RATE SETTING AS A WATER CONSERVATION TOOL

INTRODUCTION/PURPOSE

The State of California (State) is subject to pdigarought conditions. The Central Coast and
San Luis Obispo County (County) are among the dibpgone areas. The State advocates a
number of water conservation plans, among whichrisethod of pricing water and sewer

services using rates that will encourage consamati

This Grand Jury investigation examines the priahgesidential water services in the County
and the disclosure of pricing on bills to determifrthey do, in fact, promote water
conservatiort. The Grand Jury report includes a limited revidwewer service pricing related
to volume of water used. The report also inclualémited review of whether or not a link
between water usage and sewer charges is disaosaastomer bills.

ORIGIN

This investigation was initiated by the Grand Jury.

PROCEDURE

The Grand Jury reviewed pricing of water servicarimst public providers within the County to
determine if rate structures are designed to premaitter conservation. Providers included in

this report are six of the County’s seven citieg, Atascadero Mutual Water Company (MWC),

1 Conservation can result in reduced revenue terciixed costs. However, without conservation ¢hesuld be
greater costs for additional water and infrastrretu
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and nine community services districts (CSDs). Gnand Jury also reviewed a comprehensive
sampling of customer bills to determine how effesly customers are notified of potential cost
savings when using less water. The effectivenepsa@ng methods in achieving conservation

was examined, as well. Finally, the Grand Juryewed information related to sewer service

pricing.

This Grand Jury investigation included review of:
Best Management Practices of the California UrbateVConservation Council
(CuwcCQC)
Water and sewer rate structures and sample bills
Water rate studies
Various reports and data supplied by providerstaedCUWCC

Information from the internet and news articles

BACKGROUND

In 1977, the California Public Utilities Commissjomhich is responsible for consumer pricing
of services by utilitied,responded to drought conditions with emergencipastthat included
distribution by utilities of water conservationit California’s passage of the 1983 Water
Management Planning Act required urban water sappivith more than 3,000 customers to

implement water management plans for conservingnwvat

A 2009 amendment to the California Water Code (Si8)State water grants and loans to
providers for facility upgrades to implementatidmrecommended Best Management Practices.
Pricing of water and sewer services according ¢o/tiiume of water consumed can affect

customer decisions about conservation, accorditigg€CUWCC.

2 Utilities are privately owned companies servifi§ r more customers. Water utilities within SarisLObispo
County are: Golden State Water Company- servints mdNipomo Mesa, Los Osos and Edna Valley; Rural
Water Company- serving part of Nipomo Mesa; NachtueéNater Company- serving Oak Shores.
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The CUWCC has formed partnerships among urban \agesncies and other entities to increase
efficient use of water statewideProviders enter into a Memorandum of Understamttin
implement, when feasible, CUWCC'’s Best Managemeattizes. One of the 14 Best
Management Practicés retail pricing, including tiered water ratedjich encourages water
conservation. In addition to CUWCC encouragenoéicbnservation pricing, setting prices
based on water volume consumed is specificallyligigted by the Public Utilities Commission

as a way to encourage water conservation.

Conservation of water resources is mandated b$thte (SB 7) to achieve per capita urban
water reduction of 20% by 2020, a goal reflectethanCounty’s General Plan Conservation
Element. One of the Conservation Element Poli&léR, 4.2, is to “Support water-pricing
structures to encourage conservation by indivisheer users . . . “ The Conservation Element,
adopted in 2010, cautions that water resourcdsaiiCounty are at a critical juncture as demand

approaches sustainable supplies.

DISCUSSION

Retail Conservation Pricing®

Water service pricing and billing methods desigteefbster conservation are based on customer
awareness of the link between increased cost amdased consumption, especially if the cost
escalates in a tiered fashion as more water isucoed. Similarly, sewer rates based on water

consumption can motivate conservation. The amoiwater piped into a building is the

The cities, community services districts and rabtvater company surveyed for this Grand Jury itigaton
which reported memberships in the CUWCC are: CifeBaso Robles, Pismo Beach and San Luis ObispbsC
for Cambria, Nipomo and Templeton; Atascadero MV\BDme local providers that do not belong to the GLENV
have, nonetheless, implemented its best manageestices.

The CUWCC's Best Management Practices are: redaiservation pricing of water and sewer; consémat
practices for utilities; residential plumbing rdits; water surveys for efficient usage; leak détecand repair;
water metering; landscape conservation and incesitivigh-efficiency clothes washer incentives; jubl
information programs; school education programs;-residential conservation programs; designateeroasion
coordinator; water waste prohibition; residentislatlow flow toilet replacement.

Conservation pricing means charging for servimesed on water volume consumed.
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amount piped out for sewer disposal, minus wateotfside use. The CUWCC recommends
that both water supplied and water disposed ofrieeg according to volume of water
consumed. CUWCC assumes that the incentive teecemsvater is greater when both water

and sewer are volume priced.

The focus of this report is on water service pgawith a concentration on residential customers.

Residential customers, overall, consume the mgjofitirban water.

Water Rate Structures

According to the CUWCC (Best Practice 1I'Jpnservation pricing provides economic
incentives (a price signal) to customers to useewelfficiently. Because conservation pricing
requires a volumetric rate, metered water servica necessary condition of conservation

pricing.”

CUWCC staff advises that, while a uniform rate stiuoe which prices each unit of water the
same promotes conservation, because higher usagesrgher cost, a tiered rate structure

which escalates pricing as total volume increasgwseferable for achieving conservation.

Rate structures usually contain a base rate, sorestieferenced as a capacity fee, for the fixed
costs of providing service. The base rate is @whkghether or not water is used during the
billing cycle. Base rates can be uniform or vayychtegory of customer. Some rate structures
include a fixed quantity of water in the base raih a charge for excess usage.

Water providers rely on rate studies to develop saituctures that meet various goals. These
goals typically involve a secure supply of watdoafable to customers, financial stability for

the provider and incentives for customers to coreser

Local Water Rate Structures
The table below describes the water rate strucforea! surveyed providers. All have rate
structures that are volume-based. Most rate stresthave tiered pricing; a few have a uniform

volume rate.

2010-2011 San Luis Obispo County Grand Jury
Page 4



WATER RATE STRUCTURES

Water Provider

Residential

Notes

Cities

ARROYO GRANDE

base + 4 tiers

ATASCADERO MWC

base + 4 tiers
base tiers, SF

Base includes mimmwater volume

™ er, added during drought, has been retained

GROVER BEACH

base + 4 tiers

MORRO BAY

base + escalating scale

Base includesnmim water volume

Rates unchethgince 1994

PASO ROBLES (2)

base + volume

Base expectée teliminated soon

PISMO BEACH

base + 2 tiers, SF

base + volume, MF

SAN LUIS OBISPO

(1) 3tiers

Community Services Districts

AVILA BEACH (2)

base + volume

Base includes minim water volume

CAMBRIA

base + 9 tiers

Base includes minimuntevasolume

HERITAGE RANCH

base + 2 tiers

Base includes mimin water volume

LOS OSOS base + 4 tiers
NIPOMO base + 2 tiers
OCEANO base + 2 tiers
SAN MIGUEL base + 3 tiers Base includes minimwater volume

SAN SIMEON (2)

base + volume

TEMPLETON

base + 4 tiers

Base includes mininwater volume

SF- Single Family Residential
MF- Multi-Family Residential

(1) No Base Rate

(2) No tiers
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In 2009, the MWC added a rate tier that targeth higers among single family residential
customers, its largest customer category. Thisatidressed the fact that 25% of single family
customers accounted for 57% of total water demariblé peak consumption summer morfths.
Although not reflected in the above table, bothsdtadero MWC and Cambria CSD temporarily

increased rates during the drought.

Water rate structures are reviewed by providerk wdirying frequency. Some are adopted with
automatic annual rate increases spanning seveaed.y@he rate schedule for the City of Morro

Bay is the least current of providers surveyedhanged since 1994.

Water Bills

It would seem logical that water conservation dudred pricing is most effective when
customers are aware of how water services aredoad can readily understand the cost benefit
of reducing water use. Such awareness can be pedrbg billing methods that highlight the
higher unit costs experienced as usage increasss, information about sewer charges based
on water volume would illuminate the potential &4 available through reducing water usage.

Of the providers surveyed, Atascadero MWC emplolgliag system that most actively
encourages conservation. Water bills show the tzeetier rates, tier volume usage, and tier
charges. Arroyo Grande shows water rate tiers ost of its bills and, although its system does
not compute tier usage, this can be done by custobased on the data furnished. Other
providers using water rate tiers do not show therbitss. In addition, those providers of both
water rates and water volume-based sewer ratestdodicate this on bills, with the exception
of the City of San Luis Obisp0.

® The provider’'s data management capabilities thelwater demand by number of lots of various siadacilitate
implementation of State requirements for consenamngiscape water.

" Residential sewer service provided by Arroyo @erGrover Beach, Morro Bay, San Luis Obispo, Aiach
CSD, Cambria CSD, Heritage Ranch CSD, and San Sirf6&® is based on volume of water consumed.
Atascadero, Paso Robles, Pismo Beach, Nipomo C88ar» CSD, San Miguel CSD, and Templeton CSD do
not base residential sewer rates on water volume.
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While an ideally informative water bill would bestomized to show customers the potential

cost saving from avoiding higher tier usage, da@agnvolves computer software capabilities

that may not be available or affordable. Deternurthe data capability of providers is outside

the scope of this investigation.

The following table highlights features of watelldoand categorizes these features as

informative or not informative.

WATERBILLS

Not Infor mative

Informative

Cities

ARROYO GRANDE

Water tier consumption not shown

ok water tiers for residential
Compares current & pastges

ATASCADERO MWC

Shows tier rates, usagearaiges
Compares current and past usag
monthly water conseima tip

GROVER BEACH

Water tiers and tier consumption riaiven

12 months usage history

MORRO BAY

No reference to rate scale

PASO ROBLES

d@nths usage history
monthly conservatiorgsage

PISMO BEACH

Water tiers and tier consumption rat\sn

12 months history

SAN LUIS OBISPO

Water tiers and tier consumptioh sttown

Compares current and past usag

je

Community ServicesDistricts

AVILA BEACH CSD

Rate for water not shown

CAMBRIA CSD

Water tiers and tier consumption nlobwn

Compares current and past usag

1%

HERITAGE RANCH CSD Water consumption not shown

Watiers and tier consumption not shown

12 months usage history

LOS OSOS CSD-water only Water tiers and tier comsion not shown

12 months usage history

je

NIPOMO CSD Water tiers and tier consumption natvgn Compares current and past usal
Message box unused Message box
OCEANO CSD Water consumption not shown 12 months usage history

Watmrs and tier consumption not shown

SAN MIGUEL CSD

Water tiers and tier consumption sbbown

SAN SIMEON CSD

Rate for water not shown

TEMPLETON CSD

Water tiers and tier consumption statwn

Compares current and pasteusa
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Gauging Effectiveness of Conservation Water Pricing

The State’s experience during the drought peribdsplagued California in the 1980s showed
that doubling the price of water drove overall hehudd consumption down by one third; but,
households earning under $20,000 cut consumptia@nbyhalf while those earning more than
$100,000 reduced use by only 18%.

In response to the most recent drought conditismsie water providers, such as Arroyo Grande,
implemented extensive water conservation incen@wvesimposed stringent conservation
requirements. A success rate of around 20% remtuctiwater usage was reported. However,
this overall success rate does not measure thessiot individual conservation measures.
Thus, the specific success of the water rates-vis-the total effort is not known. The effect of
conservation pricing was not evaluated prior orsggjient to the drought by Arroyo Grande and

other providers.

There is one probable exception to the unknowrceieness of conservation pricing: During
the drought, the City of San Luis Obispo did ngberxence a water shortage because it has
several sources of water, including an expandirgafiseclaimed water. Also, City water
conservation programs had been ongoing for mangsywéor to the drought. In 2008, the City
established water conservation sewer pricing faglsifamily residential customers, at which
time these customers had average water use ofuwght In each of the next two years, the
water use was reduced by one unit, for a totalatolu of 25%° The Utility Conservation
representative for the City attributes the redueater use to water conservation pricing of sewer
service, together with information provided to ausérs about the opportunity to reduce the cost

by reducing water use.

8 Newsweek, 10/18/10, pp 46, 47

°® Among the surveyed providers, San Luis Obisps asenique sewer rate structure for single-fangidential
customers. Each has an annual water “cap” or thasés determined by the customer’s water usagesaed
over a three-month winter period when usage i<alfyi lowest. This cap establishes the annual sbase rate,
effective each July. Volume above this base isgdthat a uniform rate. At the end of summer, owoé single
family residences are advised by the City to redandscape irrigation and are informed that theaye water
use over a three-month period in the winter wilkef their monthly sewer charge for a year. Sirataily
residential billsndicate the connection between sewer charges atel wse.
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Water Meters

The CUWCC emphasizes that conservation pricingpeddent on water meters. The Grand
Jury learned that the 176 water customers of SMutual Water Company in the Los Osos area
have no water meters. This company is among st 15 small water companies, defined as

having 15-199 connections, in the County that iaeiers for individual connectiori8.

The Grand Jury additionally learned that apartnbeiitlings typically have only one master
water meter for the building and a separate lamusogeter, instead of having meters for
individual apartment units. Without residents kinmayvhow much water they consume or having
to pay according to usage, there is no incentivateserve on the basis of potential cost savings.
Metering individual apartment units of new buildéngpuld add considerably to construction
costs and retrofitting meters would be even morglgo Water providers charge several
thousand dollars for a meter to cover hook-up @hdrcadministration costs. Metering

individual units would likely result in increasedsts to tenants. An additional consideration is
that apartment tenants have more turnover thadeets of other types of housing and, therefore,
collections for apartment unit water bills woulepably be more difficult.

There is an alternative to individual apartmentsibeing metered for hook-up to a water service
provider. Relatively inexpensive flow meters canpoirchased independent of a water provider
and unconnected to a water service for billinge Pplarpose of this additional metering would be
to enable apartment building owners to determieeatitual water usage of individual units, in
order to bill the tenants. An expected outcomeld/tve conserved water by tenants to reduce
their costs, with a result that metered apartmenid have a competitive rental advantage.
Owners of buildings with individually metered unit®uld have an option of charging tenants

for the actual water they consume.

No County ordinance requires water meters for uderelopment outside of cities that are
served by a water company. Also, no ordinanceatbéethe County or the seven cities requires

10 Effective 6/30/11, the State requires meteringafrce wells for systems serving 15 or more colimest
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individual apartment units within a building to leemetered water usage. However, parallel

County ordinances promote water conservation foamidevelopment outside of cities:

For Los Osos, retrofits of water fixtures upon ay@aof property ownership and retrofits
for existing development to offset water use fowmevelopment are required
For Nipomo, retrofits of water fixtures upon charujgroperty ownership and low water

use landscaping standards for new developmentqgtered

CONCLUSION

A few water service providers have not incorpordiekd pricing into their rate structures. Of
those providers using tiered rates, only two intid¢eers on customer bills and only one shows

usage by tiers. Thus, water bills are underutilfoFgromoting conservation.

Several sewer service providers base charges ameobf water used, but only one clearly
indicates this on customer bills. Therefore, selks are also underutilized for promoting

water conservation.

Additional opportunities for water conservationgthrough metering of both small water

system customers and individual apartment units.
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FINDINGS & RECOMMENDATIONS

FINDING 1: Morro Bay has not revised its watererathedule since 1994.

RECOMMENDATION 1:

Morro Bay should review its water rate schedule.

FINDING 2: Paso Robles, Avila Beach CSD, and Same8n CSD have uniform water rates

that do not increase unit cost as consumption asa®

RECOMMENDATION 2:
Paso Robles, Avila Beach CSD, and San Simeon C8lldkonsider adopting

tiered water rates that target high volume users.

FINDING 3: Only Atascadero MWC bills show ratertigtier consumption and tier charges.

RECOMMENDATION 3:

Arroyo Grande, Grover Beach, Morro Bay, Pismo Be&an Luis Obispo, Cambria
CSD, Heritage Ranch CSD, Los Osos CSD, Nipomo @&ieano CSD, San Miguel
CSD, and Templeton CSD should consider revisingmlaitls to show rate tiers,

water usage for each tier and the charges for &arch

FINDING 4: Water meters are not used for all urdamelopment outside of cities served by a

water company.

RECOMMENDATION 4:
The County should consider adopting an ordinancertoan development outside of
cities served by a water company, which would negtihiat new development be

metered and that existing developments be metgred ownership transfer.
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FINDING 5: Apartment buildings in the seven citeesd urban areas outside of the cities

typically do not have water meters that registdoor water use for individual units.

RECOMMENDATION 5:

The cities and County should consider adoptingrdmance that would require new
apartment buildings to have meters that registwon water used by individual units.
To reduce costs, meters could be a type intendgdf@mnuse by apartment building

owners, instead of those supplied by water progiflarwater service hook-ups.

FINDING 6: Residential sewer providers that basargbs on volume of water consumed do not
clearly indicate on their bills that water volunféeats sewer charges, with the exception of the
City of San Luis Obispo

RECOMMENDATION 6:

Arroyo Grande, Grover Beach, Morro Bay, Avila Be&®D, Cambria CSD,
Heritage Ranch CSD, and San Simeon CSD shouldasmsvising sewer bills to

show that water usage affects sewer charges.

REQUIRED RESPONSES

The Board of Supervisors of San Luis Obispo County is required to respond to Findings 4 and
5 and Recommendations 4 and 5. The responsesshallbmitted to the Presiding Judge of the
San Luis Obispo Superior Court Bgptember 14, 2011. Please provide a paper copy and an
electronic version of all responses to the Gramg, s well.

The Department of Planning and Building of San L uis Obispo County is required to respond
to Findings 4 and 5 and Recommendations 4 andh&.rdsponses shall be submitted to the
Presiding Judge of the San Luis Obispo SuperioriGnuAugust 14, 2011. Please provide a

paper copy and an electronic version of all respss the Grand Jury, as well.
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The City of Arroyo Grande is required to respond to Findings 3, 5 and 6 and
Recommendations 3, 5 and 6. The responses shalibmeitted to the Presiding Judge of the
San Luis Obispo Superior Court Bgptember 14, 2011. Please provide a paper copy and an
electronic version of all responses to the Gramg, s well.

The Atascader o Mutual Water Company is required to respond to Finding 5 and
Recommendation 5. The responses shall be subnuttbé Presiding Judge of the San Luis
Obispo Superior Court bgeptember 14, 2011. Please provide a paper copy and an electronic

version of all responses to the Grand Jury, as well

The City of Grover Beach is required to respond to Findings 3, 5 and 6 aecb”Rimendations
3, 5and 6. The responses shall be submittecetBitbsiding Judge of the San Luis Obispo
Superior Court byseptember 14, 2011. Please provide a paper copy and an electromstore

of all responses to the Grand Jury, as well.

The City of Morro Bay is required to respond to Findings 1, 3, 5 anddRecommendations
1, 3, 5and 6. The responses shall be submittdetBresiding Judge of the San Luis Obispo
Superior Court byseptember 14, 2011. Please provide a paper copy and an electromstore

of all responses to the Grand Jury, as well.

The City of Paso Robles is required to respond to Findings 2 and 5 andRecendations 2 and
5. The responses shall be submitted to the Pngsididge of the San Luis Obispo Superior
Court bySeptember 14, 2011. Please provide a paper copy and an electronstoreof all
responses to the Grand Jury, as well.

The City of Pismo Beach is required to respond to Findings 3 and 5 andRecendations 3
and 5. The responses shall be submitted to theedittg Judge of the San Luis Obispo Superior
Court bySeptember 14, 2011. Please provide a paper copy and an electronstoreof all

responses to the Grand Jury, as well.
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The City of San Luis Obispo is required to respond to Findings 3 and 5 andR@tendations
3 and 5. The responses shall be submitted tordsdihg Judge of the San Luis Obispo
Superior Court byseptember 14, 2011. Please provide a paper copy and an electromsiore
of all responses to the Grand Jury, as well.

The Avila Beach Community Services District is required to respond to Findings 2 and 6 and
Recommendations 2 and 6. The responses shalbbatsed to the Presiding Judge of the San
Luis Obispo Superior Court i§eptember 14, 2011. Please provide a paper copy and an

electronic version of all responses to the Gramg, As well.

The Cambria Community Services District is required to respond to Findings 3 and 6 and
Recommendations 3 and 6. The responses shalbbatsed to the Presiding Judge of the San
Luis Obispo Superior Court [8eptember 14, 2011. Please provide a paper copy and an

electronic version of all responses to the Gramg, As well.

The Heritage Ranch Community Services District is required to respond to Findings 3 and 6
and Recommendations 3 and 6. The responses shallimitted to the Presiding Judge of the
San Luis Obispo Superior Court Bgptember 14, 2011. Please provide a paper copy and an

electronic version of all responses to the Gramg, s well.

The L os Osos Community Services District is required to respond to Finding 3 and
Recommendation 3. The responses shall be subnttbeé Presiding Judge of the San Luis
Obispo Superior Court b§eptember 14, 2011. Please provide a paper copy and an electronic
version of all responses to the Grand Jury, as well

The Nipomo Community Services District is required to respond to Finding 3 and
Recommendation 3. The responses shall be subnuttbé Presiding Judge of the San Luis
Obispo Superior Court bgeptember 14, 2011. Please provide a paper copy and an electronic

version of all responses to the Grand Jury, as well
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The Oceano Community Services District is required to respond to Finding 3 and
Recommendation 3. The responses shall be subnittbé Presiding Judge of the San Luis
Obispo Superior Court b§eptember 14, 2011. Please provide a paper copy and an electronic
version of all responses to the Grand Jury, as well

The San Miguel Community Services District is required to respond to Finding 3 and
Recommendation 3. The responses shall be subnuttbé Presiding Judge of the San Luis
Obispo Superior Court bgeptember 14, 2011. Please provide a paper copy and an electronic

version of all responses to the Grand Jury, as well

The San Simeon Community Services District is required to respond to Findings 2 and 6 and
Recommendations 2 and 6. The responses shalbbatsed to the Presiding Judge of the San
Luis Obispo Superior Court [8eptember 14, 2011. Please provide a paper copy and an

electronic version of all responses to the Gramg, As well.

The Templeton Community Services District is required to respond to Findings 3 and 6 and
Recommendations 3 and 6. The responses shalbbatsed to the Presiding Judge of the San
Luis Obispo Superior Court [8eptember 14, 2011. Please provide a paper copy and an
electronic version of all responses to the Gramg, s well.

The mailing addresses for delivery are:

Presiding Judge Grand Jury

Presiding Judge Charles S. Crandall _ _
San Luis Obispo County Grand Jury

P.O. Box 4910
San Luis Obispo, CA 93402

Superior Court of California
1050 Monterey Street
San Luis Obispo, CA 93408

The email address for the Grand Jury@&andJury@co.slo.ca.us
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