July 2011 58% 
 January 2012 0% 
 January 2013 3% 
 January 2014 3% 
 January 2015 3% 
 January 2016 3% 

It is recommended that the City begin the process necessary to (1) implement new 
water rates by July 2011 with an overall 58 percent increase in the level of the rates, and (2) 
adopt a mechanism for automatically adjusting water rates in January of each year based 
on the higher of general inflation or the change in the rate charged by Napa for the City’s 
water supply purchases.  The proposed 58 percent water rate increase would not apply, 
however, to Meadowood surcharges (described later in this section), as the factors that are 
driving the overall rate increase do not apply to the costs related to the surcharges.  The 
surcharges, however, should be indexed to inflation, including an estimated 1.0 percent 
increase for 2011. 

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 schedule for 2011, as 
well as the automatic adjustment mechanism, are described below. 

WATER RATES 

The City of St. Helena provides water service to about 2,450 customers, including 
nearly 2,100 single family residences.  About 350 accounts are located outside the City. 

The City’s current water rates were last adjusted in January 2010 and are summarized 
in Exhibit II-4.  Current water rates include a bi-monthly service charge based on the size 
of the water meter and 3-tier water rates for both residential and non-residential 
customers.  The City also maintains a landscape irrigation rate that applies to customers 
that meet specific criteria related to water use efficiency.  Water rates for customers outside 
the City’s limits are higher than those inside the City for a variety of reasons that were 
evaluated in 2005.  In addition to the water rates shown in Exhibit II-4, special surcharges 
apply to customers in Meadowood.  These surcharges are related to extra pumping 
facilities needed to provide service to that area.  Current Meadowood surcharges are 
summarized in Exhibit II-5. 

The current 3-tier water usage rates are intended to discourage excessive water use and 
encourage customers to conserve water.  About 71 percent of the City’s water rate revenues 
are derived from water usage charges.  This amount of revenue from water usage charges 
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exceeds the standard for water conservation rates established by the California Water 
Conservation Council (CUWCC).  In June 2006, the CUWCC revised the water 
conservation best management practice for water conservation regarding water rates (BMP 
#11) to a minimum of 70 percent of water rate revenue from water usage charges.  This 
aspect of the rate structure means that as demand changes (up or down) revenues will also 
change.  In addition, the change in revenue will be greater than the change in costs.  This 
condition of potential revenue variability was a factor in suggesting that a larger operating 
reserve be maintained by the water utility. 
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Water Rate Structure 

The City Council considered water rate issues at five separate meetings during the rate 
study process.  As a result of discussions, consultant presentations, customer comments, 
and financial and rate information, it was determined that the water rate structure should 
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be changed in two ways.  First, the three-tier structure should be reduced to a two-tier 
structure.  Second, the tier rates should be unified between the residential customer class 
and the non-residential rates.  In addition, and over arching all rate analysis, was the 
requirement that water rates reflect the cost of providing water service. 

While encouraging water conservation continues to be an important objective for the 
water rates, the City believes that the third tier water rate (particularly for residential 
customers) can be viewed as punitive and counter to a desire to maintain green landscapes 
in St. Helena.  As a result, after considering a variety of alternatives, a two-tier structure 
was found strike an appropriate balance between achieving the desired conservation 
incentive and not being perceived as punitive.  By eliminating the third tier, the marginal 
cost for water is also reduced.  This can have a beneficial impact on the water utility’s 
revenue variability. 

In recent years, the City received a number of comments about the differences between 
the residential and non-residential tier structure.  While the residential tiers are fairly steep, 
the non-residential tier structure is relatively shallow in comparison.  The current tier 
structures were justified in prior rate analyses due to the diverse patterns of water use 
within the non-residential customer class.  However, in moving to a two-tier structure, 
much of the concern regarding the potential affects of the tier structure on non-residential 
customers was mollified.  In addition, the increase in the proposed tier structure, from the 
first to the second tier, is a midway between the current residential and non-residential tier 
structures.  More precisely, whereas the rate increase between the first two tiers is 
currently 100 percent for residential customers and 10 percent for non-residential 
customers, under the proposed two-tier structure the tier step is 50 percent between the 
two tiers. 

Because of the large overall increase in the level of the rates, as well as the effects of 
eliminating the third tier, the allocation of water in the first tier has been increased for all 
customer classes.  The specific tier break points are an important component to 
maintaining equity in the rate structure, in that the average rate for water (weighted across 
the two tiers) is intended to be the same within each customer class.  While it may appear 
that non-residential customers are receiving an unfair higher allocation of water at the first 
tier, in fact the allocations reflect the relative portions of water in the first and second tiers 
for each customer class, as well as across meter sizes for non-residential customers.  With 
the proposed two-tier rate structure, about two-thirds of the water usage occurs within the 
first tier, and about one-third in the second tier.  The tier rates are a composite reflection of 
the costs of local water supplies and the costs of water purchased from the City of Napa, as 
well as other costs of providing service that are recovered through the water usage rates. 

No changes are proposed for the fixed monthly service charges, except that they too are 
adjusted to meet the overall revenue needs of the water utility.  Under the proposed rates, 
the water utility will continue to generate more than 70 percent of water rate revenue from 
water usage charges, and no more than 30 percent from fixed service charges.  This meets 
the requirements for the CUWCC’s best management practice regarding water 
conservation-oriented water rates. 

Exhibit II-6 presents current and proposed water rate schedules for the City’s water 
utility for July 2011.  The rates proposed for July 2001 are estimated to result in an increase 
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in overall water rate revenue of 58 percent, as determined necessary based on the financial 
plan analyses contained herein.  Exhibit II-7 presents current and proposed surcharges for 
the Meadowood area.  Those charges are proposed to increase based solely on the change 
in inflation of 1.0 percent.  The issues affecting the large overall water rate increase do not 
affect the specific costs covered by the special surcharges. 
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Exhibit II-8 summarizes how single family residential customers may be affected by 
the proposed water rates based on low, average, high, and very high water usage.  Sample 
bills are presented on a monthly basis, as the City plans to begin billing for utility services 
on a monthly basis in July 2011. 
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 SECTION III .  WASTEWATER RATES   

This section of the report describes the financial plan and wastewater rate 
recommendations for the City’s wastewater utility.  The five-year financial plan is used to 
determine annual wastewater rate revenue requirements.  The annual rate revenue 
requirement is the amount of revenue needed from wastewater rates to cover planned 
operating, maintenance, debt service, and capital program costs with consideration of 
other revenues and financial reserves.  The organization of the section is similar to the 
preceding section on water. 

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 
wastewater utility. 

The financial plan model is based on the fund, reserve, and account structure currently 
used by the City.  Exhibit III-1 is a schematic diagram of the funds/reserves and major 
cash flows associated with the financial plan model. 

An understanding of the fund/reserve structure is helpful in understanding the 
financial plan worksheets that model annual cash flows through the wastewater utility 
from one year to the next.  The fund/reserve structure is comprised of: 

• Operating Fund – The Operating Fund is the primary fund within the 
wastewater utility.  Most of the wastewater system’s revenues, including 
wastewater 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 Projects 
Fund to help pay for capital projects intended to rehabilitate and upgrade 
facilities.  The City has a goal of annually transferring funds from the Operating 
Fund to the Capital Projects Fund equal to annual accounting depreciation. 

o Operating Reserve – The City currently has a policy goal to maintain 
Operating Reserves within the Operating Fund equal to 15 percent of 
annual operating and maintenance costs for the wastewater system.  The 
purpose of the Operating Reserve is to provide working capital and 
funds for unplanned operating and maintenance expenditures.  The 
balance in the Wastewater Operating Fund is currently above the target 
Operating Reserve.  Consistent with the water utility, it is recommended 
that the City increase the minimum operating reserve target from 15 to 
25 percent.  This recommended policy change is reflected in the analyses 
presented in this report. 
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o Uncommitted Fund Balance – The balance in the Operating Fund in excess 
of the target amount for the Operating Reserves is shown in the financial 
plan as Uncommitted Fund Balance.  After all other obligations are met 
the Uncommitted Fund Balance is available to offset rate increases, and 
the financial plan model generally seeks to reduce any Uncommitted 
Fund Balance over time. 

• Capital Projects Fund – The Capital Projects Fund is used to account for 
revenues and debt proceeds available for capital project expenditures.  Capital 
projects funded from this fund are intended to rehabilitate, upgrade, and 
expand the wastewater system to meet current and future needs of the 
wastewater utility.  The financial plan model generally seeks to maintain a 
positive balance in the Capital Projects Fund while also covering the costs of 
planned capital improvement projects. 

o Debt Proceeds – Proceeds from the issuance of long-term debt are 
reflected in the Capital Fund.  Debt proceeds are to be expended within 
a timely manner following debt issuance.  If not expended the City is 
required to take steps to avoid arbitrage. 

o Other Capital Reserve – The amount in the Capital Projects Fund in excess 
of Debt Proceeds is identified as Other Capital Reserves.  These funds 
are generally comprised of wastewater system impact fee revenue, 
interest earnings, and transfers from the Operating Fund. 
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• Debt Service Reserve Fund – As a condition of issuing long-term debt, the City 
is required to maintain a debt service reserve fund with monies generally 
sufficient to cover the maximum annual debt service payment.  This reserve is a 
form of security for lenders.  The money in the debt service reserve is restricted 
and not available for general purposes. 

FINANCIAL PLAN ASSUMPTIONS 

The financial plan was created to reflect the FY 10-11 budget and financial conditions as 
of the beginning of the 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. 

The process used to develop the financial plan involved estimating future revenues and 
expenditures based on inflation and interest rates, growth 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 include: 

• Interest Rates – Interest earned on fund/reserve balances is estimated to be 0.5 
percent per year in FY 10-11 and then increasing by 0.5 percent per year each 
year of the planning period.  Interest calculations are based on beginning of 
year balances.  Interest accrues to both each of the funds.  The City also pays 
interest on outstanding long-term debt obligations.  The interest payments on 
outstanding debt are those contained in existing contracts and repayment 
schedules. 

• Inflation Rates – Annual inflation rates for general operating and maintenance 
costs is 1.0 percent in FY 10-11, 2.0 percent in FY 11-12, and 3.0 percent 
thereafter.  Energy and chemical costs are assumed to increase at 5.0 percent 
annually, due to conditions in the energy, utility, and petroleum sectors.  
Inflation on construction costs is assumed to increase 4.0 percent annually. 

• Growth Projections – The City of St. Helena experiences very little new growth 
and development.  The financial plan model presented herein does not include 
any 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 10-11 operating budget.  
For future years, costs are assumed to increase at increase based on inflation 
and changes in customer demands.  In addition to the inflationary adjustment, 
the financial plan assumes the following new staff positions: 
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o Wastewater Operator II – The City plans to add a wastewater operator II 
midway through FY 11-12 to aid in the operation of the City’s 
wastewater treatment facility. 

o Assistant Engineer (50%) – A new assistant engineer position is to be 
shared between the water and wastewater utility budgets beginning 
midway through FY 11-12.  This position is needed to help plan and 
implement water and wastewater system improvements. 

• Capital Improvement Program – The City’s wastewater capital improvement plan 
includes about 26 projects totaling about $21.4 million over a six-year period. 
However, about $17.4 million is related to the recycled water project scheduled 
to begin in FY 12-13.  Final decisions on that project have not been made.  In 
order to proceed with the recycled water project the City would likely need to 
issue additional long-term debt.  Preliminary analysis suggest that an additional 
wastewater rate increase on the order of 70 percent may be needed to support 
new debt service associated with this project.  Because of the scale and scope of 
this project, and because key decisions related to it have not been made, the 
recycled water project has been excluded from the financial plan and rate 
analysis included in this report. 

The other 24 projects in the wastewater capital improvement program total 
about $4.0 million over a six-year period, and average about $670,000 per year.  
This level of expenditure is significantly higher than annual depreciation and 
higher than annual transfers to the Capital Fund have been in past years.  Not 
all planned capital projects can be funded from existing Capital Project Fund 
reserves, and new debt (issued jointly with the water utility) in 2011 is planned 
to help finance planned projects. 

Because of the City’s desire to keep the required wastewater rate increase to the 
level needed to meet debt covenants, not all of the planned capital 
improvement program will be funded during the planning period, even with 
the planned debt issuance.  As a result, four projects scheduled for FY 15-16 
totaling approximately $1.4 million have been deferred beyond the planning 
period used for this study. 

• Debt Obligations – In 2005, the City issued $2,200,000 in wastewater revenue 
bonds through the California Statewide Communities Development Authority 
(CSCDA).  Annual debt service payments total about $140,000, including 
principal and interest.  The City is also required to maintain a debt service 
coverage ratio of 1.202.  New debt, needed in 2011 to fund planned capital 
improvement projects, is included in the financial plan analyses.  Details are 
provided later in this section. 

Exhibit III-2 (displayed on 2 pages) provides the details of the financial plan model for 
the City’s wastewater utility.  Exhibit III-3 graphically shows the revenues, expenses, 
fund balance, and annual rate adjustments for the wastewater Operating Fund.  

                                                        
2  Net water utility revenues (after operating and maintenance costs) must be at least 1.20 time annual debt 
service. 
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FINANCIAL PLAN FINDINGS AND CONCLUSIONS 

The preceding portion of this section described the basic framework and assumptions 
underlying the financial analyses.  Specific findings and conclusions pertaining to the 
wastewater utility are presented below, beginning with a description of the current 
situation. 

At present, the City’s wastewater utility has: 

• Marginal cash reserves in either the Operating Fund or the Capital Fund, 

• Annual operating and maintenance costs, including debt service obligations 
totaling about $1.55 million, 

• FY 11-12 wastewater system capital improvement program with projects 
totaling about $1.5 million, and 

• Current annual wastewater revenues totaling about $1.5 million. 
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While the wastewater utility is in a reasonable financial position for ongoing operations 
(including current debt service), wastewater rate increases are necessary maintain 
adequate operating reserves, increase contributions to the Capital Projects Fund, and 
support new debt obligations (as described below). 

 

 



CITY OF ST. HELENA  WATER AND WASTEWATER RATE STUDY 

THE REED GROUP, INC.  PAGE 32 

 
Historically, the City sought to transfer money from the Operating Fund to the Capital 

Projects Fund equal to annual accounting depreciation.  The FY 08-09 financial statements 
indicate annual depreciation of about $272,000.  For FY 10-11 the Operating Fund is 
estimated to end slightly below the target minimum operating reserve, even without a 
transfer to the Capital Projects Fund.  In FY 11-12 the financial plan model provides for a 
transfer of $50,000 and increases the annual transfer to $100,000 per year for the remainder 
of the planning period.  This level of transfer will help the City fund capital improvement 
projects, but is does not meet the City’s policy objectives. 

In the next two years the capital improvement plan includes about $1.8 million in 
capital projects.  In order to fund these projects the City will need to issue additional long-
term debt.  Because the City plans to issue debt in support of water system improvements, 
it would be economical to also include wastewater projects in the issuance. To provide 
adequate funding for planned projects, it is estimated that the City will need to issue about 
$2.0 million in new debt for the wastewater system in 2011.  For purposes of analyses 
presented herein water and wastewater debt obligations are shown separately.  Terms for 
wastewater system debt financing in 2011 include: 

 Par Amount $2.00 million 
 Interest Rate 5.50% 
 Term 30 years 
 Issuance Costs 3.0% of Par 
 DS Reserve (funded) $140,000 
 Net Proceeds for Projects $1.8 million 
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Annual debt service on the 2011 wastewater system financing is estimated to be about 
$140,000 annually. 

As a condition of issuing long-term debt in 2005, the City agreed to maintain 
wastewater rates and other utility revenues such that net revenues (net of operating costs) 
are at least 1.20 times annual debt service.  This requirement will likely be extended to any 
new debt issuance.  In order to meet the current and expected future financial obligations 
of the wastewater utility an estimated overall 26 percent increase in wastewater rates is 
needed.  This increase would likely need to be implemented before the City issues new 
debt to fund capital projects. 

Beyond this initial large wastewater rate increase, it appears that future wastewater 
rate increases can be limited to the rate of general inflation, at least until such point as the 
City makes decisions regarding the proposed recycled water project.  It is therefore 
recommended that in addition to the initial 26 percent wastewater rate increase that the 
City adopt a mechanism for annually adjusting wastewater rates, in January of each year 
beginning in 2013, based on changes in the San Francisco Bay Area CPI.  It is important to 
consider, however, that indexing wastewater rates to general inflation will only be effective 
if wastewater rates are first brought to a level that is fully supportive of the financial needs 
of the utility, including all necessary ongoing operation and maintenance costs, debt 
service obligations, and capital program needs, including an annual transfer to the Capital 
Fund sufficient to support the long-term needs of infrastructure replacement and 
rehabilitation. 

The current capital improvement program includes about $17.4 million in costs related 
to the proposed recycled water project from FY 12-13 through FY 15-16.  In order to fund 
these improvements, it is estimated that the City would need to issue about $19 million in 
additional long-term debt in FY 12-13.  Annual debt service on this issuance is estimated to 
be about $1.3 million, and would require an additional wastewater rate increase of about 
70 percent.  Because decisions related to this project are still pending, and because of the 
scale and scope of the project, the financial plan and rate analysis in this report exclude this 
potential project. 

Driven primarily by (1) supporting ongoing operations and maintenance, (2) gradually 
increasing transfers in support of the planned capital improvement program, and (3) 
anticipated future debt obligations, the following wastewater rate increases may be needed 
to support the wastewater utility: 

 July 2011 26% 
 January 2012 0% 
 January 2013 3% 
 January 2014 3% 
 January 2015 3% 
 January 2016 3% 

It is recommended that the City begin the process necessary to (1) implement new 
wastewater rates by July 2011 with an overall 26 percent increase in the level of the rates, 
and (2) adopt a mechanism for automatically adjusting water rates in January of each year 
beginning in 2013 based on the change in the San Francisco Bay Area CPI. 
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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 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 schedule for 
2011, as well as the automatic adjustment mechanism, are described below. 

WASTEWATER RATES 

The City of St. Helena provides wastewater service to about 1,700 active accounts, 
including about 1,400 single family homes. 

The City’s current wastewater rates were last adjusted in January 2010 and are 
summarized in Exhibit III-4.  Current wastewater rates include a fixed bi-monthly service 
charge for all single family residential customers.  For other customer classes (multi-family 
and non-residential), the rates include a service charge based on the size of the water meter 
and a usage rate applied to metered water usage.  Usage rates for multi-family and non-
residential customers are based on consideration of wastewater strength factors for 
biochemical oxygen demand (BOD) and total suspended solids (TSS). 

In recent months, the City has identified additional ways to encourage water 
conservation.  One of the recommendations recently made to the City was to develop a 
single family residential wastewater rate structure that is tied to each customer’s water 
usage.  The current flat rate is based on the average winter water use (estimated to reflect 
residential wastewater flows) for all single family residential customers.  This one size fits 
all approach provides no economic incentive for residential customers to curtail water use 
to reduce wastewater bills.  It also results in large and small households paying the same 
wastewater bill amount. 

An approach that provides for a better distribution of costs to each customer is to 
establish residential wastewater rates based on each customer’s individual winter water 
usage (winter water use is frequently used as an estimate of residential sewer flow, since 
water used in the winter generally excludes irrigation and all water used is considered to 
enter the wastewater system). 

The proposed wastewater rates include this change to the rates for single family 
residential customers.  The rates include a fixed service charge, plus a usage charge that 
would be applied to each unit of average winter water use for each single family 
residential customer.  For purposes of determining the winter monthly usage, usage for 
billing periods with meter read dates in January, February, and March is recommended.  
These are the months that historically have included the lowest usage months. 
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Exhibit III-5 provides information on the average monthly winter water use of the 
City’s single family residential customers.  The average, median, and modal average 
winter water use is 5 HCF.  While there is a wide variation of water use, even in winter 
months, about 75 percent of all single family customers have between 1 HCF and 7 HCF as 
their winter average monthly usage. 

In determining wastewater rates, single family and multi-family usage rates are the 
same, as strength characteristics of wastewater are generally the same for all residential 
customers.  Service charges for single family customers were then calculated to maintain 
the existing proportionate distribution of costs to each customer class.  That is, under the 
proposed rates all customer classes will continue to pay the proportionate share of 
wastewater costs. 
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Exhibit III-6 presents current and proposed July 2011 rate schedules for the City’s 
wastewater utility. Exhibit III-7 presents current and proposed special factors for 
determining wastewater rates for special industrial users in accordance with Municipal 
Code Section 13.20.020 (D).  The proposed wastewater rates reflect a proportionate 
distribution of wastewater costs to each customer based on a combination of factors, 
including meter size, water usage, and wastewater strength characteristics.  The rates are 
intended to provide the revenues needed for system operation and maintenance, debt 
service, capital program needs, and the maintenance of reserves. 
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As with the water utility, it is recommended that the City adopt provisions for annually 
adjusting wastewater rates each January, beginning in 2013, based on changes in the San 
Francisco Bay Area CPI.  Once approved, this automatic adjustment mechanism can be 
used for up to five years, and would then need to be re-adopted. 

As described earlier in this section, if the City proceeds with the recycled water project, 
as it is currently included in the 5-year capital improvement plan, the City will need to 
issue additional long-term debt to finance the project.  It is currently estimated that the 
City would need to issue an additional $19 million in debt in FY 12-13, and would also 
need to increase wastewater rates an estimated additional 70 percent to support associated 
debt service obligations.  A separate rate approval process would be required at that time 
to adopt required wastewater rates. 

 

 


