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Roadmap

e Revenue stability your customers can comprehend
® Metro’s multi-year revenue stability journey
e Expectations and results

® 10-Step process
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Fixed/variable costs?

e Fixed Costs = Expenses that must be paid
regardless of the amount of water delivered
to our customers

e Variable Costs = Expenses that fluctuate
with how much water is used
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Fixed/variable revenue?
¢ Fixed Revenue = Water Availability Rate

e Variable Revenue = Water Consumption
Charges (amount paid for water used)

Water
Consumption
Charges

Water Availability Rate



Revenue Stability

e A balance of fixed/variable revenue to meet
fixed/variable costs in order to ensure delivery of
safe, reliable water

Without revenue stability,
changes in customer demand
add financial uncertainty




Two-Step Revenue Stability Plan
Goals included all of the following:
e Achieve revenue stability
® Phased implementation of base rate adjustment
® Restructuring use tiers w/ minimal customer impact
e Ensure conservation message maintained

e Buy-in and support across the spectrum




Metro’s Fixed Costs Captured by
Base Rate in FY15 (Year 0)

690%




Step 1: Reduce Variable Rate
N CER R ENER LS

Water Availability Rate
$22.00 mm) $27.00

Water Consumption Charges
15t Tier (0—4,000 gal) $2.00 W 99¢
2"d Tier (4,001-11,000 gal) $2.70 W) $2.66

Small adjustments to Tiers 3-5



Impact to the
Average Customer

Avg. Monthly Usage: 8,000 gallons
Cost for 8,000 gallons:

$40.80 mmm) $41.60

Cost Increase per Month: 8o¢ (2%)
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Metro’s Revenue Stability; FY16 (Year 1)

More Fixed Costs covered by Water Availability Rate

83%




Revenue Stability Results

Customer demand ¥ 35%
(FY 2016)
Revenue for fixed costs 'v 1.2%  0.6%

With 657 revenue stability
83%

83%



Step 2: Incorporate 15 Tier
within Base Rate

Water Availability Rate
$27.00 mmmp $29.50 (includes first 3,000 gallons)

Water Consumption Charges

15t Tier (0—3,000 gallons) $2.97 » oc¢
2" Tjier (3,001-10,000 gallons)  $2.66 W $2.75

Slight adjustments to upper Tiers



Impact to the
Average Customer

Avg. Monthly Usage: 8,000 gallons
Cost for 8,000 gallons:

$44.80 W) $46.45

= $1.65 (3.7%)
)

; 1 2
Not including adjustment for Water Resource Utilization Fee (10 cents/1000 gal)



Year 2:
(FY17)

90%

Balancing fixed and variable revenue improves revenue
stability, affordability, and the conservation message.
Revenue from fixed charges means more financial

stability to meet costs.
- AWWA Journal, E165



Revenue Stability Results
FY 2017 Rate Model Projections

Fixed: $9,030,359 (53.0%)
Variable: $8,029,165 (47.0%)
Total: $17,059,524

FY 2017 Audited Actuals
Fixed: $9,109,569 (52.9%)
Variable: $8,065,167 (47.1%)
Total: $17,263,784




FY 2017 Revenue Stability Results

e Model accurately predicted results
e Actual fixed/variable revenue ratio w/i 0.1%

¢ Actual revenue was w/i 0.6% of model with
$114,000 additional revenue than projected




Step 1
Build Trust and Confidence

e Transparent expenditures (priority driven process)
e Keep promises on projections and sun-setting fees
® Proactive messaging; not just damage control

Metro Water
[’ j' } News/etter

\S’/Jr'fiy 20th

—— RTA Fee to Sunset in 2020

Spring
2016 Several years ago, a series of RTA road improvement
projects were approved within the District’s service arsas that
Issue: required the District to relocate some of its wateriines. When the
first RTA waterline relocation project began, a funding mechanism
RTA Fee to Sunset needed to be determined to accomplish the project and all the
in 2020.. 1 planned relocations coming scon thereafter. In 2009, the Board
2 approved the RTA Fee of $3.00 per month for standard residential
Iransparency A 4
On Your Bill 2 connections. Bonds in the amount of $6.6 million were taken out
In late 2010 to accomplish the rest of the projects and the fee was
Spotlight approved by the Board to be collected through the end of 2020,
On Metro coinciding with the final payment on the $6.6 million debt due on
Southwest . o January 1, 2021,

Qver the years, customers frequently asked when the RTA Fee
would end and Dislrict stall have said the fee would continue through
2020.

Tricky Bridge Additional future projects are coming under RTA that were not
Repair .. L in the $6.6 million, at an estimated additional cosl to
e gbout $1.5 to $2 million. To adcress this, staff had
f(‘;;:g‘r:‘;‘jlps " a lengthy discS the Finance Oversight Committee, a
committee comprised of District residents, and posed Iwo
Location, Contact options: continue collecting the RTA Fee beyond the end of
Information & 2020 wntil such point that the additional $1.5 to $2 million is fully
Business Hours .... 4 collected, or the other option, to keep the promise to
3 customers and allow the fee to sunset at the end of 2020. Stalf
Board of Directors ’
& Board Meeting and the Committee unanimously recommended to the Board of
Schedul, .4 Directors and the Board unanimously agreed not to extend the
collection of the RTA Fee beyond December 2020, honering the
commitment lo customers.

As promised, we are very pleased to report the RTA Fee will end

with the last debt payment at the end of 2020. B

Office

Holiday Office
Closures



Step 2
Determine Vision and End-State

e What level of revenue stability to you seek

e What is realistic given your organization

® Decide based on the unique realities you face

® Try to envision obstacles/hurdles; plan to overcome







Step 4
Gain Staff Support; Validate

e Share model and results with staff
e Ensure staff support the effort, adjust based on input
® Let their passion help drive the initiative




Step 5
Advisory Committee Ownership

e “Community Experts,” incorporate refinements

® Now becomes Committees Plan that staft supports







Step 7

Conservation Message
BRERE =1 Feedback:

Dear Joe,

T e * Rates still send strong

| have taken a close look at Metro’s current and proposed residential rates, and believe
you have structured the charges to continue with a strong conservation message while
increasing the financial stability of the utility. This is not an easy thing to do. You have

= T conservation message

Observations:

Of the 14 western water utilities that | regularly track, three of them now include
3,000 or 4,000 gallons in their base rates. Just 3-5 years ago none did so. This
confirms the trend | see toward capturing fixed costs as an effective method to
enhance financial stability for water utilities.

You have avoided rate shock by keeping the total bill increases well below 10%, with
the majority of your customers slated to see an increase of 6% or less (see attached

°
charts). This reasonable increase coupled with a promise of no increases next year .
is an excellent outcome for Metro’s ratepayers. ‘ /- O 1 S ‘ l I S O I I I e r

Since this is the first year rates are proposed to include a minimal gallonage in the
base fee it is good to note that customers who use less than the included 3,000
gallons will pay less than they would if the structure of your rates did not include a

basic or lifeline amount of water in the base (see attached comparison figures). r at e S h O C 1 (
You and Metro staff have managed to thread the needle of adequate revenue
generation, more solid fiscal footing, and sending a strong efficient consumption

message.

Thanks for the opportunity to comment.

* Increases financial
stability of the utility










Step 10
Follow-up

e Follow-up on actual
results with customers
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Revenue Stability Achieved

A public Information Meeting was held on May 18, 2016
to give the public a preview of proposed adjustments
to the rates and fees, as well as provide an opportunity
for customers to ask questions in an informal setting. Customers
in attendance had positive comments about the proposed plan and
asked a few general questions to learn more about the District's
operations and long range planning.

For the past couple of years, the District has taken steps to
balance revenue for fixed and variable costs by restructuring
the rates amid declining consumption with minimal impact to the
average customer. Fixed costs are defined as expenses that are
incurred regardless of the amount of water used. Variable costs are
those tied to the amount of water pumped and delivered.

The Board of Directors has supported the concept of having the
Water Availability Rate (base rate) capture more of the District's
fixed costs to increase financial stability. The Water Availability Rate
presently covers about 83% of the District's fixed costs.

At the May 23, 2016 Rate Hearing, the Board of Directors
adopted the proposed rate adjustments which increases revenue
stability to nearly 90%. The average customer will see a $2.45
increase to their water bill and the new rates are effective July 1,
2016.

The adopted rate structure includes the first 3,000 gallons of
consumption within the Water Availability Rate, acknowledging those
who conserve while still enhancing revenue stability.

The rate adjustment was structured so that staff can recommend
a 0% increase next fiscal year due to the revenue stability achieved
in the new rate structure. B

Further validating and building support (Step 1)
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