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Executive Summary

In 2009, due to the higher cost of purchased water and imposed water allocations by Metropolitan
Water District (MWD), Glendale was faced with the challenge of asking customers to lower their use,
while GWP continued to manage costs, address infrastructure needs, and maintain financial stability.
Although Glendale is no longer under mandatory water conservation, it's not expected nor
recommended for customers to use water inefficiently. While California is still faced with inadequate
regional water supplies and GWP continues to purchase a portion  BYVEREE G AN AR e

of its overall water needs from MWD, a new rate design has been Burbank 5.5%
developed to reflect the utility’s current and projected water CVWD 10.8%
consumption and how costs are incurred. In Fiscal Year 2009- Pasadena 12.3%
2010, Glendale Water and Power (GWP) incurred an operating Glendale 5.9%

loss in its water system and it expected the same in Fiscal Year

2010-2011. Despite rate increases in recent years, the water utility has continued depleting cash
reserves to fund increases in operating costs, as well as necessary capital improvements, which were
initially planned to be funded through a bond issue in 2010 that was deferred indefinitely. Over the last
10 years, Glendale’s water rates have increased by an annual average of 5.9%. The table above provides
a comparison of Glendale’s average water rate increases over this period to other neighboring agencies.
Despite these increases, GWP reserve balances and cash have continued to be drawn down. Over the
same duration, Crescenta Valley Water District (CVWD) and Pasadena had substantially higher rate
increases.

In the last two years, the cash reserves of the water utility have been completely depleted and are now
negative due to delayed debt financing and in an effort to help supplement the funds needed to pay for
costs and expenses necessary to operate the water utility. As of September 30, 2011, the water utility’s
cash balance was negative $13.5 million. The goal of the water utility is to maintain between 72 and 90
days of operating cash reserves, or a balance of approximately $6.5 to $8.3 million.

Figure I-1 provides the annual revenue adjustments that were presented to City Council on December 6,
2011. The three different scenarios included: 1) the GWP staff recommendation (Recommended), 2) the
step up option as discussed at a September 19, 2011 meeting of the Glendale Water and Power
Commission (Step Up), and 3) if nothing is done to increase water rates for the next two years (No
Change). Rate increases are inevitable and if they are delayed, would need to be substantially higher in
order to achieve required debt coverage levels and accumulation of adequate cash reserves.

Figure I-1: Alternative Revenue Adjustments
Fiscal Year Recommended Step Up Adjustments No Change

2011-2012 3% 2% 0%
2012-2013 3% 2% 0%
2013-2014 3% 4% 7%
2014-2015 3% 5% 5%
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The impact on the financial condition of the water utility varies greatly between these scenarios. Figure
I-2 summarizes the likely outcomes with regard to the ability to meet key financial and operating
objectives, while keeping the overall cost to customers as low as possible. Discussion of each of these
objectives follows Figure I-2.

Figure I-2: Summary of Likely Outcomes

Obiectives Recommended Step Up No Change
J 3%, 3%, 3%, 3% 2%, 2%, 4%, 5% 0%, 0%, 7%, 5%
Restore Cash Reserve Balances Yes No No
Retain Bond Rating Likely Possibly No
Possible, but with
Abili | D Y ’ N
A7 ESTRIG 4 es higher interest cost °
PAYGO Funding Yes Limited No
Avoid CIP Delays or Reductions Minimal Some project Severe
delays reductions
Avoid O&M Reductions Minimal No Severe
Short-Term Rate Impact Minimal Minimal None
. Incrementally Substantially
Long-Term Rate Impacts Minimal higher higher

Restore Reserve Balances - Both the Recommended and Step Up revenue adjustment scenarios
would restore cash reserve balances within the next five years; however, the cash on hand under the
Recommended scenario is slightly higher. Cash reserves in the No Change scenario do not get to desired
levels until 2017-2018, with sizable rate increases commencing in FY 2013-2014.

Retain Bond Rating - The GWP bond rating is currently at risk. The rating agencies recently lowered
GWP ratings and expressed concern over reduced reserves and negative cash balances. They recognized
the need for revenue increases and indicated that they would continue to assign a negative outlook until
the water utility’s financials are resolved.

Often when a rating is lowered the rating agencies assign a stable outlook. In GWP’s case, there is
enough continuing concern to prompt the agencies to maintain their negative outlook, even in light of
their reduced rating. It is possible, but not likely, that GWP’s rating could be lowered again, even with
the Recommended or Step Up approach, and it will certainly be lowered if rates are not increased in a
reasonable timeframe.

Ability to Issue Debt - GWP will likely be able to issue additional debt under the Recommended and
Step Up scenarios; however, interest rates would likely be higher under the Step Up scenario as the debt
service coverage ratio would be lower. GWP would not be able to issue debt under the no rate increase
scenario until revenue eventually increased. If the water utility goes out of compliance with existing
bond covenants, further debt issues are unlikely until the situation is remedied. Even then, interest rates
would likely be substantially higher due to the high level of financial risk involved with repayment.
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PAYGO Funding - Both the Recommended and Step Up options fully support PAYGO; however, the
Recommended approach provides a quicker build up of reserves allowing for greater flexibility. Without
the increased flexibility, GWP may need to defer certain capital improvement projects. Due to the
existing negative cash balance, no increases would result in severely limited PAYGO funding for capital
replacement and maintenance — effectively, this option would result in virtually all projects being
delayed, except for regulatory compliance projects.

Avoid CIP Delays or Reductions - GWP’s capital improvement program can be funded under the
Recommended scenario without further cuts or delays. Under the Step Up approach some project
delays are expected early on. The No Change option would severely impact capital programs,
particularly if bond funding is no longer an option. Under the No Change option, the only projects that
would be completed are ones that are needed for public health and safety and ones that have already
commenced. All other improvement projects would be placed on hold. In the long-run, most of the
capital projects are needed for system supply and reliability. Beginning in Fiscal Year 2013-2014, rate
increases of 7%, 5%, and 5% would be needed at a minimum for the utility to be revenue sufficient.

Avoid 0&M Reductions - Any reduction in needed capital replacement will most likely result in higher
O&M costs due to additional maintenance costs on older and less efficient equipment. In addition,
potential system failures could increase, causing higher O&M costs by addressing capital needs
reactively rather than proactively. Therefore, a reduction in capital spending does not directly correlate
to a “dollar-for-dollar” reduction in cost. If cash reserves continue to be negative, and if planned capital
projects are significantly delayed, or worse yet cannot be funded, current staffing levels may still be
required to address more costly O&M. This situation is not likely in the Recommended or Step Up
scenarios as CIP is funded, but is virtually certain under the no rate increase approach.

Appendix A contains a list of CIP projects and the impacts should delays occur.

Short-Term Rate Impact - Due to current economic climate, pushing rate increases out into the future
would appear to be appealing on the surface, but given the water system’s immediate operating and
capital needs, it will only compound the deficiencies that exist today. Consequently, the longer that
increases are delayed, the larger they would have to be in the future in order to make up the difference.
The analysis shows that the average residential water ratepayer who consumes 19 HCF per month
would pay more over the next four years on a monthly basis under the Step Up than under the
Recommended. Figure I-3 provides the impact analysis of the two scenarios on residential customer
bills.

Figure I-3: Monthly Residential Bills (19 HCF/Month)

Scenario Monthly Increase Ending Cash on Hand (2016)
Recommended $1.68 S11.6 M
Step Up Adjustments $1.84 S11.3 M

Long-Term Rate Impact - As described in the previous section, the long-term impact on customer
rates would be incrementally worse if revenue adjustments are delayed. This is a function of the existing
negative cash balance and the deferral of necessary system improvements. The utility is limited in
revenue and, eventually, the funding problem will need to be addressed or the repercussions in terms of
water quality and service reliability could be problematic.
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Council Direction - At the December 6, 2011 City Council Meeting, City Council provided approval
of the Step-Up scenario, which minimizes rate adjustments in the early years between Fiscal Year
2011-12 and Fiscal Year 2014-15. City Council also authorized staff to prepare and mail the
required Proposition 218 Notice reflecting the proposed rate adjustments in the Step Up scenario
for Fiscal Year End (FYE) 2012 through FYE 2015. The Step Up scenario provides a healthier outlook
for the utility by:

e Restoring cash reserve balances by year five

e Offering the ability to borrow for capital needs

e Potentially retaining its existing bond ratings

e Providing a portion of capital funding through PAYGO going forward

The following Final Report for the January 31, 2012 Public Hearing reflects the approved Step Up
scenario and removes the analysis and narrative of the Recommended scenario.

Willdan Financial Services
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Introduction

Since 1909, Glendale Water & Power (GWP) has grown to over 32,400 water and 88,000 electric
customers becoming the third most populous city in Los Angeles County. To provide water service to a
growing service population, the City relies on local ground water pumped from private wells and
purchased water from Metropolitan Water District (MWD).

As part of the Utility’s financial policy, every few years a financial and rate review is completed. In
February of 2011, Willdan Financial Services was selected to perform a rate redesign analysis. This
analysis focuses on two key objectives (1) Financial Health and Stability and (2) Cost of Service rates that
promote efficient use of water.

Upon our initial review, the Utility’s existing rate structure does not currently reflect the true cost of
providing additional units of water to different distinct customer classes, and fails to generate sufficient
revenue to fund expenditures (operations, maintenance, and capital) and reserves. As such, the Utility’s
starting cash balance (cash on hand) as of June 2011 was negative $11.5 million and increased to
negative $13.5 million as of September 30, 2011.

This report details the methodology, approach, and results of this analysis. Based on discussion with
GWP staff, guidance from the Glendale Water & Power Commission and, and direction from the City
Council on December 6, 2011, this final report presents the “Step Up” scenario and the corresponding
rate impacts.

Overview of the Rate Setting Process

The scope of this study included the development of cost-based water user charges through a
comprehensive cost of service and rate design analysis. Utility rates must be set at a level where a
utility’s operating and capital expenses are met with the revenues received from customers. This is a
significant point, as failure to achieve this level could lead to insufficient funds being available to
adequately maintain the system. A comprehensive rate study typically consists of following three
interrelated analyses.

I.  Financial Planning/Revenue Requirement Analysis: Create a ten-year plan to support an
orderly, efficient program of on-going maintenance and operating costs, capital improvement
and replacement activities, debt financing, and retirement of any outstanding debt. In addition,
the long-term plan should fund and maintain reserve balances to adequate levels based on
industry standards and GWP fiscal policies.

Il. Cost of Service Analysis: ldentifies and apportions annual revenue requirements to distinct
customer classes based on their demand on the utility system.

lll.  Rate Design: Develops an equitable and proportionate fixed/variable schedule of rates for each
customer class to recover the costs attributable to that specific customer class. This is also
where other policy objectives can be achieved, such as discouraging wasteful water use. The
policy objectives are harmonized with cost of service objectives to achieve the delicate balance
between customer equity, financial stability and resource conservation goals.

Willdan Financial Services
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Rate Setting Principles

The primary objective when conducting a comprehensive rate study is to determine the adequacy of the

existing rates (pricing and structure), and provide the basis for any necessary adjustments to meet the
Utility’s operating and capital needs as well as policy objectives, such as promoting the efficient use of
water, and compliance with the governing provisions of the State Constitution and Water Code. GWP
desires a rate structure that fully funds operations, maintenance, and capital costs. Furthermore, GWP
would like to redesign its existing rate structure to one that reflects the difference in costs between
groundwater and more expensive purchased water; thereby, promoting the objective of using water
efficiently.

Financial Management, Policies, and Rates

A financial plan revolves around the development of a proper long and short-term balance of revenues
and expenditures. The following provides an outline of Glendale Water & Power’s financial targets and
policies, and the financial foundation of the cost of service and rate analysis. Over the past years, many
generally accepted principles or guidelines have been established to assist in developing utility rates.
The purpose of this section of the report is to provide a general background of the methodology and
guidelines used for setting cost based utility rates, in order to provide a higher-level understanding of
the rate setting approach detailed later in this report.

As a practical matter, there should be a general set of principles used to guide the development of water
rates. The American Water Works Association (AWWA) establishes these principles in the M1 Manual —
Principles of Water Rates, Fees and Charges. These guiding principles help to ensure there is a consistent
global approach that is employed by all utilities in the development of their rates (water and water-
related utilities, including sewer and reclaimed water). Below is a summary listing the established
guidelines, which public utilities should consider when setting their rates. These closely reflect the City’s
specified objectives.

Rates should be cost-based, equitable, and set at a level
such that they provide revenue sufficiency

provide reliable,
5 stable and
 adequate revenue
meet the utility’s
financial
~ operational, and
regulatory
irements

Rates and process
of allocating costs
should conform to
generally accepted
rate setting
techniques

These guidelines, along with the City’s objectives, have been utilized within this study as a framework to
help develop utility rates that are cost-based and equitable.
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Overview of Rate Setting Environment, Objectives, Process

Rate analyses are typically performed every few years to ensure that revenues from rates are
adequately funding utility operations, maintenance, and future capital needs. In California, rate analyses
also require compliance with the cost-of-service principles imposed by Proposition 218 to ensure that
rates correlate to how costs are incurred. Furthermore, the City of Glendale is a signatory to the
California Urban Water Conservation Council (CUWCC) memorandum of understanding, agreeing to
implement best management practices (BMPs) related to water conservation. The most significant BMP
is the targeted ratio between fixed and variable revenue, 30/70 respectively. This targeted ratio is
thought to best provide customers with incentive to use water efficiently, as 70% of their bill is related
to consumption, while providing a moderate percentage of constant revenue to the utility to cover a
portion of total costs that do not typically fluctuate with the amount of water consumed. Beyond the
laws, regulations, and guiding principles, the rates ultimately need to be approved by the City Council.

GWHP last performed a rate study in 2007 just before the recent economic downturn began. In addition
to the current economic realities, the utility has incurred additional capital costs related to Smart Grid
implementation. Compounding the issue, water rate revenue has decreased as customers reduced
consumption following the implementation of mandatory conservation measures, recent cooler
weather, and/or an attempt to lower monthly bills for economic reasons. To ensure realistic
consumption levels are properly forecasted, the Water Rate Redesign analysis utilized existing and
historical consumption data to best predict future behavior. Furthermore, due to the recent lifting of
Phase Il mandatory conservation, this report assumes a slight increase in consumption. Although
increased consumption is assumed initially, the model also factors in price elasticity to reflect the
apparent decrease in demand as rates increase. While strenuous efforts were made to account for
future anomalies, the rates and financial projections should be checked regularly to adjust for future

unknowns.

Realities
Considerations in Setting Revenue Requirements
There are multitudes of considerations that must be analyzed or
discussed during the revenue requirements process of a rate analysis. S T

This section, along with the graphic beside, provides an overview of

Laws/Regulations

the considerations that are reviewed during this process.

\

Capital Budgeting and Financing

Capital needs are defined by GWP’s Capital Improvement Plan. As part of its budget and planning
process, GWP identifies capital improvements that are necessary for the continued delivery of clean,
safe, drinking water. The Capital Improvement Plan is funded by a variety of sources including
depreciation, water rates, impact fees, and capital reserves. Recent economic realities have reduced
funding and/or delayed funding of critical system improvements.
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Capital Funding: Debt vs. PAYGO

The selection of the most appropriate funding strategy for capital projects is primarily a policy decision
between use of cash (“Pay-as-you-go financing” or PAYGO), the issuance of debt (bonding), or a
combination. PAYGO is the use or build up of cash to fund capital improvements. With debt financing,
capital improvements are funded with borrowed funds (usually through the issuance of bonds) with the
obligation of repayment, typically with interest, in future years. Development of an optimal capital
financial plan depends on the definition of optimal. Each has a different impact on water rates in the
short and long run, different net present values, risks, and legal obligations. Because of the borrowing
costs associated with debt, cash funding can be cheaper in the end; however, debt typically ensures
greater generational equity for larger and longer lasting capital projects.

Our review of the Department’s historical and planned Capital Improvement Plan revealed the
department does not have sufficient funding on hand to meet its planned capital investments. This is
mostly caused by the 2010 deferral of issuing debt back. As such, GWP plans to issue $60 million in new
debt in 2012 to meet its planned capital investments.

Our recommendation is consistent with the observed funding policy of GWP, an is that the department
continue to balance the use all financing options, by using debt in the near-term to mitigate the impact
on rates, and cash funding in the long-term for annual replacement projects.

Revenue Requirements

The method used by most public utilities to establish their revenue requirements is called the “cash
basis” approach of setting rates. As the name implies, a public utility combines its cash expenditures
over a time period to determine their required revenues from rates and other forms of income. The
figure below presents the “cash basis” methodology.

Figure 1-1: Overview of the “Cash Basis” Design

+ Operation and Maintenance Expenses

+ Taxes

+ Capital Additions Financed with Rate Revenue
+ Debt Service (Principal and Interest)

= Total Revenue Requirements

To ensure that existing ratepayers are not paying for growth-related capital projects, Willdan reviewed
existing, approved/pending, and proposed Capital Improvement Projects (CIPs) with City staff in order to
allocate projects between new (growth) and existing customers (operations and maintenance or
“O&M”). Additionally, capital replacement expense is sometimes included in the cash basis approach to
stabilize annual required revenue requirements by spreading the replacement costs of a depreciated
asset over the expected life of the asset or through the term of a bond issue.

Based on the revenue requirement analysis, the utility can determine the overall level of rate
adjustments needed in order for the utility to meet its overall expenditures.
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Financial Planning

In the development of the revenue requirements, certain parameters are utilized to project future
expenditures, growth in customers and consumption, and necessary revenue adjustments. GWP’s
budget documents are used as the baseline, which are then projected over a ten-year planning horizon
to account for fluctuations in costs from year to year as well as adjustments to debt service payments.

Conservative growth assumptions and prudent financial planning are fundamental in ensuring adequate
rate revenue to promote financial stability. The developed financial model considers the City’s existing
debt service coverage ratio and operating cash balances (cash on hand). In addition, as part of the
financial planning, municipal bond financing is incorporated into the model to fund necessary capital
improvements, including repair and replacement. The cost of depreciated infrastructure is collected and
used to fund annual repair and replacement. As debt is redeemed, additional bonds may be utilized to
fund additional capital improvements required due to aging infrastructure.

Rate Setting Principles Summary

In meeting the overall objectives of GWP, the rate design must also conform to the State Constitution
and the State’s Water Code. More specifically, Proposition 218 requires that property related fees and
charges, such as water rates (as affirmed in Bighorn-Desert View Water Agency v. Verjil), must not
exceed the reasonable cost of providing the service associated with the fee or charge, and shall also not
exceed the proportional cost of the service attributable to the parcel that is subject to the fee or charge.

In conjunction with Proposition 218, Article X (2) of the State Constitution institutes the need to
preserve the State’s water supplies and discourage the wasteful or unreasonable use of water by
encouraging conservation. Article X (2) is broad in its declarations; however, the Water Code provides
guidance to its application for developing water rates. Section 106 declares that the highest use of water
is for domestic purposes, and irrigation is secondary. In connection with meeting the objectives of
Article X, Water Code Sections 370 (AB2882) and 375 authorize a water purveyor to utilize its water rate
design to incentivize the efficient use of water.

Although incentives to conserve water could be provided by implementing a higher rate for water as
consumption increases, a nexus between rates and cost incurred to provide water at those rates must
be developed to achieve compliance with Proposition 218. Therefore, in our analysis, when employing a
tiered rate structure, we analyzed the consumption and peaking characteristics of each defined Tier to
determine the proportional share of cost incurred by each tier, which is then divided by consumption to
derive a rate per unit of water for each tier. Doing so synchronizes the objectives of Article X (2) and
Article XIlID (6) in developing a cost of service tiered rate structure.

Besides ensuring compliance with State law, another key principle for a comprehensive rate study is
found in economic theory, which suggests the price of a commodity must roughly equal its cost or value
if equity among customers is to be maintained — i.e. cost-based. For example, capacity-related costs are
usually incurred by a water utility to meet peak use requirements. Consequently, the customers causing
peak demands should pay for the demand-related facilities in proportion to their contribution to
maximum demands.
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Through refinement of costing and pricing techniques, consumers of a product are given a more
accurate price point of what the commodity costs to produce and deliver their water needs. The above
fundamentals have considerable foundation in economic literature and correlate to the cost of service
principles of Proposition 218. This “price-equals-cost” theory provides the basis for much of the
subsequent analysis and comment. This theory is particularly important as the proposed rate structure
has been developed to encourage the efficient use of water while maintaining economic and cost of
service principles.

Rate Design

The final element, the rate design process, applies the results from the revenue requirements to
develop rates that achieve the general guidelines and objectives of GWP and compliance with the
provision of law. These objectives are achieved through the development of cost-based rates, but may
also account for adjustments to expenditures or the level of cash reserves to balance rate shock,
continuity of past rate philosophy, conservation objectives, ease of administration, and legal
requirements. This section of the report incorporates the general principles, techniques, and economic
theory used to set utility rates. These principles, techniques, and economic theory were the starting
point for this rate study and the groundwork used to meet GWP’s key objectives in analyzing and
redesigning their utility rates.

This utility rate study was performed to allocate the costs of providing service to users in order to
ensure that rates are equitable and in compliance with Proposition 218 requirements. The total cost of
serving each customer class is determined by distributing each of the utility cost components among the
user classes based upon the respective service requirements of each customer class. Therefore, a cost of
service rate study enables a water utility to adopt rates based on the costs attributable to each
customer class and corresponding accounts. The purposes of this water utility cost of service study
include defining the proportional allocation of the costs of service to users and deriving unit costs to
support the development of water rates.
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Water Rate Analysis

The Utility engaged Willdan Financial Services (Willdan) to perform a Water Rate Redesign study focused
on two main principles. The first objective is revenue sufficiency; where revenues are set to match
expenditures related to operations, maintenance, capital, and funding of reserves. The second objective
is to, within the cost of service principles of Proposition 218, and the water conservation goals of Article
X of the State Constitution and Water Code Section 370 and 375, design water rates that promote
efficient use of water and reflect the varying costs of water and demand to each customer class and
corresponding accounts. This section of the report outlines the details of the analysis and the approach
to developing the recommendations.

Water Consumption and User Characteristics

Willdan examined the previous five years of billing data provided by the City. Multiple years of data
were analyzed to ensure short-term anomalies and long-term trends are captured. Furthermore, billing
data was analyzed to determine demand patterns between customer classes and overall consumption
characteristics. As the projected volume of water consumption is a key component in revenue
generation, it is critical that appropriate adjustment and trends are rationalized. The consumption
analysis revealed GWP customers have a lower than average per capita use of water, when compared to
similar Los Angeles County agencies, which is mainly due to the concentration of multi-family properties
within the City. GWP provides water to approximately 33,450 accounts. Figure 2-1, provides a summary
analysis of the City’s existing water user classes and the number of accounts associated with each in FY
2011:

Figure 2-1: Customer Classification and Accounts

Category Description Recommended Classification 2010 Accounts

City Of Glendale Commercial 271
Commercial Business Commercial 2,026
Commercial W/Master-Metered Water (Busines Commercial 29
Common Use Electric/Water For Businesses Commercial 24
Electric/Water Services - No Facility Commercial 11
Industrial - Large Business Commercial 192
Public Authority Commercial 9
Small Business Commercial 1,178
Irrigation Meters Irrigation 256
Common Use Areas For Apartment Or Condos M ulti-Family 3,120
Condominium Units M ulti-Family 562
Master-Metered Residential M ulti-Family 134
M ulti-Family Residential M ulti-Family 2,803
Multi-Family W/M aster-M etered Water M ulti-Family 518
Single Family Residential Single Family 22,309
Total Accounts 33,442
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These records were identified and compiled by analyzing the utility’s billing records. In addition, for
simplicity and clarity, Willdan recommends combining existing billing categories (which reflect electric
characteristics) to four distinct water customer classes based on demand and usage characteristics as
shown in the previous table.

In addition to the account information provided in the preceding table, billing records were also
analyzed for average and peak (max) month consumption. This analysis helps differentiate between
demand characteristics of different users and customer classes. The summary of these results is
provided in Figure 2-2.

Figure 2-2: Water Consumption Characteristics, by Billing Class

. Average Peak CY2010 % of % of
Category Description .
Month Month  Consumption Peak Average

City Of Glendale 13,033 23,549 156,390 1.7% 1.5%
Commercial Business 91,043 134,531 1,092,519 9.7% 10.3%
Commercial W/Master-Metered Water
(Business) 4,752 7,210 57,029 0.5% 0.5%
Common Use Areas For Apartment Or Condos 251,349 345,931 3,016,190 24.8% 28.6%
Common Use Electric/Water For Businesses 1,434 2,771 17,213 0.2% 0.2%
Condominium Units 3,570 5,791 42,841 0.4% 0.4%
Electric/Water Services - No Facility 885 1,276 10,620 0.1% 0.1%
Industrial - Large Business 20,637 28,844 247,641 2.1% 2.3%
Irrigation Meters 16,830 35,808 201,961 2.6% 1.9%
Master-Metered Residential 10,130 12,021 121,564 0.9% 1.2%
Multi-Family Residential 58,540 87,263 702,474 6.3% 6.7%
Multi-Family W/Master-Metered Water 33,202 49,900 398,422 3.6% 3.8%
Public Authority 143 743 1,715 0.1% 0.0%
Single Family Residential 357,314 634,102 4,287,766 45.5% 40.6%
Small Business 17,038 22,460 204,452 1.6% 1.9%

NA NA 10,558,798 100% 100%
Proposed Classifications
Single Family 357,314 634,102 4,287,766 45.5% 40.6%
Multi-Family 356,791 500,906 4,281,492 36.0% 40.5%
Commerical 148,965 221,384 1,787,579 15.9% 16.9%
Irrigation 16,830 35,808 201,961 2.6% 1.9%

NA NA 10,558,798 100% 100%

The percentage distribution of the accounts by proposed classifications is shown below in figure 2-3.
Residential accounts, single-family and multi-family, encompass more than 88% of the total water
accounts and represent 81% of total water consumption as shown in figure 2-4.
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Figure 2-3: Distribution of Water Accounts Figure 2-4: Distribution of Water Usage
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Although GWP currently has fifteen different billing categories, the existing two-tiered water rate
structure was applied to all customers, effectively employing a single customer class for water. As
consumption and demand patterns vary between customer classes, the proposed rate redesign along
with the recommended naming conventions would more closely reflect the demand of the classes, and
therefore their cost on the system. Based on a detailed analysis spanning the previous 6 years of
consumption data — the following customer classifications are proposed.

Single-Family: Single-family refers to individual residential dwelling units, each served by a separate
meter. Consumption patterns within single family are relatively homogenous.

Multi-Family: Glendale serves a significant multi-family population justifying its own customer
classification. Multi-Family encompasses residential dwellings such as apartments or condominium
complexes, in which two or more dwelling units share the same meter. Multi-Family differs from Single-
Family in that there is a lower peaking related to lower densities and the lack of landscaping.

Commercial: Comprised of a diverse group of customers ranging significantly by type (restaurants,
office buildings, book stores, strip malls, car washes, etc) and size (fast food vs. sit-down restaurant).
Consequently, commercial is designed as a collective non-residential group. Ideally, additional
subcategories for commercial would be possible if each account included additional data regarding the
specific commercial use; however, similar to other cities and agencies throughout the state and country,
GWP does not track nor compile this data.

Irrigation: The City currently maintains and tracks irrigation accounts. As such, the existing data was
analyzed to show that irrigation’s peak varied enough from commercial to justify its own customer
classification.

Willdan Financial Services



Glendale Water & Power Water Rate Redesign

Revenue Requirements Analysis

The first step in a rate analysis is a review of the utility’s revenue requirements. The result of this review
is a picture of the utility’s existing financial health, which is necessary to determine the current and
future revenue needs. To ensure that both short and long run financial health were reviewed, Willdan
performed a 10-year financial outlook; however, for the purposes of this study, rates and financial
projections will be limited to 5 years (FY 2016). Willdan reviewed expenditures (operation and
maintenance (O&M), capital, and reserves requirements) against revenues (rate revenue, capacity fee
revenues, etc). Willdan analyzed and reviewed the water utility’s historical and current financial
statements, six years of water consumption records, capital improvement programs and plans, reserve
policies, and conferred with staff to forecast expenditures.

Existing Water Utility Revenues

The water utility derives revenue from a variety of sources. Just over 85% of the Water Utility’s revenue
is originated from rate revenues (monthly rates). In Fiscal Year 2010-2011, GWP generated nearly $38
million in operating rate revenue, compared with $5.4 million in non-operating revenue, such as rental
income and donations and contributions. In years past, the utility was able to generate interest income;
however, currently, reserves are not available for investment.

Existing Water Utility Expenditures

To achieve long-term financial health, a utility’s revenues must be sufficient to meet total expenditures
or cash obligations. This “required revenue” includes all incurred costs related to operation and
maintenance, capital improvement programs, and principal and interest payments on existing or
proposed debt.

As demonstrated by Figure 2-5, expenditures were categorized into one of seven classifications: (1)
Operation; (2) Transmission and Distribution; (3) Water Fund Allocation/Expenses; (4) Depreciation; (5)
Debt Service (6) Capital Projects Funded by Rates; and (7) Repair & Replacements (R&R) funded Capital.
The pie chart below demonstrates the relative size of the various expense categories over the study
period.

10
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Figure 2-5: Cost Distribution by Expenditure Classification
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The largest piece, Operation Expenses, is driven primarily by the cost of purchased water. Historically,
ground water pumped from local wells provides only forty-percent (40%) of total water consumed. The
remaining 60% is purchased, at a much higher cost, through Metropolitan Water District — a large
regional water purveyor for Southern California. On average, the City purchases 20,000 acre-feet (AF) of
water at a current cost of $744 per AF. This uncontrollable cost of purchased water now represents 22%
of total expenditures, which is the single largest cost among operating expenses. This percentage is an
increase over the historical average and is projected to climb higher as MWD continues to raise rates.
This represents a significant and uncontrollable cost burden on the utility. As such, the rates have been
designed to address the specific difference in the input price of ground water versus that of purchased
water.

As part of GWP’s financial plan, the water utility prepares a comprehensive water Capital Improvement
Program (CIP) annually, to address current and future water system needs. As a result of the economic
downturn, and in an attempt to limit capital expenditure, the utility has cut the existing CIP to only
essential and critical needs. In 2007, during the last financial and rate review, GWP had planned for two
debt issues. The first planned bond issuance occurred in 2008 in an amount equal to $50M; however,
the second bond issuance, which was expected to occur in 2010 for $37M, was deferred. As a result,
GWP is now proposing a $60 million bond issuance in early 2012 to fund large one-time capital
expenditures. Assuming the occurrence of the 2012 bond issuance, there will be no cash funded projects
until late FY 2014 (S5 million), at which point the Water CIP is expect to fall to an average of $11 million
annually through 2022.

11
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Through the study period debt service costs, related to principal and interest on the existing 2008 bond
sale and on the forecasted 2012 issuance, account for 11% percent of the utility’s expenditures. In order
to minimize the initial impact of the 2012 bond sale, GWP is proposing to capitalize interest for three
years as it did with its 2008 bond sale. The Department must meet debt service coverage requirements
on its outstanding bond issues. Per the 2008 bond covenant, the utility is required to have a coverage
requirement of 1.25. The Official Statement states that the water utility’s adjusted New System
Revenues shall amount to at least 1.25 times the annual debt service outstanding. The Utility currently
maintains a coverage ratio that meets the bond covenant; however, the coverage ratio has been
reduced in recent years and may dip below the 1.25 coverage with no revenue adjustments.

To maintain financial flexibility, the water utility has a target to maintain $11.3 million cash on hand as
part of its reserve policy. This reserve policy consists of operating, capital and rate stabilization
requirements. At the end of June (FYE 2011), the utility’s cash balance was negative $11.5 million and
increased to negative $13.5 million as of September 30, 2011. As such, the utility does not have the
necessary cash available to meet ongoing cash flow requirements, hydrological variations, or emergency
repairs.

Willdan worked with GWP staff to establish financial thresholds and reserve accounts to ensure
sufficient funding and best management practices for operations and capital. Consistent with industry
standards, Willdan targeted an Operating reserve of 72 days with a ceiling of 90 days. This will provide
the utility 72-90 days of operating reserves to fund day-to-day operations and cash outlay. Additionally,
Willdan established a Repair and Replacement Reserve (R&R) that is primarily funded through the
depreciation expense, or with funds that had been directed toward Operating Reserve up until the point
where that fund reaches its maximum targeted balance of 90 days.

Figure 2-6 demonstrates the Baseline Scenario. This represents current and projected financial
conditions of the water utility absent any revenue adjustment (increases) over the next 5 years. As the

figure illustrates, existing revenue levels are unsustainable and the utility is forecasted to continue to
run at a loss.

12
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Figure 2-6: Baseline Financial Scenario
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The declining red line (lower line) shows the utility’s projected ending cash balance. While short-term
drops or dips of reserve levels are acceptable, given the beginning cash balance and the continued
downward trend, revenue adjustment alternatives must be explored, as the baseline scenario is
unsustainable.

Revenue Requirement Alternatives

Given the existing financial condition of the utility, it seems apparent that without significant revenue
increases in the immediate future; it will not be able to meet its targeted objectives without a significant
burden placed on customers. As such, Willdan worked with GWP staff, the Glendale Water & Power
Commission, and the City Council to develop a Financial Plan and water rate structure that provides
financial stability to the utility within a five year study period, while minimizing the impact to customers.
Two revenue requirement alternatives (scenarios) were presented in the draft report to City Council on
December 6, 2011- the “Recommended” and “Step-Up.” Both financial scenarios are forecasted to
achieve the targeted financial objectives within 5-years; however, the impact to the customer under
each of the scenarios varies slightly, with the Step Up having the least amount of impact in the first two
years. The City Council approved the Step Up scenario over the Recommended and the following tables
and analysis correspond to the Step Up revenue adjustments.
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Step Up: Based on direction from the Glendale Water & Power Commission to minimize the immediate
impact of revenue increase on customers, in light of the current economic climate, and in order to meet
the financial objectives outlined by the utility by year five, the “Step-Up” scenario was developed and
ultimately approved by City Council. The Step Up scenario models two years of two percent (2%)
adjustments, followed by a single increase of four percent (4%), and two subsequent years of five
percent (5%) increases. Please note, only one of the five percent increases is intended to be noticed and
GWP will be required to re-notice customers in year 5, if the 5% revenue increase is still necessary. The
utility is projected to have adequate reserves funded and would maintain sufficient debt coverage for
existing and proposed debt obligations.

Figure 2-7 details the existing and projected expenditures of the utility and the corresponding impact of
the revenue adjustments on the Utility’s financial health.

14
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Figure 2-7: Revenue Requirements Analysis

Escalation
Description Code FYE 2012 FYE 2014 FYE 2016

Revenue from Rates e ea Projected

Water - Metered GM $ 38,310,883 | $ 38,693,991 | $ 39,080,931 | $ 39,471,741 | $ 39,866,458
Water - Metered (Recycled) GM 1,164,646 1,176,292 1,188,055 1,199,936 1,211,935
Water - Private GM 553,293 558,826 564,414 570,058 (557ey T8¢
Water - Other GM 278,092 280,873 283,681 286,518 289,383
Water - Capital GM - - - - -
Total Operating Revenue $ 40,306,913 $ 40,709,982 $ 41,117,082 $ 41,528,253 $ 41,943,535

Additional Rate Revenue Required
Revenue
Fiscal Year Increase

403,100 [ $ 814,200 | $ 822,300 | $ 830,600 | $ 838,900
| 830,500 838,800 847,200 855,600
1,711,100 1,728,200 1,745,500
2,246,700 2,269,200
2,382,600
Total Additional Rate Revenue $ 403,100 $ 1,644,700 $ 3,372,200 $ 5,652,700 $ 8,091,800
Total Projected Revenue $ 40,710,013 $ 42,354,682 $ 44,489,282 $ 47,180,953 $ 50,035,335
Operation Expenses
Production
Potable Water Operation $ 19,370,577 $ 18,708,104 $ 18,668,746 $ 18,710,203 $ 18,816,303
Potable Water Source Maintenance 1,465,785 1,674,900 1,725,100 1,776,900 1,830,200
Recycled Water Operation 441,895 378,100 389,400 401,100 413,000
Recycled Water Source Maintenance 127,085 194,100 199,900 205,900 212,100
Transmission and Distribution
Potable Water Transmission & Distribution Mtc 2,818,455 3,206,700 3,302,800 3,402,000 3,504,000
Maintenance Potable Water Misc 1,338,000 1,417,400 1,460,000 1,508,800 1,548,900
Recycled Water Transmission & Distribution Mtc 262,200 122,700 129,400 133,300 137,300
Maintenance Recycled Water Misc 96,865 109,800 113,100 116,500 120,000
Other Water Operating Expenses 3,148,200 3,228,800 3,325,700 3,425,400 3,528,300
Water Fund Allocations/Expenses
General Plant Allocation 1,224,600 92,400 33,100 19,100 68,900
Customer Senice Expense 5,012,890 5,397,500 5,649,600 5,731,500 5,843,300
Capital Projects
Capital Projects - Direct Funded - - - - 3,047,500
Total Operating Expenses $ 35,306,552 $ 34,530,504 $ 34,996,846 $ 35,425,703 $ 39,069,803
Operating Income $ 5,403,461 $ 7,824,178 $ 9,492,436 $ 11,755,250 $ 10,965,532
Total Non-Operating Revenue $ 4,303,704 $ 4,410,313 $ 4,633,287 $ 4,880,610 $ 5,020,990
Total Non-Operating Expenses 4,000,000 4,400,000 4,625,000 4,950,000 4,975,000
Fund Transfers - - - - -
Net Operating Income After Transfers $ 5,707,165 $ 7,834,491 $ 9,500,724 $ 11,685,860 $ 11,011,522
Debt Service 3,575,000 3,375,000 4,522,669 7,006,514 7,009,786
Targeted Debt Cowverage Ratio 125% 125% 125% 125% 125%
Calculated Debt Cowverage Ratio 272% 363% 312% 237% 228%
Net Income $ 2,132,165 $ 4,459,491 $ 4,978,055 $ 4,679,346 $ 4,001,736
Water Enterprise Fund
Beginning Operating Fund Balance $  (11,490,710) $ (9,358,545) $ (4,899,054) $ 79,001 $ 4,758,347
Net Income 2,132,165 4,459,491 4,978,055 4,679,346 4,001,736
Ending Operating Cash Balance $ (9,358,545) $ (4,899,054) $ 79,001 $ 4,758,347 $ 8,760,083
Days of Operating Reserves 97) (52) 1 49 89
Fund Balance Days of O&M 72 72 72 72 72
Desired Cash Balance 6,964,580 6,811,497 6,903,487 6,988,084 7,105,769
Transfer of O&M to R&R - - - - -
Capital Repair and Replacement Fund
Beginning Capital R&R Fund Balance $ -1$ 4,000,000 | $ 8,400,000 | $ 8,025,000 | $ 2,599,100
Deposit Based on Depreciation (From Net Income) 4,000,000 4,400,000 4,625,000 4,950,000 4,975,000
Capital Projects - R&R Funded - - (5,000,000) (10,375,900), (5,074,100)
Excess from O&M Reserve Fund - - - - -
Ending Capital R&R Fund Balance $ 4,000,000 $ 8,400,000 $ 8,025,000 $ 2,599,100 $ 2,500,000
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Similar to the Baseline Scenario figure, Figure 2-8 forecasts the financial health of the utility; however, as
opposed to the baseline scenario, the revenue adjustments provide a more positive outlook and allow
for a funding of reserves.

Figure 2-8: Step Up Financial Scenario
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Cost of Service Analysis

Following the consumption and revenue requirement analysis, the next stage is to distribute costs
(revenue requirements) to functional components, and ultimately, to each customer class. The cost of
service analysis is a systematic process by which revenue requirements are allocated by function to
generate a classification of fair and equitable costs in proportion to the service received for each user
class. The cost of services analysis marries the Water Consumption and Usage Characteristics analysis
with the Revenue Requirements and expenditure analyses. This section of the report discusses the
methodology of allocating expenditures to the functional cost components to best project each
customer classification’s burden on the system.

Cost Allocation by Function

To ensure system expenditure allocations are equitable and proportionate to user classes, it is important
to first understand how different users consume water (average versus peak usage). In addition,
consideration should be given to how the utility system was designed, constructed, and is currently
being utilized. To equitably allocate the cost of service between the different user classes in proportion
to their usage and peaking demands, costs first need to be allocated to functional cost components. The
cost of service allocation completed in this study is established on the base-extra capacity method
endorsed by the American Water Works Association (AWWA). Under the base-extra capacity method,
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revenue requirements are allocated to the different user classes proportionate to their demand on the
water system. Allocations are established on average day (base) usage, maximum day (peak) usage,
meters and services, and billing and collection. Use of this methodology results in an AWWA-accepted
cost distribution among customer classes and a means of calculating and designing rates to
proportionately recover those costs.

Figure 2-9 shows a summary distribution of the utility’s expenditures for each year of the study period.
To generate this data, GWP’s budget was analyzed line-item by line-item and expenditures were
distributed based on a variety of demand factors: average day (base), maximum day (peak) usage,
meters and services, and customer accounts.

Base costs are those operating and capital costs incurred by the water system that are
associated with servicing customers based on customer class demand.

Extra capacity (max day) costs represent those operating costs incurred to meet customer
peak demands for water in excess of average day demand (base). This cost also includes capital
costs related providing excess capacity.

Ground Water costs include costs related to the pumping and production of ground water.
This includes costs of labor, electricity, materials, and facilities.

Metropolitan Water District costs are attributable to the direct and indirect costs of
purchased water.

Customer Service costs include customer accounts, meter service, and fire hydrant related
costs. Customer account costs are uniform to all customers and include such costs as meter
reading, billing, accounting, and administration. Meter service costs include maintenance and
capital costs associated with meters and services and fire hydrant related costs.
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Figure 2-9: Distribution of Expenditure by Function

Ground Water
Production

Meters &
Services

Customer
Account

Rate Revenue
Required

MWD Fire Protection

Max Day

Allocation of Revenue Requirements

2,688,833 5,004,896 | $ 5,976,743 |$ 15,460,187 |$ 4,385925 $ 7,015407 $ 581,122
FYE 2012 41,113,113 v
7% 12% 15% 38% 11% 17% 1%
2,827,677 5,109,049 6,101,120 14,926,345 4,477,197 7,161,399 593,215
FYE 2013 42,354,682 v
7% 12% 15% 36% 11% 17% 1%
3,066,003 5,273,863 6,297,938 14,081,580 4,621,628 7,392,421 612,352
FYE 2014 44,489,282 ¥y
7% 13% 15% 34% 11% 18% 1%
3,354,573 5,441,043 6,497,581 13,224,686 4,768,132 7,626,759 631,763
FYE 2015 47,180,953 v
% 13% 16% 32% 12% 19% 2%
3,653,757 5,588,233 6,673,352 12,470,253 4,897,119 7,833,077 648,854
FYE 2016 50,035,335 v v
7% 14% 16% 30% 12% 19% 2%
3,812,159 5,659,562 6,758,532 12,104,652 4,959,626 7,933,059 657,136
FYE 2017 51,546,571 v
7% 14% 16% 29% 12% 19% 2%
3,920,730 5,706,084 6,814,088 11,866,200 5,000,395 7,998,269 662,537
FYE 2018 52,582,400 v
7% 14% 17% 29% 12% 19% 2%
4,031,517 5,751,703 6,868,565 11,632,376 5,040,372 8,062,214 667,834
FYE 2019 53,639,366 r r
8% 14% 17% 28% 12% 20% 2%
4,144,534 5,796,425 6,921,971 11,403,153 5,079,563 8,124,901 673,027
FYE 2020 54,717,611 v
8% 14% 17% 28% 12% 20% 2%
4,259,828 5,840,267 6,974,326 11,178,437 5,117,983 8,186,355 678,118
FYE 2021 55,817,577 v
8% 14% 17% 27% 12% 20% 2%
4,377,424 5,883,239 7,025,643 10,958,179 5,155,641 8,246,590 683,107
FYE 2022 56,939,508
8% 14% 17% 27% 13% 20% 2%
Rate Component GW Fixed Charge

The separation of costs into these functional components provides the means for further allocation to
the customer classes based upon their respective demand of each function. The resulting distribution
percentages (throughout figure 2-9) are utilized to allocate annual required revenue (system operating
and capital costs) to each customer class based on the class’ respective demand on the system (Figure 2-
2). Figure 2-10 demonstrate each class’s proportionate share of GWP’s functional cost components
based on the service demand each class places on the system, number of accounts, and meter
equivalents.

Figure 2-10: 2012 Customer Class Cost Distribution

Base ax Da
Average Peak Acco e e Protectio

Total $ 2688833|% 5,004,8% [$ 4,385925|$ 7,015407 | $ 542,343
Single Family 40.6% 45.5%|$ 1,091,894 | $ 2,279,567

Multi-Family 40.5% 36.0% 1,090,296 1,800,735

Commercial 16.9% 15.9% 455,213 795,867

Irrigation 1.9% 2.6% 51,430 128,728

Total Accounts 33,556 4,385,925 542,343
Meter Equivalents 60,065 7,015,407

Once the system cost causation analysis is complete, the next step is to design the most equitable and
appropriate rate structure to recover those revenues.
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Rate Design Analysis

Rate design is the process of analysis that determines how the allocated revenue requirements are
recovered by each customer class through water rates. In the cost allocation section of this Report, we
were concerned with horizontal equity — equity and proportionate share between customer classes;
however, in the rate design process, the focus is on vertical equity — how to ensure each user, within
each class, is paying its fair and proportionate share.

Criteria and Considerations

In determining the appropriate rate level and structure, Willdan, in conjunction with GWP staff,
analyzed various generated financial scenarios concerning the proposed adjustments and the
implications attributed to those decisions.

A simplified list of some of the rate design considerations that were reviewed is listed:

e Clear and understandable

e Easily administered

e cost of service principles

e Revenue stability (month to month and year to year)

e Prudent financial planning

e (Capital Improvement Program Financing (improving the existing system)
e Fair and equitable (cost-based)

e Comply with legal and regulatory requirements

Every consideration has merit and plays an important role in a comprehensive rate study. When
developing GWP’s proposed rates, all of the aforementioned criteria were taken into consideration, in
addition to the objective of minimizing rate shock. Determining the appropriate balance is crucial, as
some of the criteria sometime conflict with one another, i.e. the conservation measures and cost-based.
In designing rates, there will always be a balance between the various objectives as well as policy
decisions made by the City Council.

Existing Rate Structure
The existing rate structure is a tiered rate structure and is applied to all customers regardless of billing
category. The structure is comprised of the following cost components.

Customer Charge: Charge is per month and is based on the size of water meter. This
component of the water rate reflects the cost of metering support, customer service, and
maintaining the account.

Commodity (Usage) Charge: Charge is $.8399 for first 10 hundred cubic feet (HCF) used per
month; $1.8063 for all HCF used in excess of 10 HCF per month. This rate is considered a
modified "conservation rate" that encourages water conservation through price signaling. This is
the water usage charge. This supports the cost of the system that brings the water to homes or
businesses.
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Water Adjustment Charge: Charge is $1.2348 per HCF on all water bills, except Recycled
Water, which is $0.9261. This component of the water rate recovers the costs of purchasing
water from Metropolitan Water District and the costs of pumping water from local basins. The
water adjustment rate is calculated twice each year and becomes effective the first day of
January and July of each year. The water adjustment charge could either increase or decrease
semi annually and is based on pumping costs and purchased water costs of the previous 6
months.

Proposed Rate Structure

Willdan recommends expanding the existing single class rate structure into unique and equitable class-
based structures. Based on a detailed multi-year consumption analysis and detailing of billing records,
Willdan recommends grouping customers based on user classification and peaking factor to create an
appropriate and equitable rate design.

As the consumption analysis confirmed, different customer types use water differently and thus have
different consumption patterns and service demands on the utility. Even within residential properties,
there were clear and distinct consumption patterns between single family and multi-family customers,
and sufficient data to separate residential properties into two customer classes. As necessary data was
available, the proposed rate structures were customized to provide additional horizontal (equity amount
different customer classes) and vertical equity (equity amongst users in that class) over the existing
structure.

Beyond changing the structure, some components of the rate structure were modified to reflect the
current review and allocation of the costs incurred. Below are the proposed components of the
recommended rate structure — while each customer class’ rate(s) is comprised of these charges, the
specific rates may differ based on demand.

Customer Charge: Charge is per month and based on the size of water meter. This component
of the water rate reflects the cost of metering support, customer service, and maintaining
customer accounts. (Varies by meter size, not by customer class)

Base Variable: Charge is applied to all units of water used per month. This supports the cost of
the system that brings the water to homes or businesses and varies by customer class (based on
peak demand).

Groundwater: Due to the limited nature of groundwater resources and its associated cheaper
unit cost compared to water purchased from MWD, groundwater was allocated to all customer
classes based on its percentage of total water consumed. The charge is imposed in order to
recover a portion of costs related to pumping, collection, and treatment of ground water, and is
only applied to the allocated units of groundwater. (Total cost attributed to groundwater divided
by total units of groundwater)

Ground Water Costs $ 5,976,743
Total Ground Water Consumption (HCF) 4,277,297
Ground Water Variable per Unit Cost $ 1.40
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Metropolitan Water (MWD): Charge is applied to units of water that are provided to
customers in excess of the groundwater allocation of the respective customer class. The charge
is imposed to recover the higher unit costs associated with the purchase and pumping of water
from Metropolitan Water District. GWP currently purchases approximately 60% (20,000 AF) of
its water at a current cost $744 per acre-foot. (Total cost attributed to MWD divided by total
units of MWD)

MWD Water Costs $ 15,460,187
Total MWD Water Consumption (HCF) 6,485,514
MWD - Variable per Unit Cost $ 2.38

Water Adjustment Charge: Initially starting at zero, this charge will be adjusted semi-annually
as a pass-through to reflect and recover cost increases outside the control of Glendale Water &
Power, such as increased cost of purchased water from MWD, pursuant to Government Code
Section 53756. This decision was made to ensure appropriate cost recovery without the
possibility of overcharging customers for assumed increases, and to maintain continuity
between the existing rate structure and new rate redesign. The water adjustment charge will be
calculated twice each year and become effective the first day of January and July of each year.
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Single Family’s rate structure is designed to reflect the additional costs associated with greater
service demand. Each tier of the proposed five-tier inclining block rate structure is designed to mirror
how additional costs are incurred by the utility with increasing levels of demand.

Base Component - Costs related to the base variable rate component are allocated to each tier
distributed by the overall consumption and calculated peak in that tier. This design reflects how
the utility incurs higher costs to meet additional demand and increased peaking among accounts
within the Single-Family Customer Class.

Single Family Base Tiering Analysis

Total SFR % of Base SFR Cost
Average Consumption $ 2,688,833 41% $ 1,091,894
Peak Consumption $ 5,004,896 46% $ 2,279,567

Base Cost Allocation to Tiers

Average Peak
Consumption Consumption Total

Tier 1 $ 100,459 $ - $ 100,459
Tier 2 100,459 269,883 370,343
Tier 3 297,043 807,378 1,104,422
Tier 4 148,444 255,973 404,418
Tier 5 445,488 946,331 1,391,819
Total $ 1,091,894 $ 2,279,567

Groundwater -Single family’s allocation of groundwater is divided equally to all accounts
within the class, allotting each account with approximately 15 units of ground water (HCF).

Metropolitan Water (MWD) — MWD is allocated to single-family consumption in excess of the
ground water allocation (~15 HCF). All remaining units of consumption, beyond the
groundwater allocation, will incur the direct and indirect costs of purchased water. (Costs
allocated to MWD divided by total purchased water).

Tier Design- Multiple tiers have been designed
to reflect the proportionate increase in costs

Single Fmaily _ Tier (HCF) Mix associated with additional demand place on the
Tier 1 0-626 Basel + GW utility by different Single-Family Customers.
Tier 2 6.27 - 12.52 Base2 + GW . . .

Established through the consumption analysis
Tier 3 12.53 - 31.03 Base3 + Blend 4 all . ; q . & il
Tier 4 31.04 - 4028 Based + MWD and allocation of ground water, Tiers 1 & 2 wi
Ters 40.29 + Base5 + MWD be comprised of the base component and

ground water. Tier 3, is comprised of the Tier 3
base component and a blend between the remaining ground water allocation and MWD water,
based on the percentage share that each water source covers of the Tier 3 allotment (2.48 HCF
of groundwater versus 18.03 HCF of MWD). Tiers 4 & 5 encompass the applicable base
component plus the MWD cost per unit. In keeping with the cost-of-service requirements of
Proposition 218 — the rate structure reflects the higher cost of purchased water, and the
proportional costs of each tier based on each tier’s peak demand when compared to Tier 1. In
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addition, the rate structure encourages efficient use of water and includes rates that more

closely reflect how the costs are incurred.

Tier 1 water allotment targets a base amount derived by multiplying a 55 gallons per
capita per day by the single-family density factor for Glendale equal to 2.8 persons per
unit. This calculation generates a base allotment for Single-Family accounts equal to 6.26
units of water.

Tier 2 allots water for up to 110 gallons per capita per day and represents efficient use of
water.

Tier 3 allots water based on the average irrigable area (landscape) of a single family home
in Glendale. GIS and parcel data analysis revealed an average irrigable area of 3,764
square feet and the Tier 3 allotment provides sufficient water for the average irrigable
area to keep a turf lawn green (8 gallons per day per 100 sq ft).

Tier 4 provides an allotment for additional needs.

Tier 5 is applied for all consumption in excess of tier 4.

Multi-Family’s rate structure is designed to reflect additional costs associated with greater demand
per dwelling unit (rather than per account). Each tier of the proposed three-tier inclining block rate
structure is designed to mirror how additional costs are incurred by the utility.

Base Component - Costs related to the base variable rate component are allocated to each tier
distributed by the overall consumption and calculated peak in that tier. This design reflects how
the utility incurs higher costs to meet additional demand and increased peaking among accounts

within the Multi-Family Customer Class.

M ulti-Family Base Tiering Analysis

Total MFR % of Base MFR Cost
Average Consumption $ 2,688,833 41% $ 1,090,296
Peak Consumption $ 5,004,896 36% $ 1,800,735

Base Cost Allocation to Tiers

Average Peak
Consumption Consumption Total
Tier 1 $ 272,574 % - $ 272,574
Tier 2 272,574 334,764 607,338
Tier 3 545,148 1,465,971 2,011,119
Total $ 1,090,296 $ 1,800,735

Groundwater —Multi-family’s allocation of groundwater is divided equally to all dwelling units

(not accounts) within the class.

Metropolitan Water (MWD) — MWD is allocated to multi-family dwelling unit consumption in
excess of the ground water allocation. All remaining units of consumption, beyond the
groundwater allocation, will bear the direct and indirect costs of purchased water. (Costs
allocated to MWD divided by total purchased water).
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Tier Design- To ensure vertical equity of multi-family accounts, it is necessary to address the
inherent inequity between large and small multi-family complexes. As such, a tiered design that
incorporates unit counts is proposed. This

_ _ methodology ensures each unit and

Multi Family Tier (HCF) Mix subsequently each complex is allocated
Tier 1 0- 510 Basel + GW th m t ver unit and th reater
Tier 2 511 - 1020  Base2+ MWD © Same cost per unit and this greate
Tier 3 10.21 + Base3 + MWD vertical equity.

In addition, multiple tiers have been designed to reflect the proportionate increased costs
associated with additional demand place on the utility by different Multi-Family Customers.
Established through the consumption analysis and allocation of ground water, Tier 1 will be
comprised of the base component and ground water. Tier 2 is comprised of the Tier 2 base
component and MWD water. Tier 3 encompasses the multi-family Tier 3 base component as
well as the MWD cost per unit. Per the cost-of-service guidelines of Proposition 218 — the rate
structure reflects the higher cost of purchased water and the proportional costs of each tier
based on each tier’s peak demand when compared to Tier 1. In addition, the rate structure
encourages efficient use of water and provides the utility with rates that more closely reflect
how the costs are incurred.

e Tier 1 water allotment targets a base amount derived by multiplying a 55 gallons per
capita per day by the multi-family density factor for Glendale equal to 2.3 persons per
unit. This calculation generates a base allotment for a Multi-Family unit equal to 5.10
units of water.

e Tier 2 allots water for up to 110 gallons per capita per day and represents efficient use of
water.

e Tier 3 accounts for any consumption in excess of tier 2. As multi-family units generally
lack outdoor irrigation need, Tier 3 is designed to represent additional water needs above
reasonable domestic use.
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Commercial and Irrigation’s rate structure is a uniform rate structure (all units of water charged a

e Single rate) rather than the tiered rate structure
Class Structure  Component designed for residential. Customers other than
Commercial  Uniform Base, GW, MWD

Irrigation Uniform Base, GW, MWD

residential vary considerably in size, use profile and
needs, which makes it impractical and potentially
inequitable to place them in a “one size fits all” tiered rate structure. Although multi-family complexes
vary greatly in size, with unit counts it is possible to overcome this variability to tier multi-family
appropriately. However, data that is more detailed is not available for commercial customers, and
without the data a tiered rate structure would likely fail to provide vertical equity. Despite not being
tiered, the uniform rate structure is built on the same cost components, and is derived based on the
demand caused by Commercial customers, compared to the other customer classes, and ensures that
the Commercial customer class is paying for its fair share of incurred costs. Although presented
together, Commercial and irrigation rates vary due the higher peak associated with irrigation.

Base Component - Costs related to the base variable rate component. (Cost allocated to base
variable divided by total consumption)

Groundwater — Ground water is allocated to all classes based on the share of overall water
demand or roughly 40% of the classes overall consumption.

Metropolitan Water (MWD) — MWD is allocated to consumption in excess of the allotted
ground water (40% of consumption). All remaining units of consumption, beyond the
groundwater allocation, will incur the direct and indirect costs of purchased water. (Costs
allocated to MWD divided by total purchased water).
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Results and Customer Impacts

Revenue increases as a percentage do not equal an equivalent percentage increase to corresponding
rates. The results of the cost-of-service analysis and rate redesign will affect users differently, at both
the customer class and account level. The cost of service analysis created one notable rate impact
related to rate design — the balance between fixed and variable charges.

Second, the increased focus of a cost of service nexus and ensuring proper cost recovery related to
peaking and purchased water costs, results in a better depiction of costs incurred by the utility. As a
greater percentage of total utility expenditures were allocated to fixed charges, a corresponding
lowering of the variable allocation occurred. Consequently, efficient and non-peaking users of water will
benefit from a lower cost of water (commodity charge), than today. Average users will also see a
decrease in their commodity charge. Inefficient and users that peak will pay for the additional cost
attributable to them.
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Fixed Charge

There are two components to the proposed fixed charge: Customer Account costs; and Meters and
Services. Per Figure 3-1, roughly $4.9 million of required revenue is allocated to Customer Account and
Fire Protection. These costs are distributed to each account evenly, as each account benefits equally
from those expenditure functions.

Figure 3-1: Total Charge per Account
FYE 2012 FYE 2013 FYE 2014 FYE 2015

Total Costs Allocated to Accounts $ 4928268 $ 5,182,751 $ 5,619,571 $ 6,148,480

Number of Accounts 33,556 33,669 33,782 33,897
Annual Cost per Account "$ 146.87 " $ 153.93 " $ 166.35 ' $ 181.39
Number of Months 12 12 12 12

Monthly Charge per Account "$ 1224 " $ 1283 "$ 13.86 ' $ 15.12

Alternatively, costs related to Meters and Services are distributed on an equivalent meter factor, as
endorsed by the AWWA. Larger meters place a higher demand on the utility due to a higher capacity
and total flow rate, which in turn cause higher maintenance costs. Figure 3-2, shows the determined
meter equivalency factor based on gallon per minute flow rates. This factor ensures meter costs are
proportionate to the demand and cost incurred on the utility.

Figure 3-2: Total Charge per Meter
Meters and Services Cost Calculation

FYE 2012 FYE 2013 FYE 2014
Total Meters and Services Cost $ 7,015,407 $ 7,377,665 $ 7,999,479 $ 8,752,384
Number of Equivalent Meters 60,065 60,410 60,758 61,110
Monthly Meter Charge per 3/4" Meter s 973 s 10.18 ' $ 1097 ' $ 11.94
5/8" 0.67 | $ 6.49 $ 6.78 $ 731 % 7.96
3/4" 1.00 9.73 10.18 10.97 11.94
1" 1.67 16.22 16.96 18.29 19.89
11/2" 3.33 32.44 33.92 36.57 39.78
2" 5838 51.91 54.28 58.52 63.65
3" 10.00 97.33 101.77 109.72 119.35
4" 16.67 162.22 169.62 182.86 198.92
6" 33.33 324.44 339.24 365.72 397.84
8" 53.33 519.10 542.78 585.16 636.55
10" 76.67 746.20 780.25 841.16 915.04
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The Figures that follow show the total fixed charge. Please note, the cost of service analysis classified a
higher percentage of utility expenditures as “fixed costs” than was previously calculated — this in turn
lowered the allocation of “variable costs”. These costs are classified as “fixed” as they are incurred by
the utility regardless of consumption. As a result, the fixed charge has increased, which influences all
users, regardless of water use and efficiency. Although all ratepayers will pay the increased charge, it
affects very low users or vacationers more, on a percentage basis of their overall water bill. In addition,
5/8” and 3/4” meters are no longer grouped with 1” meters, and will now have individual rates.

Figure 3-3: Fixed Charge

Meter Charge FYE 2012 FYE 2013 FYE 2014 FYE 2015 FYE 2016
5/8" $ 1873 $ 1961 $ 2118 $ 23.07 $ 25.02
3/4" 21.97 23.01 24.83 27.05 29.33

1" 28.46 29.79 32.15 35.01 37.95
11/2" 44.68 46.75 50.43 54.90 59.49
2" 64.15 67.11 72.38 78.77 85.34
3" 109.57 114.60 123.58 134.47 145.65
4" 174.46 182.45 196.72 214.04 231.82
6" 336.67 352.07 379.59 41296  447.23
8" 531.34 555.61 599.02 651.66 705.72
10" 758.44 793.08 855.03 930.15 1,007.29
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With the adjustment to the rate structure design, (addition of three tiers) a vast majority of ratepayers

Glendale Water & Power Water Rate Redesign

will pay less for the actual water. Only those using greater than 46 units a month will see their variable

bill component increase. Ratepayers who are high users, those in Tier 5 and the upper end of Tier 4, will

see their monthly bills escalate rapidly as they use more water because the new Tier 4 & 5 rates are

higher than the existing Tier 2.

Following are the proposed single-family rates.

Figure 3-4: Single Family Commodity Charges

FYE 2012 FYE 2013 FYE 2014 FYE 2015 FYE 2016

Single Fmaily  Tier (HCF)
Tier 1 0 - 6.26 $ 152 $ 159 $ 172 $ 187 $ 202
Tier 2 6.27 - 12.52 1.89 2.00 2.18 2.39 2.61
Tier 3 12.53 - 31.03 3.02 3.08 3.18 3.30 3.40
Tier 4 31.04 - 40.28 3.35 3.41 3.54 3.67 3.78
Tier 5 40.29 + 3.85 3.95 4.13 4.33 4.50

Although utilities are not equal, it is common to examine comparisons between similar or neighboring

utilities. Figure 3-5 compares an average Glendale single-family residential user (19 HCF) with the

current rate structure and the proposed 2012 Recommended rates against four neighboring utilities.

Figure 3-5: Monthly Bill Comparison
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Multi-Family Rate Impacts

The budget based rate analysis of multi-family complexes results in a cost of service analysis that varies
the cost per dwelling unit, rather than total water demand. This modified structure will target efficient
use of water (extrapolated over each dwelling unit), rather than purely quantity of water. This
adjustment improves the equity between users in the customer group, by reflecting the additional cost a
smaller but less efficient complex can impose on the utility.

Presented below are the proposed commodity charges related to Multi-Family. The rate structure water
allotment is per dwelling unit, not per account as they are under the existing rates.

Figure 3-6: Multi-Family Commodity Charges

Commodity Charge FYE 2012 FYE 2013 FYE 2014 FYE 2015 FYE 2016
Multi Family Tier (HCF)
Tier 1 0 - 5.10 $ 161 $ 169 $ 181 $ 19 $ 212
Tier 2 5.11 - 10.20 2.92 2.96 3.03 3.10 3.16
Tier 3 10.21 + 3.42 3.49 3.60 3.74 3.87
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Commercial and Irrigation Rate Impacts

The proposed commodity rate design for commercial is a uniform rate that charges all commercial users
equally. The purpose of the redesign is to ensure equity amongst commercial users. Given the variety,
type and size of commercial accounts, it is consistent with industry standards to design a uniform rate
structure. A general tiered rate structure would benefit small users, regardless of need and efficiency.

Presented below are the proposed commodity charges related to commercial and irrigation users.

Figure 3-7: Commercial and Irrigation Commodity Charges

Commodity Charge FYE 2012 FYE 2013 FYE 2014 FYE 2015 FYE 2016
Commercial
Uniform $ 268 $ 275 $ 287 $ 300 $ 314
Irrigation
Uniform $ 287 $ 295 $ 308 $ 324 $ 340
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Appendix

The following figures provide additional detail and background information related to the water report.
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Appendix A: Possible Impact Related to Lack of Capital Improvement Project Funding

Not Not
CIP Started | Started/ Started/ Category Criticality Impact if Deferred
Critical Deferrable
12006 Superfund GIn Treat PIt Transactn'l Costs X Regul‘alory 14 . .
Compliance Loss of 7250 AFY, 29% water supply, all local; EPA-mandated Superfund cleanup violation
12839| Phase Il Chromium 6 Treatment X ~ R Qram—fundgd Qhrome removal study would stop, violation of grant terms, chrome levels
in water will rise
13282| Water GIS Update & Development X Identified 8 Maps & Records Iapsg, bad records leads to unsafe field working conditions, inability to
Improvement respond to emergencies.
Identified . .
13345 Rockhaven Well X Improvement - Local supply of 700 AFY (about 10% of supply) not available, must purchase high cost
MWD instead; adjudicated rights in Verdugo Basin at risk of forfeiture.
14012| Electric Operations Manual X Failure Suspervlded‘at near vcomplellon‘ renders manual useless; no universal access to critical
operations information for routine O&M and emergency response
14340| Glorietta Park Pump Station Valving X Failure Can't safely operate GPPS, one of largest in system, loss of reliable supply to north
Glendale
Identified o o
14341| Glenoaks 1666 Water System X Improvement Water quality is highly challenged & cannot be controlled w/o significant year-round
flushing; water loss/wasted, reliability reduced if have to remove from service
14381| Park Manor Reservoir Improvements X Failure Serious str.uctural problems w/columns & roof, only backup to GPPS; collapse will put it
out of service, no water to north Glendale
Old SCADA has failed, no spare parts, can't monitor & control system; system outages
13347| SCADA System MMI & PLC Upgrade X Failure won't be detected, pumps will overheat, intrusions will go undetected, increased manual
checks but no manpower to do so.
13341| Electrical Modifications to Park Manor X Failure Pumps won't operate if antiquated controls fail, no spare parts; no water to north
Glendale
13365| Valve Automation at Pump Stations X \dentified - Inability t trol system: izati in breaks, | f wat | t
Improvement nability to control system; over pressurization, main breaks, loss of water supply, canno
respond to emergencies, increased labor costs to monitor and control valves manually
13759 Replace Diederich Pump #1 X | Identified - Most inefficient pump in system, one of the largest; possible pump failure, high electrical
mprovement costs due to inefficiency.
13768| James Rez Turbine Controls #1 & #2 Upgrade X Failure 12 Inability to operate turbines which generate electricity, which reduces water pumping
costs; result will be increased energy costs to pump water, increase in carbon footprint
14364| Water Energy Management System X Predicted Failure Addi}ipnal $300,000 per year in electrica‘l energy costs QUe ‘to inefficient pump protocols,
inability to meet demand response requirements resulting in a surcharge on energy cost;
pumping at worst time of day when rates are high; inefficient storage, reduced reliability
Violation & fines of Stage Il Disinfection By Products regulation; loss of 1000 AFY of local
. Regulatory > | ; :
13809 Treatment Improvements at Glorietta Wells X Compliance - supply which would have to be replaced with expensive MWD purchased water; risk of
forfeiture of Verdugo Basin water rights.
13719 Tilssse and Road Repair @ San Luis Rey Close out Failure Tanks are no longer in service, need to be demolished; liability to City in present state
12855| Rehab/ Replace Diederich Main X Failure No backup to City's main re.servmr/plpellne; old pipeline leaks & valves inoperable if
earthquake or age breaks line, 60% of Glendale out of water.
. 1920s-era pipes heavily tuberculated, fire flows at 10% of required, structural fires cannot
13783| Ben Lomond X Failure 19 be fought; water quality is very poor, lots of red water, low residuals, possible health
dept. violations & fines.
) ) . 1920s-era pipes heavily tuberculated, fire flows at 10% of required, structural fires cannot
13801| Adams Hill Water Main Replacement X Failure be fought; water quality is very poor, lots of red water, low residuals, possible health
dept. violations & fines.
13810 Automatic Flushing Units X ~ B V\v/aterv qualn){ is very poor; manual flushing is manpower-intensive, possible health dept.
violations & fines.
Regulatory 1920s-era pipes heavily tuberculated, fire flows at 10% of required, structural fires cannot
13817| Flower, Sonora & Grandview St. Extension X Compliance 9 be fought; water quality is very poor, lots of red water, low residuals, possible health
dept. violations & fines.
\dentified Pick up system loses pumped water to aquifer, lost resource, must purchase more
14363| Verdugo Pk Wells PU System X Improvement - expensive MWD water; water quality violations due to poor quality of pick up system
water leads to possible violations & fines.
13561| Advanced Meter Infrastructure Improvements X - _ Project implementation nearing close out; stopping now produces no/few direct benefits
as business case benefits cannot be yet realized.
X
Maryland Mini Park Recycled Water (Funded by
14349 Extension Parks - - Project funded by Parks at no cost to GWP Water; without project, irrigation would be
Dept.) met by expensive MWD potable water, reducing reliability and supply.
. . . Without City Works, no means to issue and track work orders for virtually every function
13802 Cityworks Computerized Maint. Mgmt. X Predicted Failure 13 within GWP Water from pump maintenance to water quality sampling to maintaining the

System

AMI water meter infrastructure; inability to track costs, labor and materials resulting in
waste and poorly maintained system.
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