Joint Committee on Austin Water Utility’s Financial Plan - 2014

Committee Final Recommendations: Rate Design, Drought Rates and Expenses

Recommendation Item #1 — Water Revenue Projections:

The 2014 Joint Committee on Austin Water Utility’s Financial Plan recommends, for Council consideration, the
following water revenue projection policies for Austin Water Utility (AWU):

Water Revenue Forecasts for 2015 and beyond

ltem 1.1: Austin Water should base its FY 2015 water revenue projections assuming that stage 2 will
continue throughout the year.

ltem 1.2: Austin Water customers’ response to the severe drought has been underestimated in the
projections by Austin Water, and therefore a more conservative approach to water revenue
projections should be used in the 2015 and future budgets.

ltem 1.3: Great care should be taken by Staff to distinguish between needed “revenue increases” and
needed “rate increases”. Revenue increases are often described in budget documents as
“rate increases”, which leads to a misunderstanding that a particular class of customers or a
particular customer will experience rate or bill increases of that percentage. Generally, the
residential class will experience higher percentage rate increases than what is presented in
the budget as “rate increases”. Staff should consider adding to budget documents a
benchmark labeled “water bill increase for average residential customer” in addition to
relabeling needed “revenue increase” for the item currently labeled “water rate increase”

Recommendation Item #2 — 2015 Proposed Rate Design:

The 2014 Joint Committee on Austin Water Utility’s Financial Plan recommends, for Council consideration, the
following water rate design policies for AWU:
Proposed 2015 Overall Rate Design
ltem 2.1: The rate design recommendations of the 2012 Joint Committee are again recommended for
any proposed 2015 water rate increase.
Current Meter Equivalent Minimum Charge

ltem 2.2: The monthly meter-size based minimum charge (currently $7.10 for a 5/8” meter) will
continue to be charged the same for all customer classes. The minimum charge would
continue to adjust accordingly for rate increases and to maintain cost of service.

Tiered Minimum Water Charge (Residential)

ltem 2.3: In future rate increases, AWU should propose rates that maintain the approximate $10.50
dollar variance between blocks 1 and 5 of the tiered minimum charge.
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Minimum Water Charge (Non-Residential)

Item 2.4:

Item 2.5:

Multifamily and commercial customers should be assessed a meter-size-based fixed charge
that would be sufficient to meet target fixed revenue for the classes.

Since large volume and wholesale customers have individual water rates for each customer
based on their individual cost of service, these classes should continue to be charged a
minimum water charge determined for each large volume and wholesale customer equivalent
to each class’ annual fixed revenue responsibility divided by 12 months.

Fixed Revenue Goals for Water

Item 2.6:

The water fixed revenue goal for the AWU should be 20% of the total water revenue
requirements based on each customer classes’ relative water cost of service.

Volumetric Rates for Water

Item 2.7:

Item 2.8:

The current volumetric rate block consumption intervals shall remain the same for 2015, but
may be adjusted from time to time, if AWU determines that patterns of usage have changed
sufficiently to require adjustment to remain consistent with the criteria for block intervals
recommended by the 2012 Joint Committee.

In future rate increases based on current or any new volumetric rate intervals, AWU should
propose rates that maintain or minimize the increase in the dollar variance between blocks 1
and 5. Current variance between blocks 1 and 5 is $11.00 which should be maintained for
2015.

Recommendation Item #3 — Future Proposed Rate Design After 2015:

For future rate increases for FY 2016 and beyond, the 2014 Joint Committee on Austin Water Utility’s Financial
Plan recommends, for Council consideration, the following volumetric rate policies for Austin Water Utility:

Fixed Revenue for Water

Item 3.1:

Item 3.2:

For future rate design proposals for FY 2016 and beyond, the fixed revenue percentages
should be increased from the current 20% of total revenue to 25%, over a two-year period.

For future rate design proposals for FY 2016 and beyond, the tiered-fixed fee spread between
blocks 1 and 5 should be increased to $22.75 from the current $10.50.

Volumetric Rates for Water

Item 3.3:

Item 3.4:

For future rate design proposals for FY 2016 and beyond, the only residential volumetric rate
block below the average volumetric cost of service rate should be block 1. Blocks 2 through
block 5 should be charged at least the average volumetric cost of service rate.

AWU should consider a 2 year transition period, starting no earlier than FY 2016, when
implementing raising block 2 to the average volumetric cost of service rate.
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Recommendation Item #4 — Drought Rates:

The 2014 Joint Committee on Austin Water Utility’s Financial Plan recommends, for Council consideration, the
following drought rate policies for Austin Water Utility:

Initiation of Drought Rates

Item 4.1:

The implementation of Stage 3 and Stage 4 drought rates would be triggered on the
implementation of Stage 3 and Stage 4 water restrictions, respectively.

Drought Rates for Stage 3 and Stage 4 Water Restrictions

Item 4.2:

Item 4.3:

Item 4.4:

Until such time as AWU has at least one year of representative class-level usage data upon
which to estimate Stage 3 or Stage 4 demand impacts, including peak-related impacts, AWU
should develop drought rates using a system-wide rate per 1,000 gallons for all customers.
This would be charged to all classes at the same rate, including Customer Assistance Program
(CAP) customers and wholesale customers.

Wholesale customers would be charged Stage 3 and Stage 4 drought rates; however their
fiscal year revenue responsibility, including any drought rate revenue, would be capped at a
maximum of their identified cost of service amount for that year.

Stage 3 and Stage 4 drought rates would remain in effect while Stage 3 and Stage 4 water
restrictions are in effect.

Elimination of Drought Rates

Item 4.5:

Item 4.6:

AWU would be required to monitor the revenue losses, as compared to budget levels, due to
Stage 3 and Stage 4 water restrictions.

The elimination of Stage 3 or Stage 4 drought rates will be determined by the City Manager.

Recommendation Item #5 — AWU Expenses:

The 2014 Joint Committee on Austin Water Utility’s Financial Plan recommends, for Council consideration, the
proposed 2015 budget include the following policies related to expenses incurred by Austin Water Utility:

Operating Expenses

Item 5.1:

The Joint Committee recommends $25.0 million in 2015 budget reductions presented by
Austin Water in the budget reductions detailed in Attachment A. Additionally, the Joint
Committee recommends $4.5 million in 2014 and 2015 budget reductions detailed in
Attachment B.

Transfers to Other Funds

Item 5.2:

The Joint Committee recommends elimination of any transfers which are not related to the
provision of utility service with the exception of the 8.2% General Fund transfer. Examples of
these transfers include Sustainability Fund, Economic Development Fund, Economic Incentives
Reserve Fund, and any other transfers not related to the provision of utility service. This
revenue is needed to improve the financial metrics of the Utility in regard to operating
reserves, cash funding of CIP, levels of debt and magnitude of required rate increases.
Without this re-investment in the Utility, customers will necessarily be subjected to higher
rate increases, service levels may be compromised, and bond ratings may be negatively
affected.
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Item 5.3: The Joint Committee recommends the transfer to the General Fund be suspended from the
Austin Water Utility when in drought Stage 3 or Stage 4. When in Stage 2 the General Fund
transfer should be no more than 6%.

Item 5.4: The Joint Committee recommends not to use the Reserve Fund at this time.
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Austin Water Utility

Joint Committee
Final Budget Reduction Recommendations

Attachment A
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2014 Joint Committee
Recommendation VVote Record




JOINT COMMITTEE

REGULAR MEETING
FINAL RECOMMENDATION
Motion Motion COMMISSIONER'S VOTE

Made By Secgl;ded Consenting Dissenting | Abstaining Absent
Mickey Fishbeck, X
Chair
Kris Bailey, Vice X
Chair
Sean Kelly | I S i O I e
JR. (Hank) Kidwell | . . [ S e I |
Chien Lee, PE. | | S . |
Luke Metzger L x | | N I |

| | || . [ T . |

Brian Rodgers X

SUBJECT:

The 2014 Joint Committee voted on the final Recommendation document for Austin Water
Utility's Proposed Budget for FY 2015.

X Recommended by Joint Committee

Not Recommended by the Joint Committee
No Recommendation __Motion Failed: Did not receive (4) affirmative votes __Motion Failed:
Lack of a Second

A N ohbeet b-25-14

Mickey Fishbeck, Chair Date




From: Brian Rodgers [mailto:pbrodgers@austin.rr.com]

Sent: Monday, July 07, 2014 9:40 AM

To: Anders, David

Cc: Pullen, Chevonne; Rodgers, Brian - BC; Fishbeck, Mickey - BC;
pbrodgers@austin.rr.com

Subject: Letter from Brian Rodgers on the Joint Committee's Final Recommendation

Hi David,

The final meeting of the Joint Committee on Austin Water Utility’s
Financial Plan was held May 28, 2014. | was out of town and not able to
vote on the final recommendations which the other members of the
committee and | helped craft. | fully support the work of the committee as
a package and would have voted in favor of the final recommendation
document had | not been absent. Please let this letter serve as my
belated consenting vote.

Nobody enjoys the task of cutting services and raising rates. These
actions were necessary because of a confluence of events, some natural
and some man made. While the ratepayer understands the utility’s
predicament of fixed costs, a growing city and declining usage, they are
not sympathetic to business as usual while they try to accommodate
higher fees into their own family budgets.

The committee asked for deep cuts and the utility responded. | have
already heard back from a friend in the water department who has told me
his work load has increased as a result of the pending cuts and that
everybody was on notice for the belt tightening. The City of Austin must
now share the sacrifice and eliminate transfers not related to the provision
of utility service. “The boom, not the slump, is the right time for austerity
at the Treasury.” So declared John Maynard Keynes in 1937.

| encourage the City Council to adopt these changes.
Thank you,

Brian Rodgers
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