MEMORANDUM

September 3, 2009
TO: Honorable Jeff Danner,. air and Qit Council Members
FROM: Mayor Rick Baker \\7’\Lc)& | ;Jéf_zyf

SUBJECT:  Utility Rates for FY2010 (First Reading)

Attached are three reports recommending rates associated with water, wastewater, reclaimed
water, sanitation services and stormwater. These items are scheduled to come before City
Council as a First Reading on September 3", and then to be considered for final adoption at a
Public Hearing to be scheduled for September 17", The proposed rates  were presented to the
Budget, Finance and Taxation (BF&T) Committee during their August 27" meeting.

The attached reports provide detailed information for the proposed increases in each of the
enterprise operations. The water/wastewater increases are proposed at 2.0% which includes
water, Tampa Bay Water, wastewater and reclaimed water. The increase in water and
wastewater only (excluding Tampa Bay Water and reclaimed water) amounts to a 0.79%
increase. The proposed increase for sanitation service is zero (0%) percent for both residential
and commercial. The proposed increase to stormwater is recommended at zero (0%) percent.
All of these increases are significantly below the 3.2% Consumer Price Index for the St.
Petersburg-Tampa-Clearwater area (as published by the US Department of Labor, Bureau of

Labor Statistics, 2008).

In accordance with direction received by City Council and as supported by the Southwest Florida
Water Management District the water/wastewater report also proposes a new tier to bill excess
single family water users. This fifth tier applies to single family consumers of water over 20,000
gallons per month. The fifth tier total volume charge (including Tampa Bay Water) is 100%
higher than the fourth tier rate. According to our rate consultant, the price elasticity of this fifth
tier is anticipated to achieve the objective of water conservation with little to no impact on
revenues. Changed behavior by large water users would be made up by the higher rate paid by
users that remain at the fifth tier.

The primary factors requiring rate increases in water/wastewater are (1) Tampa Bay Water (2)
the decrease in water purchases due to the reduced demand - requiring a spread of fixed costs
against fewer gallons purchased; and (3) debt service requirements associated with our on-going
major infrastructure upgrades.

The primary factors allowing for zero (0%) percent increases in the sanitation rate include (a) an
increase in the FY09 year end fund balance based on reduced operating expenses and tipping
fees (due to volume reductions), and (b) a reduction of the transfer from the operating budget to
the equipment reserve fund. The stormwater increase is less than the 3.2% automatic increase as
provided for in the ordinance. The primary factors allowing for a zero (0%) percent increase in
stormwater include an increase in the FY09 year end fund balance based on reduced fuel
expenses and fleet reductions. The FY2010 expense increases in sanitation and stormwater are
also mitigated by staff reductions implemented.
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In the case of each of the utility fees, our effort has been to minimize the cost increases to our
residents due to the impacts already felt by our residents of the difficult national economy.

The impact to the typical customer is that they will see their utility bill increase by $1.08 per
monthly bill, or a 1.3% overall increase. For customers with reclaimed water they will see an

additional $.31 increase.

5,600
Gallons of Water & Sewer Use/Month Difference
Difference Water &
Sewer
EYO09 FY10 Difference Percent Only
SANITATION $22.33 $22.33 $0.00 0.0%
POTABLE WATER $14.44 $14.21 ($0.23) -1.6%
TAMPABAY WATER $10.02 $10.75 $0.73 7.3%
WASTEWATER $30.12 $30.70 $0.58 1.9% 2.0%
STORMWATER $6.85 $6.85 $0.00 0.0%
SUBTOTAL $83.76 $84.84 $1.08 1.3%
RECLAIMED $15.31 $15.62 $0.31 2.0%
TOTAL $99.07 $100.46 $1.39 1.4%

The revised rates for water, wastewater, and reclaimed water would begin to appear on the bills
sent to customers in November (since those rates would be applied against October
consumption).

Please contact Richard Bulger (ext. 7892) if you have any questions.

Attachments
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CITY OF 8T PETERSBURG

MEMORANDUM

TO: Mayor Rick Baker

FROM: George B. Cassady, P.E. &
Water Resources Director A
5] \ 5]00\

DATE: August 20, 2009

SUBJECT: FY2010 Water Resources Rate Study

Executive Summary

City staff and the financial rate team of McKim & Creed, P.A. and Burton and Associates have
conducted a revenue sufficiency analysis and cost of service rate study for our water, wastewater
and reclaimed water systems in conjunction with the FY10 budget development process. The
rate study included an analysis of FY09 and FY10 projected costs of maintaining the utility
system, revenues and expenses, customer water consumption, wastewater flows, capital and debt
service requirements, and the cost of water through Tampa Bay Water.

Based on the revenue sufficiency analysis prepared, the rate study recommends an increase of
2.0% for retail water, wastewater and reclaimed water customers in FY10. The overall water and
wastewater bill for a typical single family retail customer using 5,600 gallons would increase by
2% or $1.08 per month.

Additionally, in response to a request by members of City Council, we are proposing to add a
fifth tier to the conservation water block rate for single-family residential customers using over
20,000 gallons of water on a monthly basis. Currently, the fourth tier encompasses all
consumption over 15,000 gallons. The proposed fifth tier rate will be a 100% increase over the
fourth tier rate and is intended to send a price signal to single-family residential customers that
use potable water for more than the typical domestic use. Details on all the rates are found on
Attachments 2 thru 5.

Staff has also updated connection and meter charges related to potable water, fire service and
reclaimed water connections as well as the cost of new fire hydrant services. The revised charges
are commensurate with the rate increases proposed for retail base and volume charges.

State Statute 180.136 establishes certain notification requirements when municipal utilities
propose rate increases. The City has met those requirements through inserts in the utility billing
process (see Attachment 1). Letters have also been sent to wholesale water and wastewater
customers notifying them of proposed adjustments. Following review by the Budget, Finance,
and Taxation Committee on August 27, 2009, it is anticipated that the proposed rates will be
considered at a First Reading on September 3, 2009 and a Public Hearing on September 17,
2009. If the proposed rates are approved on September 17, they would go into effect October 1%
and would appear on customer bills in November 2009.
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Brief Methodology Overview

The methodology utilized in this study began by allocating the Water Resources FY 10 budget
costs between the water, wastewater, and reclaimed water systems. In addition, the costs of
providing customer services such as meter reading, billing, collection, etc., were isolated -and
placed into a separate functional component (Customer Costs). Since the cost incurred to
provide reclaimed water service cannot be fully recovered through the charges to reclaimed
water customers, the residual costs in excess of total reclaimed water revenues, were split evenly
between the water and wastewater systems and allocated solely to the retail customers of those
systems.

Once all of the costs (including reclaimed water residual costs) were allocated to the water and
wastewater systems, they were then allocated to retail-specific, wholesale-specific, and joint cost
categories. These allocations were performed separately for the Utility’s operating costs and
capital costs (debt service and annual transfer to the Water Resources Capital Projects Fund).
The annual capital costs were allocated to these cost categories based upon an allocation of the
utility’s capital investment to these categories.

The costs allocated to each of the cost categories were then allocated to the users in proportion to
their use of that system function. Thus, all retail-specific costs were allocated to retail users, and
wholesale specific costs were allocated entirely to wholesale users. Joint costs were allocated to
both wholesale and retail customers in proportion to their share of total system water
consumption or sewer flows, as appropriate.

Based on the cost of service analysis for the time period from FY10 to FY14, the study
recommends an increase of 2.0% for retail water and wastewater customers in FY10. The
proposed increase is lower than last year’s CPI (3.2%) and is lower than last year’s water and
wastewater rate increase of 3.0%. The overall water and wastewater bill for a typical single
family retail customer using 5,600 gallons would increase by $1.08 per month. That is, a $0.50
increase for water customers and a $0.58 increase for wastewater customers.

Following discussions with members of City Council about excess water users at the Public
Services and Infrastructure Committee on April 23, 2009, staff has prepared a recommendation
to add a fifth tier to the conservation water block rate structure. This proposed tier applies to
single-family residential customers of water over 20,000 gallons of water per month. The total
volume charge (including Tampa Bay Water) will be 100% higher than the fourth tier rate.
According to our rate consultant, the price elasticity of this fifth tier is such that any revenue lost
due to changed behavior by large water users would be made up by the higher rate paid by users
that remain at the fifth tier. We will continue to monitor water use at all levels.

The wholesale water and wastewater rates are calculated based on a cost of service analysis
established using the FY10 expense budget. Unlike with the retail rates, which are established
using a multi-year blending of rates between the water and wastewater utilities, wholesale rates
are established on an annual basis looking at those allocable costs attributed to the wholesale
costs of each respective utility, as described above.

The rate study identified a recommended wholesale water rate of $3,901 per million gallons, an
increase of 4.6% over the current rate of $3,728 per million gallons. Although Tampa Bay
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Water is forecasting a small decrease in their FY10 cost to St. Petersburg based on reduced

volumes, proposed increases in debt service beginning in FY10 and the reduced estimates of

annual water consumption affect the wholesale rate. Both retail and wholesale water

consumption has decreased from prior estimates. The greater level of reduction in retail

consumption results in a smaller retail allocation of joint costs that are allocated between retail

and wholesale users based upon consumption ratios. The net effect is a higher rate for wholesale
customers.

The study also recommends a wholesale wastewater rate increase of 5.8% for all wholesale
wastewater customers other than St. Pete Beach. The general wholesale wastewater rate, which
includes both O&M and capital costs, would be increased to $2,444 per million gallons from the
current rate of $2,310 per million gallons. Those wholesale customers affected include Treasure
Island, Gulfport, South Pasadena, Pinellas Park (Gateway Centre), Tierra Verde, and Pinellas
County (Bear Creek area and Ft. Desoto). The increase is primarily attributable to the additional
cost of borrowing to St. Petersburg and a reduction in annual wholesale wastewater flows as
offset by savings to wholesale customers for treatment of reduced wastewater volumes. As with
the wholesale water rates, the changes in flow by wholesale customers as compared to retail
customers, affects the allocation of system costs and results in higher rates for wholesale
customers. As mentioned previously, wholesale rates change on the basis of those system costs
that can be properly allocated to wholesale operations. Such costs exclude the cost of our
reclaimed water distribution system, the maintenance/replacement of our retail collection system,
as well as customer costs serving retail customers.

St. Pete Beach would see its O&M rate increase to $1,885 per million gallons (from a rate of
$1,828 per million gallons) and its capital charges increased to $32,698 per month (from a
charge of $32,020 per month). St. Pete Beach’s capital costs are tied only to those improvements
related to the Northwest Water Reclamation Facility, the Pasadena Master Lift Station and
shared improvements that benefit all of the wastewater reclamation facilities, as called for in our
Interlocal Agreement. Any new capital invested at either the Northwest Water Reclamation
Facility, the Pasadena Master Lift Station or other shared facilities are allocated proportionately
to St. Pete Beach as these improvements are completed. While most of the improvements are
amortized over a 25 to 30 year period, some improvements are paid with cash (pay as you go)
and allocated to St. Pete Beach’s capital component on an actual, one-time basis. The interlocal
agreement with St. Pete Beach calls for the rates to be trued-up at the end of the fiscal year based
on actual costs and flows.

Reclaimed Water

We are also proposing an increase in the flat rate for reclaimed water service. If approved, the
monthly reclaimed water rate would be increased to $15.62 from the current monthly rate of
$15.31. This rate was increased five years ago for the first time since 1989. Figure 1 shows a
comparison of the reclaimed water rate with the Consumer Price Index (CPI) since 1989. The
2009 CPl is not available at this time.
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Figure 1
Reclaimed Water Rate Compared to CPI 1989-2008
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Even with the proposed increases, revenue generated from the reclaimed water fees does not
fully cover the cost to operate the reclaimed water system (see Figure 2). We will continue to
evaluate this rate on an annual basis.
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Projected FY10 System Requirements

During this year’s rate analysis, we looked at projected FY10 expense requirements and
anticipated revenue. The operating budget for the Water Resources Department is projected at
$99,034,324 in FY10, a decrease of less than 1.0% over the FY09 approved operating budget.

pipe cleaning, a reduction in Tampa Bay Water, a reduction in facility repairs and renovations at
the water reclamation facilities and other reductions which streamline operations. These
reductions help to offset increases in debt service and benefit costs, such as retirement, health
insurance and workmen’s compensation. The transfer from the operating fund to the capital
improvement fund remains at $3.0 million in FY10.

On June 15, 20009, Tampa Bay Water Board approved its FY10 budget at a public hearing,

customers. We have budgeted $23,400,000 in anticipation of the final FY10 Tampa Bay Water
budget, which is put in place in October following the completion of the current fiscal year. The
Master Agreement with Tampa Bay Water members allows the approved budget to be re-
allocated based on the prior year’s actual water usage by each member government, rather than
the estimated usage on which the June budget is based. The amount assigned by Tampa Bay
Water in October can be higher or lower than the amount budgeted by the City through its
normal budget process. The cost of water budgeted for FY10 takes into account the potential
change at year-end. Our water purchases through Tampa Bay Water have remained fairly
constant, although the FY10 consumption projection is lower than last year’s projection due to
the trend so far this fiscal year (30.45 mgd to 28.7 mgd). As of June of this year, Tampa Bay
Water projects a potential true-up reimbursement to the City of $360,000. This reimbursement is
subject to change based on actual water usage by member governments by the end of September.

Interest earnings from the Rate Stabilization Fund continue to be used to help offset the cost of
water. The anticipated earnings in FY10 are budgeted at $3,315,000. This is a slight increase
from the current year earnings anticipated of $3,220,000. The TBW pass-thru rate shown on
customer bills for FY10 is projected at $1.92 per thousand gallons, an increase of approximately
7.26% from the current rate of $1.79, again, due primarily to projections of reduced
consumption. Additionally, the interest earnings applied as an offset to the cost of water has
declined from last year’s calculation. Despite the increased cost of Tampa Bay Water on the bill,
the overall volume rate will increase by the proposed 2% adjustment. The volume charges are
detailed on Attachment 2.

Consumption

Consumption by our retail customers continues to decline based on the economy and water
conservation. The presence of vacant houses due to the housing market decline has also
contributed to the reduction in consumption between FY06 and year to date FY09. Consumption
in FY09 is expected to dip below the FY08 consumption level. During dry weather, the call for
conservation is increased, such as the one-day-a-week watering restrictions currently in effect.
The rate model assumes no growth in consumption for future years. Figure 3 shows the
consumption history trend line between 1998 and 2009.
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Figure 3 Retail Water Consumption History
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Capital Improvement Program

Over the last several years, the Water Resources Department has experienced increased debt
service related to the Capital Improvement Program. Figure 4 shows a history of actual capital
improvement dollars between FY93 and FYO08 as well as the projected capital investment
through FY14. The proposed CIP plan between FY10 and FY 14 totals $118,639,000.

In July 2009, the City issued the Series 2009 Revenue Bond with total proceeds of approximately
$78 million. This revenue bond will refund the Series 1999B Revenue Bond ($25 million) and
fund FY09 and FY10 projects. The balance of the bond proceeds pays for the cost of debt
issuance and the debt service reserves.

There are funds in the CIP for the replacement of water pipes due to the age of the pipes, the
impact of the blended water sources from TBW, and to meet fire protection needs ($11,437,500
between FY10-FY14). The water quality impacts are especially noticeable in the case of
galvanized pipe (approximately 280 miles) and unlined cast iron pipe in the downtown area.
Water projects, including improvements to the water distribution system, the Cosme Water
Treatment Plant, and water re-pump stations total $37,469,500 for the next five-year period.

Water reclamation facility projects planned between FY10 and FY14 total $29,868,000. Projects
include rehabilitation at each of our four water reclamation facilities and lift station
improvements city-wide. Primary process components of our Water Reclamation Facilities are
nearing the end of their useful service life. Extensive equipment replacement and rehabilitation
is required. The City is required, through its Consent Order with the Florida Department of
Environmental Protection, to improve the reliability of its wastewater collection system. A
number of major maintenance and capital improvement initiatives have successfully
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accomplished the objectives of the Consent Order. Wastewater wet weather overflows are
virtually non-existent. As we transition to a more proactive program, the City anticipates
approximately $31,570,000 of capital project funding between FY10 and FY 14 to continue the
rehabilitation of the aged wastewater collection system. Reclaimed water system replacement
and rehabilitation costs total $7,210,000 over the same period. Other projects supporting the
laboratory and the computerized asset management system total $1,084,000.

. | -
Figure 4 CIP Actuals thru 2008
Budget thru 2014
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Rate Data on Other Local Entities

Assuming that the recommended rates are implemented, the City’s water and wastewater rates
are shown in Figures 5 and 6 in comparison to other local governments. Please note that the
rates of the other governmental entities have been adjusted to reflect proposed rate increases for
FY2010 as advised by each entity. For typical water customers using 5,600 gallons per month,
the chart below shows a comparison of local Jurisdictions. Tampa’s rates have been historically
low because of their use of the Hillsborough River for their main water supply. However,
Tampa is proposing an 18% increase in their water rates next fiscal year. Tarpon Springs is
proposing an 8.75% increase for water, Pinellas County is proposing an 8% increase, New Port
Richey proposes a 7.6% increase, and Clearwater is proposing a 7% increase. Pasco County,
Hillsborough County and Dunedin are each proposing water rate increases in the 1% to 3%
range.

In terms of these jurisdiction’s sewer rates, Clearwater is increasing their rates by 7%, Pasco
County by 6%, Pinellas County by 5%, and New Port Richey by 4%. Most of these jurisdictions
are proposing these increases effective October 1 and are still subject to review and approval by
their respective elected officials.
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Figure 5 o
Typlcal Water Bill Comparison
Using 5,600 Gallons/Month
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