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I. Executive Summary 

The Town will set utility rates and user fees at levels that 
fully cover the total direct and indirect cost of the activity. 

-- Town of Windsor, Financial Management Policies 

Introduction 

In December 2014, the Town of Windsor (Town) contracted with The Reed Group, Inc. to perform 
a financial plan and rate update study for the Windsor Water District’s water and water reclamation 
utilities.  The Town Council sits as the Board of Directors for the Windsor Water District, which 
owns and operates the two utilities.  The water utility provides water service within the Town and in 
the Airport area.  The water reclamation utility provides wastewater collection, treatment, and 
disposal services within the Town.  A review of both water and wastewater rates is needed for the 
upcoming biennial budget cycle (FY 15-16 and FY 16-17).  As part of the financial analysis, the 
study included updates of five-year financial plans for both utilities.  The financial plans are 
consistent with the current two-year budget and the utilities’ capital improvement programs (CIPs).  
The overall purpose of the financial plans is to provide the Town with plans and strategies for 
meeting the operating, maintenance, and replacement/ rehabilitation needs of the utilities. 

One additional focus of this update was to develop a financial strategy, including changes to water 
rates, to address the financial deficit created by the reduced water sales that results from a 
sustained water shortage.  Hydrologic conditions in 2013 and 2014 were extremely dry, and 2015 
is looking to be the driest year on record for the state as a whole.  In early 2014, the Town took 
steps to request a 20 percent reduction in water usage through voluntary measures.  On April 1, 
2015, the Governor issued an Executive Order requiring mandatory water rationing in urban areas 
statewide.  Adopting and implementing new water shortage rate surcharges and excess use 
penalties may become a part of the Town’s strategy of addressing the financial needs during the 
continued drought.  This report includes recommendations for water shortage rates that should be 
incorporated into the Town’s water shortage contingency plan and then implemented if the Town 
Council ever declares mandatory rationing. 

In addition to general recommendations for adjusting water and wastewater rates, this study also 
includes a recommendation to re-adopt procedures from automatically adjusting water usage rates 
to reflect changes in charges for water purchased from the Sonoma County Water Agency 
(SCWA).  Annual automatic rate adjustments have served the Town well over the past five years, 
and the procedures need to be re-adopted through a formal rate adoption process.  In addition, the 
report includes an update to the Town’s recycled water rates, as well as a recommendation for a 
new wholesale recycled water rate that is consistent with recent policy changes.  The report also 
includes recommendations related to a transition from bi-monthly utility billing to monthly billing. 

Five-Year Financial Plans 

The five-year financial plans for the water and water reclamation utilities are intended to serve as 
planning and management tools.  The plans enable the Town to take a multi-year look at each 
utility’s financial needs.  Rate recommendations extend through FY 19-20.   The longer planning 
period allows the Town to anticipate needs on the horizon, and to evaluate how near term 
decisions can affect longer term needs.  However, consistent with past practice, specific rate 
recommendations cover a shorter period thereby allowing the Town to be more responsive to 
changing conditions. 
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Both the water and water reclamation utilities are self-supporting independent enterprises of the 
Town.  That is, the utilities are expected to generate the revenues (through user charges, capacity 
fees, and other revenues) to cover the ongoing costs of operations, maintenance, administration, 
debt service, capital improvements, and maintenance of prudent financial reserves. 

The financial plan models reflect proposed utility budgets for FY 15-16 and FY 16-17, five-year 
capital improvement programs, existing financial reserve policies, contractual debt obligations, and 
current fund and reserve balances. 

In September 2012, the Town adopted an overall 9 percent increase in water rates and a 3 percent 
overall increase in wastewater rates to address financial needs of the two utilities.  Since then, the 
only rate adjustments have been related to automatic adjustments to water usage rates stemming 
from changes in SCWA water rates and charges.  At present, the Town is experiencing the 
financial constraints created by water shortage and reduced water sales.  In response to these 
conditions, the Town has taken steps to reduce costs wherever possible. 

Of particular concern is the Town’s ability to meet debt service coverage requirements during this 
period of water shortage.  This requirement obligates the Town to maintain water and wastewater 
rates such that total utility revenues less annual operating and maintenance expenses are at least 
1.20 times annual debt service.  The debt service coverage obligation related to the 2012D 
CSCDA pooled bonds is a joint obligation of both the water and water reclamation utilities.  The 
utilities are currently meeting this requirement, though the coverage is marginal due to current 
water shortage conditions and limited development activity.  Continuing to meet this requirement is 
one of the criteria reflected in the financial plan model.  To ensure that the Town can meet its debt 
obligations it is recommended that the Town: 

• Designate a portion of FY 14-15 water and water reclamation utility revenues to be placed 
into water and wastewater Rate Stabilization Funds (as authorized in documents related to 
the Town’s 2012D bonds). 

• In FY 15-16 and beyond use, as necessary, monies from the Rate Stabilization Funds to 
meet debt service coverage requirements.  Using the Rate Stabilization Funds in FY 15-
16 is central to avoiding a large increase in the water and wastewater rates. 

In addition to helping meet the debt service coverage requirements, the Rate Stabilization Funds 
would also provide an important source of funds for the utilities to help mitigate the financial deficits 
creates by water shortage and reduced rate revenues. 

To assist the Town in meeting water service and financial obligations under continuing drought 
conditions, it is recommended that the water utility establish target funding of the Water Rate 
Stabilization Fund at $1.25 million.  It appears that a large portion of this reserve could be funded in 
FY 14-15, but it may take several years to reach full funding.  

To assist the Town in meeting wastewater service and financial obligations under continuing 
drought conditions, it is recommended that the water reclamation utility establish target funding of 
the Wastewater Rate Stabilization Fund at $750,000.  It appears that a large portion of this reserve 
could be funded in FY 14-15.  However, most or all of the fund’s balance may be required in FY 
15-16 in order to meet the debt service coverage requirement, and it may take several years to 
reach full funding. 

Exhibit I-1 presents estimated overall water and wastewater rate increases covering the five-year 
planning period.  These increases are needed to help ensure that the utilities continue to meet all 
service and financial obligations. 
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Section II of this report presents details of the five-year financial plans for the water and water 
reclamation utilities.  It also includes a separate financial analysis of the impact of water shortage 
on the water utility.  This analysis provides information to support recommendations for temporary 
water shortage rate surcharges. 

Proposed Water, Wastewater, and Recycled Water Rates 

Recommendations in this report address the Town’s water, wastewater, and recycled water rates, 
including cost of service justifications and rate structure designs. To adopt new rates the Town is 
required to go through the Proposition 218 rate approval process, including a notice to all property 
owners/customers at least 45 days prior to a public hearing. 

Water Rates 

Exhibit I-2 presents schedules for proposed water rates for FY 15-16 through FY 19-20.  The 
water rates for FY 15-16 reflect an overall increase in water rate revenue of 6 percent (for both 
usage rates and fixed service charges), which is based on the revenue requirements developed 
with the five-year financial plan.  This proposed water rate increase incorporates a 6.0 percent 
increase in SCWA charges for diversions from the Russian River, a 4.15 percent increase in the 
cost of water from the Santa Rosa Aqueduct, and other costs of providing water service.  The 
proposed water rate increases are also necessitated by the Town’s debt service obligations and 
the requirement to maintain a debt service coverage ratio of 1.20. 

The proposed water rate schedule for FY 15-16 generally maintains the current water rate 
structure, although water usage rates and service charges have been revised to reflect an updated 
cost of service analysis.  The water rate structure includes a 4-tier residential water usage rate 
structure, a uniform water usage rate for commercial customers, seasonal water usage rates for 
irrigation accounts, fixed monthly service charges based on the size of the water meter, and 
pumping charges for customers in higher elevation (pumped) pressure zones.  Water rates in the 
Airport area continue to be higher than within the Town, due to the higher cost of water from the 
Santa Rosa Aqueduct, which supplies the Airport area. 
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The highest residential tier rate continues to incorporate the cost of water from the Santa Rosa 
Aqueduct as the marginal cost of additional water supplies.  The first tier rate reflects the cost of 
water from the Russian River Well Field (RRWF).  Rates in the middle tiers reflect blended water 
costs.  The tier structures also continue to reflect the preferences expressed by the Town Council 
through prior direction to staff.  Additional details of water rate recommendations are described and 
presented in Section III of this report. 
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Wastewater Rates 

Exhibit I-3 presents schedules of proposed wastewater rates for FY 15-16 through FY 19-20.  The 
wastewater rates have not been adjusted for the past three years.  The wastewater rates for FY 
15-16 reflect an overall increase in wastewater rate revenue of 7 percent, which is based on the 
revenue requirements developed with the five-year financial plan.  Proposed wastewater rates 
reflect the costs of ongoing operation and maintenance, debt service obligations, and capital 
replacement needs.  In particular, the wastewater rate increase is necessitated by the Town’s debt 
service obligations and the requirement to maintain a debt service coverage ratio of 1.20. 

The proposed wastewater rate schedule for FY 15-16 generally maintains the current wastewater 
rate structure, which includes residential usage charges based on the lesser of winter water use or 
actual monthly water use, non-residential usage charges based on actual monthly water use and 
strength classification, fixed monthly service charges based on the size of the water meter, and lift 
station charges for customers in areas requiring pumping to move wastewater to the wastewater 
treatment plant.  To reduce the revenue volatility in wastewater rate revenue increased emphasis 
has been place on the monthly service charges. 

 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 6 

The wastewater rate structures continue to reflect the preferences expressed by the Town Council 
through prior direction to staff.  Details of wastewater rate recommendations are described and 
presented in Section IV of this report. 

Recycled Water Rates 

Proposed recycled water rates for FY 15-16 are presented in Exhibit I-4.  The proposed recycled 
water rates reflect the pricing policies adopted by the Town Council in 2012, as well as changes in 
urban recycled water operations resulting from a new policy adopted by the Town Council in 
November 2014.  Under the new policy, the distribution of recycled water to urban customers is 
part of the water utility’s operation.  With this framework, the water reclamation utility sells recycled 
water on a wholesale basis to the water utility for distribution to urban customers.  Delivery of 
recycled water to agricultural customers continues to be part of the disposal operation of the water 
reclamation utility. 
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Under the new framework, a wholesale water rate from recycled water is proposed to be set at 50 
percent of the rate the Town pays SCWA for water from the Santa Rosa Aqueduct.  This wholesale 
water rate represents a reasonable cost for recycled water for the water utility, as well as fair 
compensation to the water reclamation utility for recycled water. 

Beginning in FY 15-16, water rate revenue from the sale of recycled water within the Town (urban 
reuse) will be revenue to the water utility.  Revenue from recycled water sales to agricultural 
customers will continue to be revenue of the water reclamation utility.  The agricultural water usage 
rates shown in Exhibit I-3 reflect the final step in the phasing in of the pricing policy adopted by the 
Town Council in 2012 occurring in August 2015. 

Beyond FY 15-16 recycled water rates should be adjusted commensurate with existing recycled 
water pricing policies, which ties recycled water rates to potable water rates.  Details of proposed 
recycled water rates are included in Section V of this report. 

Bill Impacts and Comparison of Utility Rates with Other Communities 

The amount for a combined monthly water and wastewater bill for a typical single family customer 
in Windsor will increase from $92.13 to $98.27 under the proposed rates for August 2015, as 
summarized in Exhibit I-5.  This calculation is based on a customer with a standard 5/8” water 
meter and using 7,000 gallons of water per month, and wastewater billing based on 4,500 gallons 
per month. 

Exhibit I-6 graphically illustrates how a combined water and wastewater bill for a typical single 
family customer within the Town compares with other jurisdictions in the County under both current 
and proposed water and wastewater rates for FY 15-16.  Even with the proposed increases in 
water and wastewater rates, the combined bill for typical residential customers continues to be in 
the low end of the range of other communities. 
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Automatic Adjustments to Water Rates for Changes in SCWA Water Costs 

In August 2009, the Town approved the automatic adjustment of water usage rates whenever the 
SCWA adjusts the rates charged to the Town for water supplies.  These rate changes have 
occurred each July. The automatic adjustments have functioned well, and help ensure that water 
rates continue to accurately reflect the cost of providing water service.  The SCWA recently 
adopted new rates for FY 15-16, and those changes are reflected in the rate recommendations 
presented herein for FY 15-16. 

Consistent with statutory requirements, the Town’s automatic water rate adjustment procedures 
were adopted for a five-year period.  Because the procedures were originally adopted in August 
2009, the July 2014 adjustment was the last authorized automatic rate adjustment, until the Town 
re-adopts the procedures.  Adopting the procedures will require the Town to go through the 
Proposition 218 rate approval process, including a notice to all property owners/customers at least 
45 days prior to a public hearing.  It is recommended the Town re-adopt automatic water rate 
adjustment procedures as part of the process for adopting new water and wastewater rates for FY 
15-16. 

The specific mechanism for adjusting water usage rates to reflect changes in the cost of wholesale 
water purchases is presented in Section III of this report.   
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Water Shortage Financial Analysis and Water Shortage Rate Surcharges 

Because of the current and continuing dry year conditions, this water rate update also includes a 
separate analysis of the financial implications of sustained reduced water sales that coincides with 
water shortage conditions.  The financial analysis includes the development of temporary water 
shortage rate surcharges that could be implemented during periods of mandatory water use 
reductions and prohibitions. 

Water shortage conditions result in (1) reduced water sales, (2) reduced water supply purchase 
and pumping costs, and (3) increased water conservation education/assistance costs.  The net 
effect of these impacts is to create a financial deficit during period of water shortage (i.e., revenue 
will decline more than the decline in expenses). 

To counter the financial impact of water shortage, a three-prong strategy is proposed that includes: 
(1) establishing a Water Rate Stabilization Fund and using the fund to offset a portion of the 
financial deficit created by reduced water sales, (2) adopting and implementing water shortage 
charges to generate additional revenue, and (3) in the most severe shortages reducing the annual 
contribution to the replacement and rehabilitation fund for capital projects.  This strategy, including 
the Rate Stabilization Fund and temporary water shortage rate surcharges, should be incorporated 
into the Town’s water shortage contingency plan. 

The Town has defined five stages of water shortage (beyond normal water supply conditions).  
These include: 

• Stage 1 – Voluntary program 

• Stage 2 – Mandatory program with 20 percent water use reduction goal 

• Stage 3 – Mandatory program with 30 percent water use reduction goal 

• Stage 4 – Mandatory program with 40 percent water use reduction goal 

• Stage 5 – Mandatory program with 50 percent water use reduction goal 

Proposed water shortage charges would be implemented whenever the Town Council declares a 
water shortage requiring mandatory measures (Stages 2 through 5).  Water shortage rates would 
include a water shortage surcharge that would be applied to all water usage rates (but not monthly 
service charges or pumping charges), as well as an excess use penalty that would only be 
implemented in Stages 4 and 5, and would only apply to fourth tier water usage.  The water 
shortage charge would mean that all customers would bear a share of the financial burden created 
by water shortage.  However, the surcharges have been designed such that customers meeting 
water use reduction goals will have lower water bills than their normal water bills.  The excess use 
penalty is intended to discourage excessive water usage in the more severe situations.  It is not 
expected to generate any revenue for the utility, but to serve as an incentive for meeting water use 
reduction goals. 

Exhibit I-7 presents the proposed temporary water shortage surcharges and excess use penalties.  
The water shortage surcharge is expressed as a percentage increase in all water usage rates.  
The amount of increase depends on the stage of shortage.  It is expressed as a percentage so that 
it can be applied to any future rate schedule.  Proposed excess use penalties are a percentage 
increase in the combined water usage rate and water shortage surcharge.  However, the excess 
use penalty is only applied in Stage 4 and 5, and only to the fourth tier.  The specific rates shown in 
Exhibit I-7 are an application of the water shortage rate percentages to the proposed FY 15-16 
water usage rates. 
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Water shortage surcharges will also need to be adopted through a Proposition 218 notice and 
public hearing process.  It is recommended that the water shortage surcharges be adopted with 
other water and wastewater rates proposed for FY 15-16.  Excess use penalties are separate from 
water rates, and do not require the Proposition 218 approval process.  The excess use penalties 
should be adopted by the Town as guided by the Town’s legal counsel.  Once adopted, the 
shortage surcharges and excess use penalties could then be implemented during the current or 
any future declared water shortage.  Details of the water shortage financial analysis are presented 
in Section II of this report, and proposed water shortage rate surcharges are presented in Section 
III of this report. 
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II. Water and Water Reclamation Five-Year Financial Plans 

This section of the report describes the five-year financial plans developed for the Town’s water 
and water reclamation utilities.  The financial plans reflect the utilities’ operation and maintenance 
costs, debt service obligations, and capital improvement plans, as well as various sources of 
revenues and the reserves maintained by the Town for various purposes.  The financial plans are 
intended to serve as planning and management tools, and enable the Town to take a multi-year 
look at each utility’s financial needs. 

Fund/Reserve Structure and Cash Flows 

The financial plans are multi-year cash flow models.  As cash flow models, they differ from financial 
accounting income statements and balance sheets.  The financial plans model the sources and 
uses of funds into and out of the various funds and reserves of the Town’s water and water 
reclamation utilities. 

The Town’s fund and reserve structure for each utility has three primary elements:  an operating 
fund, a replacement and rehabilitation fund, and a capital fund.  Within these funds are various 
reserves, and each fund has a specific purpose (as described below). 

Exhibit II-1, on the following page, schematically illustrates the fund and reserve structure used for 
financial planning and analysis purposes, as well as the major revenue inflows and expenditure 
outflows.  An understanding of the fund/reserve structure is important in understanding the financial 
plan exhibits that model the flow of funds through each utility from one year to the next.  Each of 
the funds and reserves is described below. 

• Operating Fund – The operating fund is the primary fund for each utility.  Most utility 
revenues, including user rates and other service revenues, flow into this fund.  All 
operating and maintenance expenditures, including administrative costs and debt service 
payment obligations, are paid out of the operating fund.  Embedded within the water and 
water reclamation operating funds are the following reserves: 

o Operating Reserves – The Town’s financial management policies state that “[t]he 
Town’s enterprise funds will strive to maintain a minimum balance of retained 
earnings of at least 25 percent of operating expenses.  The primary purpose of 
this balance is to set aside funds to maintain cash balances sufficient to pay 
expenses as needed and to provide for unanticipated or emergency expenditures 
that could not be reasonably foreseen during the preparation of the budget.”  The 
financial plan model seeks to maintain minimum operating reserves throughout 
the five-year planning period.  In the financial planning model, the target operating 
reserve is shown as a sub-total of the overall Operating Fund balance. 

o Rate Stabilization Funds – The rate stabilization funds (RSFs) currently do not 
exist in the utilities, but are recommended to serve two important functions.  First, 
RSFs are authorized in the bond documents related to the 2012D bonds, which is 
a joint obligation of both utilities.  As described later in this section, the RSF can 
be used to help meet debt service coverage requirements.  Second, the financial 
deficits that can be created by water shortage conditions, described later in this 
section, also create a need for emergency reserves.  It is recommended that the 
Town establish RSFs with target balances equal to $1.25 million in the water 
utility and $750,000 in the water reclamation utility. 
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o Uncommitted Fund Balance – The balance in the Operating Funds in excess of 
the operating reserve and the rate stabilization funds is shown in the financial plan 
model as the uncommitted fund balance.  When the total fund balance exceeds 
the target amount for the operating reserve and the amount in the RSF the 
uncommitted balance is positive.  When the fund balance is below the desired 
reserve amount for the operating reserve the uncommitted balance is negative.  
This is a convenient way to monitor the status of the operating fund over the 
planning period. 

• Replacement and Rehabilitation Fund – The replacement rehabilitation (R&R) fund is a 
capital fund from which expenditures are made for rehabilitation and upgrade capital 
projects.  This fund is supported through annual transfers from the operating fund.  Capital 
projects that rehabilitate and upgrade the utility systems are paid for from this fund.  With 
this structure, contributions to the fund are made at a uniform level (commensurate 
average annual capital program needs) and the fund balance fluctuates inversely with 
annual expenditures.  This structure effectively reduces rate volatility and improves the 
ability to support the capital program on a pay-as-you-go basis. 

As a goal, it is recommended that the Town strive to transfer an amount into the repair and 
replacement fund equal to the annual accounting depreciation expense.  At present, 
annual transfers for the water utility are $750,000 relative to a depreciation expense of 
about $1,090,000, and annual transfers for the water reclamation utility are $1,600,000 
relative to a depreciation expense of about $2,070,000.  Annual transfers are maintained 
during the five-year planning period.  However, financial plan analysis indicates that the 
transfer to the water reclamation R&R fund can be reduced to $1.4 million annually for the 
next two years.  Proposed transfers are sufficient to meet the capital replacement needs 
for both utilities as reflected in the five-year capital improvement plans. 
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• Capital Funds – The financial plan also reflects the capital funds used to track capacity fee 
revenues and expenditures related to the expansion projects of the capital improvement 
program.  The funds are used to meet statutory requirements for accounting for capacity 
fee revenues, and helps ensure that costs associated with accommodating new growth 
are paid for by new development.  Money in each capital fund is used to pay for 
expansion-related capital improvement projects, and can also be used for debt service 
related to expanding capacity for new development.  The water reclamation capital fund 
currently has a negative balance, which is brought to a zero balance at the end of FY 14-
15 in the financial plan presented herein to provide greater transparency on the overall 
financial condition of the utility. 

Financial Plan Assumptions and Analyses 

The five-year financial plans reflect a number of assumptions.  The financial plans were developed 
based on the Town’s proposed biennial operating budget (FY 15-16 and FY 16-17), existing long-
term debt obligations and debt service schedules as reflected in official statements and related 
documents, and the five-year capital improvement plans for the two utilities.  While financial plan 
exhibits presented later in this section provide a comprehensive summary of these documents, the 
financial plan and rate analyses start with the line-item level of detail contained in the Town’s 
detailed budget and accounting system. 

Basic Assumptions 

A number of assumptions are also reflected in the financial plans, including inflation rates, interest 
rates, customer growth rates, water demand estimates, etc.  Many of the assumptions and related 
information are summarized in Exhibit II-2.   Primary assumptions are described below. 

• Inflation and Interest Rates – The financial plan model includes the following assumptions 
for annual inflation and interest rates: 

o General inflation is assumed to be 3 percent per year and applies to all operating 
cost items, except water purchase costs 

o Construction inflation is assumed to be 3 percent per year and applies to capital 
projects contained in the Town’s CIP, as well as to annual increases in water and 
water reclamation capacity fees 

o Interest earnings on working capital balances is assumed to be as budgeted 
through FY 16-17.  Then interest rates are estimated as 0.5 percent from FY 17-
18 through FY 19-20.  Interest earnings are estimated based on each fund’s 
beginning-of-year balances and accrues to each fund 

• Current Customer Base – The Town’s water utility currently has about 8,800 water service 
accounts and the water reclamation utility has about 8,300 wastewater accounts.  
Complete customer account and water use data for all customer accounts were obtained 
from CY 2014 utility billing data.  In addition, the most recent winter water use data 
(December 2014 through March 2015) has been obtained and is used for wastewater rate 
purposes. 

• Growth Projections – As a financially conservative assumption, the financial plans 
presented herein assume 0.25 percent annual growth for FY 15-16, and 0.5 percent 
annual growth thereafter.  Actual growth will be a function of economic trends, the Town’s 
development policies, and the status of new projects within the development pipeline.  It is 
believed that these growth assumptions are reasonable given current economic 
conditions. 
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• Customer Water and Wastewater Demand – Due to current water shortage conditions 
and a statewide call for 25 percent mandatory water user reduction in 2015, water sales 
and wastewater flows are estimated to be lower than normal in FY 15-16 and FY 16-17.  
While water supply conditions are assumed to return to normal in 2016, the financial 
model reflects a gradual rebound in water and wastewater demand.  This is a reasonable 
assumption given historical responses to drought conditions.   

• Capacity Fee Revenue – Annual capacity fee revenue in FY 15-16 and FY 16-17 is based 
on estimates provided in the proposed biennial budget.  In future years, capacity fee 
revenues are estimated based new development assumptions and on the current water 
and wastewater capacity fees.  Capacity fees are adjusted annually based on construction 
inflation. 

• Water Supplies – Water provided to the Airport area is SCWA water delivered through the 
Santa Rosa Aqueduct.  This water is more expensive than the Town’s other water 
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resources.  Water rates for the Airport area are higher than general rates inside the Town 
for this reason.  Water from the Santa Rosa Aqueduct also represents the marginal cost 
for additional water delivered to the Town’s customers.  For this reason, the highest tier 
rate reflects the cost of this water supply. 

Most of the water within the Town service area is supplied from the Russian River Well 
Field (RRWF), which draws water from the Russian River.  Production from these facilities 
is subject to SCWA Russian River Diversion charges, as well as the cost of pumping. 

• Water Purchase Costs – The Town pays the SCWA for water purchased from the Santa 
Rosa Aqueduct, as well as for water pumped from the RRWF.  For FY 15-16, SCWA 
adopted a 4.15 percent increase in the rate for water from the Santa Rosa Aqueduct and a 
6.0 percent increase in the rate for RRWF water.  These cost increases are reflected in the 
proposed water rates for FY 15-16.  In 2009, the Town adopted procedures to 
automatically adjust water usage rates to reflect any changes in the cost of SCWA water 
purchases.  This report recommends that these procedures be re-adopted for the next five 
years.  For this reason, SCWA water rate increases beyond FY 15-16 are not included in 
the financial plan. 

• Long-Term Debt Obligations – The water and water reclamation utilities both have 
outstanding long-term debt obligations.  The financial plans reflect scheduled debt service 
payments, as well as requirements for debt service coverage.  Exhibit II-3 summarizes 
annual debt obligations during the planning period.  In addition to the debt obligations 
within the utilities, both utilities pay 11.5 percent of the Town’s 2012A Lease Revenue 
Bonds related to the Town Civic Center.  That obligation is reflected in the financial plan as 
a transfer to the 2012A Debt Service Fund.  No new debt is anticipated during the five-
year planning period. 

• Debt Service Coverage – Existing bond covenants require the Town to maintain water and 
water reclamation revenues such that total revenues are sufficient to pay all operating and 
maintenance costs, plus 120 percent of annual debt service.  Drought conditions have 
resulted in reduced water demand and reduced water rate and wastewater rate revenues.  
As a result, the ability of the Town to meet debt service coverage requirements FY 14-15 
and in future years is uncertain.  The proposed water and wastewater rates are intended 
to correct this situation, in part, by using the recommended Rate Stabilization Fund.  Use 
of the Rate Stabilization Fund is described later in this section. 

• Capital Improvement Program – The Town’s 2016-2020 water and water reclamation 
capital improvement programs are reflected in the financial plans, as prepared by staff.  
Individual projects for the next five years, including project costs and project timing are 
reflected in Exhibits II-4 and II-5.  Projects are funded from either the R&R funds 
(rehabilitation and upgrade projects) or the capital funds (expansion projects), and the 
funding source is shown for each project.  In some cases project costs are covered by 
both funds.  CIP costs in Exhibits II-4 and II-5 are shown in current (2015) dollars.  They 
are then escalated at 3 percent per year to the year of construction in the financial plan 
models. 

• Recycled Water Sales – Consistent with a new policy adopted by the Town Council in 
2014, the distribution of recycled water within the Town’s water service area (urban reuse) 
will become a water utility function in FY 15-16.  In addition, the water utility will buy water 
from the water reclamation utility for urban reuse, and revenue from the sale of this 
recycled water will accrue to the water utility.  As described later in this report, it is 
recommended that the wholesale price of recycled water be set at 50 percent of cost of 
water from the Santa Rosa Aqueduct.  This price provides reasonable compensation to 
the water reclamation utility for providing recycled water for urban use, and also 
represents a fair price to be paid by the water utility. 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 16 

 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 17 

 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 18 

Fund Balances and Cash Flows 

The financial plan models are annual cash flow models that reflect beginning working capital 
balances, revenues and transfers in, expenditures and transfers out, and ending balances for each 
fund each year of the planning period.  The financial plan models include actual FY 13-14 
revenues and expenditures, estimates for FY 14-15, proposed budgets for FY 15-16 and FY 16-17, 
and estimates based on inflation and growth for FY 17-18 through FY 19-20. 

Actual working capital balances in each fund were obtained as of June 30, 2014, which was the 
end of last fiscal year.  Fund balances are then calculated for the end of each year based on 
revenues, expenditures, and transfers occurring each year.  Fiscal year-end balances for each 
fund of the water and water reclamation utilities as of June 30, 2014 were as follows: 

  Water Wtr. Recl. 
 Operating Fund $6,037,000 $8,428,000 
 Repair & Replacement Fund  $3,026,000 $5,719,000 
 Capital Fund    $4,352,000   ($3,103,000) 
     Total $13,415,000 $11,044,000 

Central to water and wastewater rate analyses are transfer activities within the operating funds, 
including the following: 

 Transfers to the General Fund related to direct cost reimbursement 

 Transfers to the 2012A Debt Service Fund related to debt obligations outside of the water 
and water reclamation utilities (Town Center) 

 Transfers from the General and Public Facilities funds related to debt service obligations 
within the water and water reclamation utilities (Corporation Yard debt) 

 Transfers to the R&R funds as contributions to ongoing rehabilitation and upgrade project 
needs 

 Transfers from the capital funds reflecting capacity fee revenue applied to debt service 
obligations. 

The financial plan models also include the anticipated cash flows into and out of the R&R funds 
and the capital funds in order to ensure sufficient cash for capital project costs.  Transfers into both 
the water and water reclamation R&R funds are maintained at current levels with one exception.  
Transfers to the water reclamation R&R fund have been reduced from $1.6 million per year to $1.4 
million per year for FY 15-16 and FY 16-17 due to drought-related reduced wastewater rate 
revenue.  This temporary reduction in the annual transfer will not affect the timing of planned capital 
improvements. 

Historically, a portion of the capacity fee revenues in both the water and water reclamation capital 
funds has been transferred annually to the operating fund to pay a portion of annual debt service 
on the 2012D bonds (Corporation Yard).  The water reclamation capital fund has also been used to 
pay debt service on the SRF loan.  Because of these transfers, the water reclamation fund 
currently shows a negative cash balance, and it continues to become increasingly negative each 
year.  It is recommended that the Town zero out this negative cash balance with a transfer from the 
water reclamation repair and replacement fund at the end of FY 14-15.  This will provide greater 
transparency regarding the financial condition of the water reclamation utility (which may be 
misinterpreted now).  In future years, use of the capital funds to pay a portion of debt service 
should be limited to available cash, with consideration of the capital project needs in each of the 
capital funds.  In order to preserve funds in the water reclamation capital fund for future capital 
projects, the fund is not used for debt service during the planning period. 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 19 

Financial Plan Findings and Recommendations 

At present (FY 14-15), the water and water reclamation utilities are both experiencing a financial 
deficit, due in part to reduced water sales stemming from drought conditions.  This is expected to 
continue until water supply and water demand conditions normalize.  The financial plan models 
assume a return to normal water supply conditions in 2016, and a rebound in demand over several 
years.  Later in this section information is presented on the potential impacts of extended water 
shortage, and includes recommendations for establishing Rate Stabilization Funds in each utility 
and for adopting water shortage rates. Financial plan findings on the current financial situation for 
the water and water reclamation utilities are summarized below. 

Debt Service Coverage 

The debt service coverage obligation associated with the 2012D bonds is a joint obligation of the 
water and water reclamation utilities.  An estimate of the debt service coverage calculation 
reflecting both utilities was developed based on estimates for FY 14-15 and financial plan 
estimates for FY 15-16, which reflect expectations for continued reduced water and water 
reclamation revenue.  The Town anticipates receiving significant water and wastewater capacity 
fee revenue in FY 14-15, which should enable the utilities to jointly exceed the debt service 
coverage requirement of 1.20 times annual debt service. 

The Town has the ability to establish Rate Stabilization Funds (RSFs) for purposes in assisting in 
meeting debt service coverage obligations.  In years when money is added to the RSFs that 
amount is deducted from gross revenue for purposes of the debt service coverage calculation.  
Then, in years when money is withdrawn from the RSF, that amount is included in gross revenue 
for purposes of debt service coverage calculations.  It is recommended that any excess revenue 
(revenue in excess of that needed to meet the 1.20 coverage requirement in FY 14-15) from both 
utilities be placed in RSFs (one for each utility) and thereby be available for use in FY 15-16. 

While the Town has not used the RSF for this purpose in the past, it is allowed in bond documents 
related to 2012D long-term debt.  Funding the RSF in FY 14-15 and using funds, as necessary, in 
FY 15-16 substantially mitigates the need for rate increases in the two utilities. 

Exhibit II-6 summarizes the debt service coverage calculation for FY 14-15 based on estimates 
through the end of the year, as well as the calculation for FY 15-16 based on financial plan 
estimates and the recommendations for increasing water and wastewater rates contained in this 
report.  Even with the general rate increases recommended at this time, the Town should closely 
monitor the water and water reclamation debt service coverage requirements related to the 2012D 
bond.  In particular, the coverage calculation is sensitive to estimated water and wastewater 
capacity fee revenue from new development. 

In addition to using the RSFs to meet debt service coverage obligations, the RSFs can also be a 
source of funds for bridging the financial deficit caused by water shortages.  The use of the RSFs 
for this purpose is presented later in this section. 

Water Utility 

Exhibit II-7 (on two pages) presents the financial plan for the water utility.  Primary findings and 
recommendations related to the water utility include: 
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 The estimated financial deficit in the water operating fund for FY 14-15 is about $163,000, 
and in FY 15-16 without a rate increase may be about $750,000 based on assumptions 
reflected in the financial plan.  However, estimated end-of-year fund balances in both 
years are also more than three times the target operating reserve level.  As a result, the 
financial deficit is not a critical issue at this time, except as it impacts the calculation of debt 
service coverage. 

 As part of a strategy to protect the water utility from the potential financial effects of water 
shortages, it is recommended that the Town establish a RSF, with a target funding goal of 
$1.25 million.  Because money moving into the RSF is deducted from gross revenue for 
the debt service coverage calculation, the RSF for the water utility can only be partially 
funded in FY 14-15. 

 The transfer from the water operating fund to the R&R fund is less than the target amount, 
equal to annual depreciation expense, by about $340,000 per year.  However, planned 
capital projects to be funded by the R&R fund will have sufficient funding at the current 
level of annual transfer.  No change is the annual transfer is needed at this time. 
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 A moderate general water rate increase is needed at this time in order to (1) offset the 
effects of the current drought and reduced water sales, (2) incorporate increases costs 
associated with SCWA’s rate increases for FY 15-16, and (3) help ensure the Town will 
continue to meet debt service coverage obligations. The FY 15-16 annual water rate 
revenue requirement for potable water, including pressure zone pumping charges, is 
$5,514,000.  This represents an overall water rate increase of 6 percent over current water 
rates.  Estimated water rate increases through the five-year planning period necessary to 
meet the utility’s service and financial obligations are summarized below, and described in 
greater detail in Section III of this report. 

o August 2015 6% overall for all rate components 

o July 2016 SCWA adjustment for water usage charges   
2% for service charges and pumping charges 

o July 2017 SCWA adjustment for water usage charges   
2% for service charges and pumping charges 

o July 2018 SCWA adjustment for water usage charges   
2% for service charges and pumping charges 

o July 2019 SCWA adjustment for water usage charges   
2% for service charges and pumping charges 

 The mechanism for incorporating automatic adjustments to the water usage rates to offset 
increased costs stemming from changes in charges from the SCWA has expired.  This 
has been an important mechanism to limit water rate increases and ensure greater 
financial stability for the water utility, and the automatic adjustment mechanism should be 
re-adopted.  The proposed updated automatic adjustment mechanism is described in 
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Section III of this report and will enable annual adjustments from July 2016 through July 
2020.  Re-adoption will require going through the Proposition 218 rate adoption process. 

In conclusion, the water operating fund has an annual financial deficit stemming from water 
shortage conditions and reduced water sales.  A moderate water rate increase is immediately 
needed in order to ensure compliance with debt service coverage requirements, as well as to 
reflect increases water supply and other costs of providing water service. 

Water Reclamation Utility 

Exhibit II-8  (on two pages) presents the financial plan for the water reclamation utility.  Primary 
findings and recommendations related to the water reclamation utility include: 

 The estimated financial deficit in the water reclamation operating fund for FY 14-15 is 
about $1.12 million, and in FY 15-16 without a rate increase may be about $2.6 million 
based on assumptions reflected in the financial plan.  However, estimated end-of-year 
fund balances in both years are also more than two times the target operating reserve 
level.  As a result, the financial deficit is not a problem from a cash flow standpoint, except 
as it affects the calculation for debt service coverage. 

 As part of a strategy to protect the water reclamation utility from the potential financial 
effects of water shortages, it is recommended that the Town establish a RSF, with a target 
funding goal of $750,000.  Because money moving into the RSF is deducted from gross 
revenue for the debt service coverage calculation, the RSF for the water reclamation utility 
can only be partially funded in FY 14-15, and it may require several years to reach full 
funding. 

 The current transfer from the water reclamation operating fund to the capital repair and 
replacement fund is less than the target amount, equal to annual depreciation expense, by 
about $470,000 per year.  However, planned capital projects to be funded by the R&R 
fund will have sufficient funding at a reduced level of annual transfer.  To help limit 
wastewater rate increases in the planning period, it is recommended that the annual 
transfer to the R&R fund be temporarily reduced to $1.4 million for the next two years. 

 A moderate wastewater rate increase is needed at this time in order to (1) offset the 
effects of reduced wastewater rate revenue stemming from the drought, (2) adequately 
cover the costs of providing wastewater service, and (3) to meet debt service coverage 
obligations.  The FY 15-16 annual wastewater rate revenue requirement, excluding lift 
station fees, is $7,287,000.  This represents an overall wastewater rate increase of 7 
percent over current wastewater rates.  Estimated wastewater rate increases through the 
five-year planning period necessary to meet the utility’s service and financial obligations 
are summarized below, and described in greater detail in Section IV of this report. 

o August 2015   7% overall for all rate components 

o July 2016   5% overall for all rate components 

o July 2017   5% overall for all rate components 

o July 2018   5% overall for all rate components 

o July 2019   5% overall for all rate components 

In conclusion, the water reclamation operating fund has an annual financial deficit stemming from 
water shortage conditions and reduced wastewater rate revenue.  A moderate wastewater rate 
increase is immediately needed in order to ensure compliance with debt service coverage 
requirements, as well as to reflect the increased costs associated with providing service to 
customers. 
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Water Shortage Financial Analysis 

This section has been prepared as part of our assistance in evaluating the potential financial 
implications of a water shortage, and suggests a strategy for addressing the financial deficit that is 
created by the reduced water sales resulting from a water shortage.  While the previous financial 
plan analysis focuses on the current situation, and reflects current water use reductions, the 
analysis in this section examines a range of water shortage situations (stages) and leads to a 
strategy for addressing water shortage conditions regardless of magnitude. 

Potential for Water Shortage 

Coming on the heels of very dry years in 2013 and 2014, 2015 appears to be the driest year on 
record for California and the Governor has ordered a 25 percent reduction in water usage.  
Drought conditions have adversely impacted the Town’s water and wastewater rate revenues, and 
there are no guarantees that shortage conditions will not continue next year, worsen, or new 
droughts will occur in future years.  In order to develop an effective strategy for dealing with water 
shortage situations, it is first necessary to understand the financial vulnerability that shortages can 
create.  The analysis begins with defining various stages of water shortage. 
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The Town is in the process of updating and revising its Water Shortage Contingency Plan 
(previously contained in the Urban Water Management Plan).  The revised plan includes new 
definitions for various stages of water use reductions in relation to water shortage conditions.  
These include: 

• Normal Conditions 

• Stage 1 – Voluntary conservation 

• Stage 2 – Mandatory program with 20% water use reduction goal 

• Stage 3 – Mandatory program with 30% water use reduction goal 

• Stage 4 – Mandatory program with 40% water use reduction goal 

• Stage 5 – Mandatory program with 50% water use reduction goal 

The revised water shortage contingency plan will include specific water shortage emergency 
measures and prohibitions for each stage.  The analysis in the section develops water shortage 
rate surcharges for each mandatory stage of water shortage.  Water shortage surcharges are not 
recommended for periods of voluntary water conservation. 

Financial Implications of Water Shortage 

The financial condition of the Town’s water utility can be affected in several ways by a water 
shortage.  Changes in operating and maintenance costs and revenues may include: 
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• Reduce water sales and water sales revenue 

• Reduce water purchases and pumping and reduced water purchase and pumping costs 

• Increased water conservation program costs 

While the reduction in water sales revenue will be partially offset by the reduction in water purchase 
and pumping costs, revenue will decline more than costs, creating a financial deficit.  In addition, 
the water utility may be faced with increased water conservation costs as it works to inform and 
assist customers in meeting water use reduction goals. 

In response to the water shortage, and the financial deficit created, the water utility has the ability to 
take a variety of actions.  The analysis presented herein focuses on three potential courses of 
action, including: 

• Utilizing a portion of money available in the Rate Stabilization Fund 

• Implementing water shortage surcharges to partially offset lost revenue and to also 
increase the financial incentive for customers to reduce water usage 

• Reducing transfers to the R&R Fund (and potentially deferring planned capital projects). 

The water utility could also reduce operating and maintenance costs, where possible, seek 
additional outside revenues, or seek other water supplies to reduce the shortage.  However, the 
analysis herein focuses on only the three primary response actions. 

Water Shortage Financial Analysis 

Building from the water utility financial plan model presented in Section II, an analysis of the 
potential financial impacts of water shortages was developed.  The analysis includes estimating the 
magnitude of reduced revenue, reduced costs, and increased costs that may be associated with 
each stage of water shortage.  Using FY 15-16 financial information as a basis for the analysis, 
Exhibit II-9 summarizes the water utility’s estimated operating revenues and expenses under 
normalized water supply conditions and under various stages of water shortage. 

The normalized FY 15-16 financial estimates include revenues and expenses in near balance, with 
a slight increase in the reserve balances.  Under water shortage conditions, a financial deficit would 
likely materialize due to reduced water sales.  While total expenses would also decline, the fall in 
revenues would exceed the decline in expenses.  As shown in Exhibit III-9, the financial deficit 
could grow to over $2.0 million in a Stage 5 situation.  The financial magnitude of each of the 
factors contributing to the deficit at each stage of water shortage is shown in Exhibit III-9. 

To mitigate the financial impacts resulting from a water shortage, a three-pronged approach is 
suggested.  The Town could decide to rely on one, or two, or all three potential courses of action.  
However, spreading the response across all three areas helps to mitigate the impact in any single 
area.  The three suggested responses are described below, and graphically presented in Exhibit 
II-10: 

1. Drawdown the Rate Stabilization Fund – As described earlier in this report, it is 
recommended that the Town establish and fund a Rate Stabilization Fund in the water utility 
for the purpose of helping to mitigate the financial risk associated with water shortages, as well 
as meeting debt service coverage obligations.  During a water shortage the water utility could 
absorb a portion of the financial deficit created by using money from the RSF.  The financial 
analysis presented herein reflects an annual drawdown of the RSF by about $407,000 in 
Stage 1 and increasing up to about $637,000 in Stage 5.  Therefore, the water shortage 
contingency reserve could provide financial support to the water utility for two to three years at 
the recommended $1.25 million level of funding. 
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2. Impose Water Shortage Surcharges – In water shortage emergencies, many water utilities 
implement temporary water shortage surcharges to (1) help reduce the financial deficit created 
by the shortage, and (2) provide customers with a greater financial incentive for reducing water 
usage.  The analysis herein suggests imposing water shortage surcharges in Stages 2, 3, 4, 
and 5 of a declared water shortage.  While the details of the water shortage surcharges are 
explained in Section III of this report, the surcharges would effectively increase the water 
usage rates (but not the monthly service charges or pumping charges) during the period of 
shortage.  It is suggested that water shortage surcharges provide an incremental increase to 
the water usage rates of 10 percent in Stage 2, 20 percent in Stage 3, 30 percent in Stage 4, 
and 40 percent in Stage 5.  These charges would provide an estimated additional, $400,000, 
$700,000, $900,000, and $1,000,000, respectively, during these four stages of shortage 
involving mandatory conservation. 

3. Reduce Transfer to Capital Repair and Replacement Fund – The financial plan model 
reflects annual transfers from the Operating Fund to the R&R Fund in support of the ongoing 
capital improvement program.  The water financial plan includes annual transfers of $750,000 
for capital projects.  The Town could reduce the transfer for capital projects in the most severe 
shortage conditions, depending on the balance in the R&R Fund this could potentially require 
deferring a portion of the capital program, during periods of water shortage.  The analysis 
herein reflects a reduction in the capital program transfer of $200,000 in Stage 4 and $400,000 
in Stage 5.  No reduction in capital program funding is suggested in earlier stages. 

Exhibit II-11 presents the analysis of estimated annual revenues and expenses at each stage of 
water shortage, based on implementation of the response actions suggested above and estimated 
FY 15-16 financial conditions.  This strategic approach would have similar affects in future water 
shortage situations as well. 

Section III of this report presents recommendations for the water shortage rate surcharges and 
excess use penalties. 

While not analyzed in the same detail, water shortages and reduced water sales due to drought 
also has a financial impact on the water reclamation utility.  It is recommended that the Town use 
the wastewater RSF in a similar manner, to offset some of the deficit created by shortage 
conditions.  A target balance for the wastewater RSF of $750,000 is recommended. 
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III. Water Rates 

This section of the report describes and presents recommendations for updating water rates to 
provide sufficient revenues for the water utility’s ongoing operations, debt service obligations, and 
capital improvement needs. 

The annual water rate revenue requirement was presented in the previous section of the report as 
a result of the development of the five-year financial plan.  The annual water rate revenue 
requirement for FY 15-16 was used for cost of service analysis and water rate calculations.  Rate 
schedules presented herein reflect the timing of proposed rate increases as shown in Exhibit II-7, 
of the previous section.  It is recommended that the Town continue to review its financial situation 
and revenue needs every two years. 

For the past five years, the Town has automatically adjusted water usage rates to reflect the 
changes in wholesale water purchase costs due to changes in SCWA’s water rates.  The 
automatic adjustment mechanism has expired, and this section also includes recommendation for 
re-adopting this mechanism for another five-year period. 

This section also proposes water shortage rate surcharges to provide supplemental revenues to 
help offset the financial deficit created by drought conditions.  The rate surcharges stem from the 
water shortage financial analysis presented at near the end of Section II. 

Finally, at the request of Town staff, this section also includes a discussion of issues related to a 
transition from bi-monthly to monthly utility billing. 

Existing Water Rates 

Exhibit III-1, on the following page, summarizes the current water rates of the Town’s water utility.  
Water rates were last adjusted in July 2014 with an automatic adjustment to water usage rates 
resulting from changes in the SCWA’s rate and charges applicable to the Town.  The rate schedule 
shown in Exhibit III-1, as well as all rate scheduled presented in this report, show rates on a 
monthly basis.  Utility billing within the Town occurs on a bi-monthly basis. 

Residential customers are subject to monthly service charges based on the size of the water 
meter, as well as a 4-tier water usage rate structure.  The tier structure for multi-family customers is 
applied on a per-dwelling-unit basis and has different tier allocations due to differences in water 
usage patterns between single family and multi-family dwellings.  Commercial and irrigation 
accounts are also subject to monthly service charges based on meter size, with commercial 
accounts subject to a uniform water usage rate for all water usage and irrigation accounts subject 
to a seasonal water usage rate structure. 

Water for customers located in the Airport area is provided from SCWA’s Santa Rosa Aqueduct.  In 
agreeing to provide water service to this area the decision was made to charge Airport area 
customers for the cost of this more expensive water supply.  As a result, the water usage rates for 
the Airport area are higher than within the Town.  In addition to customers in the Airport area there 
are two commercial accounts and six single family accounts that are customers of the SCWA.  
These customers receive water directly from SCWA but are charged for water service by the 
Town.  Currently, the Town charges the same water rates to these few customers as commercial 
customers in the Airport area, plus a SCWA service charge. 
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Water delivered to homes in Shiloh Meadows, the Mayacama subdivision, and on Vinecrest Road 
must have water pumped up to them.  Because of this additional pumping requirement, the Town 
previously established additional service charges and an additional pumping charge applicable to 
water service in these areas.  These charges help ensure that these customers are bearing the 
estimated additional costs associated with providing service to the higher elevations.  

The Town also has separate service charges for private fire lines.  These are connections to the 
water system intended to provide the required fire flows for fire protection purposes.  These 
standby services normally do not have any water usage.  However, the private fire lines represent 
a significant potential demand on the water system.  Current private fire line charges are one-half 
of the standard service charges. 

Rates for recycled water are addressed in Section V of this report. 

Rate Setting Objectives 

The development of water rate recommendations has been guided by several rate-setting 
objectives.  These objectives have guided rate-setting decisions for a number of years.  They 
include: 

• Rates should generate sufficient revenues to meet the utility’s financial obligations related 
to operations, debt service, and capital improvement needs 

• Rates should be equitable by reflecting the cost of providing water service to each 
customer group 

• Rates should encourage water conservation and efficient water use, and meet the best 
management practices for conservation-oriented water rates 

• Rates should be administratively simple and easy to explain to customers 

• Rate should be defensible. 

These objectives guided decisions related to water rates and rate structures. 

Customer Account Data and Water Use Estimates 

Water rate calculations are based on a number of factors related to the Town’s customers.  Factors 
include the number of customers, customer classes, meter size, and actual water usage.  Exhibit 
III-2 summarizes customer account and water usage data obtained from the Town’s utility billing 
system for 2014.  Customer account data is summarized by customer class and meter size.  Water 
usage is expressed in 1,000s of gallons (tg). 

Customers of different meter sizes can place different demands on the water system.  Much more 
water can be delivered through a 4” water meter than through a 3/4” meter.  To relate the potential 
demands on the water system from customers with different sized water meters, hydraulic capacity 
factors are used to determine the number of 3/4” equivalent water meters represented by the total 
customer base with variable meter sizes.  The ratio of instantaneous flow capacity of the various 
meter sizes to the capacity of a 3/4” meter is used to determine the 3/4” meter equivalencies. 
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The analysis of tiered water rates requires detailed monthly water use data for all customers 
subjected to the tiered rates.  Detailed water use data are used to develop information on the 
distribution of water usage across the spectrum of potential uses.  Exhibit III-3 shows single family 
residential water use data from 2014.  The bars making up the bell-shaped curve indicate the 
number (or percentage) of water bills using various amounts of water.  The line on each graph 
indicates the percentage of total water usage (using the right scale) that is at or below any given 
level of usage.  For example, median monthly water usage for single family customers over the 
year under normal conditions is 5,500 gallons.  Water usage of up to 5,500 gallons accounts for 
about 67 percent of all water used by single family customers. 

Similar graphs and information were also developed for multi-family customers.  Those data were 
expressed on a per-dwelling-unit basis.  Frequency distributions for both single family and multi-
family water usage data are integrated in the rate calculation model. 
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The data and the information supporting these graphs are critical to tier rate design.  With this 
information it is possible to anticipate the amount of water sales, and therefore revenues, which will 
result from any tier structure. 

Water Rate Calculations 

There are three steps to determining water rates.  These are: 

 Determine annual water rate revenue requirements 

 Analyze the cost of providing service to each customer class 

 Design water rates to recover costs from each customer class. 

Water Rate Revenue Requirements 

The five-year financial plan was used to identify the water rate revenue needs for each fiscal year 
of the planning period.  Water rate calculations presented herein are based on the revenue need 
for FY 15-16.  The total annual water rate revenue needed in FY 15-16 is $5,514,000 for potable 
water and pressure zone pumping charges, as shown in the financial plan (see Exhibit II-7).  This is 
the revenue requirement used for the rate calculations presented herein. 

Cost of Service Analysis 

Once the annual water rate revenue requirement has been determined, the next step in the rate 
setting process is to evaluate the cost of providing service.  Water rate calculations contained 
herein are intended to generate the level of revenue commensurate with the revenue requirement 
from the Town’s water service customers.  The manner in which each customer is responsible for 
the water utility’s costs is the subject of the cost of service analysis. 

The water utility incurs certain types of costs associated with making water service available to 
customers.  Other costs are incurred as a direct result of customer water usage.  The cost of 
service analysis is intended to allocate the costs of providing water service to customers in 
proportion to the extent each customer causes the costs to be incurred.  There are many 
approaches to cost of service analysis; some are more complex than others.  The approach used 
herein is commensurate with the data available, the distinctions currently made between various 
types of customers, the requirement to fairly and reasonably reflect differences is service 
provisions to differently situated customers. 

The cost allocation methodology used herein begins by assigning all costs to one of three 
categories.  The cost allocation process considers the level of detail available in the Town’s budget 
and accounting documents.  The three categories include: 

 Customer costs, such as meter reading and billing, are fixed costs that tend to vary as a 
function of the number of customers being served.  Customer costs are allocated to 
customers based on the number of accounts.  That is, every customer will pay an equal 
share of customer-related costs. 

 Capacity costs are also fixed costs; however, these tend to vary in relation to the capacity 
of the water system.  Customers that place greater or lesser burdens on the capacity of 
the water system should bear greater or lesser shares of these costs.  The sizing of the 
water system is based on the potential demand that each customer could place on the 
water system.  Capacity costs are allocated to customers based on the size (hydraulic 
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capacity) of the water meter.  The hydraulic capacity reflects the potential demand that a 
customer could place on the water system at any given time.  A customer with a large 
meter size will be assigned a larger share of fixed capacity-related costs than one with a 
smaller meter.  Capacity costs include costs associated with the water system’s capacity 
including contributions to the capital program, debt service, maintenance costs, etc. 

 Commodity costs are variable costs that vary with the amount of actual water use.  Water 
purchases costs and energy costs are two primary examples.  However, in an effort to 
encourage water conservation, fixed costs are frequently included in commodity 
components such that a majority of costs are recovered on the basis of usage.  This is a 
common practice that is justified as a reasonable way to recover certain fixed costs on the 
basis of actual water usage.   

The water conservation best management practice for retail water rates (BMP 1.4), as 
promulgated by the Californian Urban Water Conservation Council (CUWCC) requires that at least 
70 percent of water rate revenue be generated through water usage charges.  The Town’s current 
water rates exceed this requirement, even though usage-based revenue has declined with 
reduced water sales.  The allocation of costs, as well as the resulting water rate calculations, 
reflects this requirement.  At present, about 77 percent of the Town’s water rate revenue is derived 
water rate usage charges, and about 23 percent form monthly service charges.  The cost allocation 
resulted in a distribution of costs to customer, capacity, and commodity categories of about 3.5 
percent, 22.5 percent, and 74 percent, respectively.  This places slightly more emphasis on the 
monthly service charges, and will help improve revenue stability. 

To generally maintain the revenue split over time, it is recommended that future scheduled water 
rate adjustments affect only the monthly service charges and pumping charges, but not water 
usage rates.  Water usage rates will be adjusted annually based on changes to SCWA water rates 
and charges.  Under current practices, the entire water rate structure is adjusted with scheduled 
water rate increases.  Overtime this shifts the emphasis to water usage-based revenue, and 
exacerbates revenue volatility. 

Airport Area Water Supply 

The Airport area is provided water via the Santa Rosa Aqueduct, whereas the Town is provided 
water primarily from the Russian River Well Field (RRWF).  The cost of water from the Santa Rosa 
Aqueduct is much more expensive than the well supply.  In calculating water rates, the higher cost 
of Santa Rosa Aqueduct water is factored into the rates for the Airport area.  The balance of water 
supply costs is assigned to the rates for customers within the Town. 

The financial plan reflects that estimated water supplies for FY 15-16 will include 461 AF of water 
from the Santa Rosa Aqueduct and about 2,830 AF from the RRWF.  Cost of the RRWF supply 
includes the Town’s pumping of wells as well as Russian River Diversion sub-charges imposed by 
the SCWA.  These estimates reflect an estimated six percent unaccounted for water loss rate. 

The FY 15-16 cost of water from the Santa Rosa Aqueduct is about $913 per AF, and the SCWA 
charge for Russian River Diversions is about $156 per AF.  The estimated cost for the Town to 
pump water from the RRWF is about $75 per AF.  This brings the total variable cost for RRWF 
production to about $231 per AF. 

Pressure Zones and Related Pumping Costs 

As described earlier in the section, the Town’s current water rates include additional service 
charges and an additional pumping charge for customers served by pressure zones located above 
the main pressure zone serving the Town (Zone 1).  Exhibit III-4 schematically illustrates the 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 36 

relative relationship between the various pressure zones.  Water delivered beyond Zone 1 to 
Zones 2 and 5 must be pumped once.  Water delivered to Zone 3 is pumped twice from Zone 1.  
That water can also be delivered to the Mayacama subdivision.  Water delivered to Zone 4 must 
be pumped three times from Zone 1. 

 

 

The 2012 rate update study included a comprehensive review and update of the pumping charges.  
This study includes adjustments to the charges to reflect the overall change in revenue needs, but 
did not include a detailed update of the cost of service analysis, as the data for an update is not 
readily available and other issues are more urgent at this time.  In the prior cost analysis, costs 
associated with pumping into Zone 2 are allocated to customers and water usage within Zone 2, 
Zone 3, Zone 4, and Mayacama.  Similarly, costs of pumping from Zone 2 into Zone 3 are 
allocated to customers and water usage in Zone 3, Zone 4, and Mayacama.  Costs of pumping into 
Zone 4 are allocated to customers and water usage within Zone 4. 

By including the additional service charges and water usage charges for pumping to higher 
elevations in the rates paid by customers living in higher elevation zones, the additional costs of 
delivering water to these customers are not borne by the Town’s other customers. 

Water Rate Design 

The third step in the rate setting process is the design of water rates to recover costs from each 
customer class.  The Town’s water rates include both fixed service charges and water usage rates.  
The calculation of each of these is described below. 

Service Charges 

Service charges are intended to recover the customer and capacity costs identified through the 
cost of service analysis.  Service charges apply to all customer water bills, regardless of the 
amount of water actually used.  In calculating service charges customer costs are allocated equally 
to all customers and capacity costs based on meter size and in relation to the hydraulic capacity 
associated with the various meter sizes. 

Exhibit III-5 presents the calculation of service charges for the water rates proposed for August 
2015.  The monthly service charge for a standard ¾” water meter would be $10.80.  This is an 
increase of $1.67 from the current service charge of $9.13.  Other service charges are also higher 
than current service charges.  The allocation reflects the fact that a relatively small portion of water 
system costs are directly related to the number of customers served.  A majority of fixed costs are 
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allocated on a capacity basis as reflect by the meter size.  The changes to the service charges 
across the range of meter sizes better reflects the cost of providing service to customers of varying 
meter sizes. 

Consistent with current practice, charges for private fire lines are set at one-half the general water 
service charge.  Private fire lines are normally only used in emergency situations and represent 
intermittent demands on the water system. 

 

Water Usage Rates 

Since July 2012, water usage rates have been expressed in dollars per gallon and billing occurs in 
single-gallon units.  This change results in increased equity, as well as greater responsiveness in 
the water bill to even small changes in water usage. 

As shown at the bottom of Exhibit III-5, the commodity costs to be recovered from water usage 
charges in FY 15-16 is $3,979,000.  Total annual water sales volume is estimated to be about 
1,008 MG.  This would result in an average water usage rate of $0.00395 per gallon, which would 
be the rate if all customers paid the same amount.  However, as previously described, water 
delivered to the Airport area comes from the Santa Rosa Aqueduct and is more costly than water 
produced at the Town’s RRWF.  As a result, the average rate for water in the Airport area should 
be higher than the average rate for the Town service area.  Based on the costs to be recovered 
through the water usage charges, the costs for water from both the Santa Rosa Aqueduct and the 
RRWF, and the annual volumes of water delivered to both the Airport and Town service areas, the 
average water usage rate in each area was determined to be $0.00587 per gallon in the Airport 
service area and $0.00371 per gallon in the Town service area.  These amounts include both 
water supply costs, as well as other costs to be recovered through water usage. 

The above rates are recommended to apply to water use by commercial customers in the Airport 
and Town service areas, respectively.  However, the Town’s residential customers are subject to 
tiered water rates and dedicated irrigation accounts are subject to seasonal rates.  In both 
instances the weighted average water rate within these structures, for each customer class, is the 
average rate for the service area.  In this way, the different rate structures are equitable across the 
various customer classes as well as across service areas.  In addition, individual tier rates for 
residential customers, as well as the seasonal rates for irrigation accounts reflect specific 
proportionate allocations of water supply and other commodity costs. 
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Residential Tier Rates 

The water usage tier structure for single family and multi-family customers the following monthly 
water usage allocations within each tier: 

  Single Family Multi-Family (per DU) 

 Tier 1 0-4,000 gal/mo 0-2,000 gal/mo 
 Tier 2 4,001-7,000 gal/mo 2,001-3,000 gal/mo 
 Tier 3 7,001-17,000 gal/mo 3,001-5,500 gal/mo 
 Tier 4 >17,000 gal/mo >5,500 gal/mo 
 
The tier allocations for single family and multi-family customers were determined in a previous rate 
studies.  A review of water usage across the tiers indicated that the tier structure is functioning as 
intended, and no changes to the tier allocations are proposed at this time. 

Tiered rate structures for single family and multi-family customers have been designed to meet 
cost of service requirements as follows: 

• The weighted average water usage rate across all tiers is set equal to the average water 
in the Town service area to provide balance between customer classes 

• The rate for the first tier reflects the cost of water from the RRWF, as well as other costs 
to be recovered from water usage charges, with the exception of water conservation 
costs, which have been allocated across second, third, and fourth tiers 

• The rate for the fourth (and highest) residential tier reflects the cost of the Town’s most 
expensive supply, which is water from the Santa Rosa Aqueduct, on top of the other 
costs to be recovered from water usage charges 

• The specific rates for the second and third tier were derived such that they reflect the 
proportionate allocation of costs to the residential customer class, as well as the effects of 
tier rate calculations for the first and last tiers and other rate setting objectives. 

A small percentage of water delivered within the Town service area is water from the Santa Rosa 
Aqueduct (the Town’s most expensive supply source), and water usage in the fourth tier is very 
close to this supply percentage. In effect, this highest tier reflects the cost of meeting increased 
water demands with water from the Santa Rosa Aqueduct.  As the Russian River Well supply 
reaches its limitations (particularly during peak demand periods), the cost of Santa Rosa Aqueduct 
water becomes the marginal cost for meeting additional water demands.  This provides a sound 
cost basis for the highest of the Town’s tier rates.  Following these procedures, the proposed 
residential water use tiers for FY 15-16 were determined to be $0.00316 per gallon, $0.00344 per 
gallon, $0.00485 per gallon, and $0.00587 per gallon in the first through fourth tiers, respectively. 

Seasonal Irrigation Rates 

In 2010, the Town introduced seasonal water rates for dedicated irrigation accounts.  The seasonal 
rates are intended to help encourage water conservation and efficient water use during the 
irrigation season.  To maintain equity with other water rates, the seasonal rates are calculated such 
that the overall annual cost for irrigation water use within each service area is the same as the 
average rate within the service area.  That is, the weighted average between the summer and 
winter rates (weighted by usage in each season) equals the average rate. 

Seasonal rates include a five-month peak summer period (June through October) and a seven-
month off-peak winter period (November through May).  This is consistent with water restrictions 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 39 

imposed by the SCWA a few years ago.  The five-month peak period includes about 75 percent of 
annual irrigation water usage. 

Within the Town service area, the winter water rate is the same at the first tier rate for residential 
customers, and reflects the cost of the RRWF water supply and other costs to be recovered 
through water usage charges, with the exception of conservation program costs.  It is reasonable 
to assign conservation costs to be recovered from irrigation customers to water usage during the 
peak summer season, which is when water conservation is most needed.  The Town summer 
irrigation water usage rate was derived based on the total allocation of costs to Town irrigation 
customers, less the revenue estimated from other rate components. 

Within the Airport area, the seasonal irrigation water usage rates were derived in a manner similar 
to the rates in the Town service area, except that the source of supply in the Airport area is the 
higher cost water from the Santa Rosa Aqueduct. 

Seasonal water rates derived as described above result in seasonal rate differential approaching 
25 percent.  This differential provides additional financial incentive for customers to wisely manage 
their water usage during the peak season.  The proposed irrigation rates in the Town service area 
are $0.00316 per gallon and $0.00389 per gallon for the off-peak and peak seasons, respectively.  
The winter season rate for irrigation customers in the Town is the same as the first tier rate for 
residential customers.  In the Airport area the seasonal rates are proposed to be $0.00499 per 
gallon and $0.00620 per gallon in the off-peak and peak seasons, respectively. 

Uniform Commercial Rates 

It is recommended that the Town continue to use a uniform water usage rate for commercial 
customers both in the Town and in the Airport service areas, as well as the small number of 
residential accounts in the Airport area.  The commercial rate in the Town service areas would be 
the $0.00371 per gallon average rate in that service area, and the commercial/residential rate in 
the Airport service area would be the $0.00587 per gallon average rate in the Airport area.  In 
addition, the Airport area commercial rate should also be applied to the few customers served 
directly by the SCWA but billed by the Town for water service.  The uniform rate in the Town 
service area reflects the water supply blend of primarily RRWF water (as well as other costs to be 
recovered through water usage charges, including water conservation program costs.  The uniform 
rate in the Airport area reflects the cost water from the Santa Rosa Aqueduct that is used in that 
area, as well as the other costs to be recovered through water usage charges. 

Proposed Rate Schedules 

Exhibit III-6 summarizes proposed water rate schedules for August 2015 through July 2019.  The 
rate schedule for August 2015 reflects the cost of service analysis and rate design described in this 
section, and is intended to generate $5,514,000 in annual revenue from potable water customers 
based on customer account and water use information provided by the Town.  The rate schedule 
for August 2015 also reflects the increase in SCWA rates and charges for FY 15-16. 

Water rate schedules for July 2016 through July 2019 each reflect a 2 percent across-the-board 
rate increase for monthly service charges, pumping charges, and private fire service charges, as 
identified in the financial plan presented in Section II.  These increases do not apply to water usage 
rates.  Water usage rates would be subject to annual automatic adjustment in July of each year, 
based on changes in wholesale water supply costs, as described below. 
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Automatic Adjustments to Water Rates for Changes in SCWA Costs 

Article XIII D of the California Constitution (Proposition 218) requires the Town to notify all 
customers of proposed changes to water and wastewater rates at least 45 days prior to holding a 
public hearing to adopt increased rates.  Government Code Section 53756 authorizes the Town to 
adopt procedures for automatically adjusting water rates to counter the effects of inflation and/or 
changes in wholesale water supply costs.  These procedures can be adopted for a five-year 
period. 

In 2009, the Town adopted procedures to automatically adjust water usage rates each year to 
reflect the changes in costs from the Sonoma County Water Agency (SCWA).  The last automatic 
rate adjustment occurred in July 2014 to reflect SCWA’s water rates and charges for FY 14-15.  
The automatic adjustment mechanism has since expired.  The proposed rates for FY 15-16 
already reflect SCWA’s new rates and charges for FY 15-16.  It is recommended that the Town re-
adopt the automatic adjustment procedures for the next five years (2016 through 2020). 

Exhibit III-7 includes a worksheet to be used to calculate the automatic rate adjustments for 
changes in SCWA water charges on an annual basis.  The worksheet shows the calculation for a 
hypothetical 5 percent increase in SCWA rates and charges for FY 16-17.  The same worksheet 
and embedded calculations would be used for actual annual rate adjustments.  The worksheet 
reflects the mix of water supplies (RRWF and Santa Rosa Aqueduct) and the two service areas 
(Town and Airport areas) served by the water system. 

Exhibit III-8 presents the hypothetically adjusted water rate schedule effective July 1, 2016 based 
on the automatic rate adjustment calculations shown in Exhibit III-7.  Only the water usage rates 
are affected by the adjustment.  The monthly service charges and pressure zone pumping charges 
would be unaffected by the automatic rate adjustments.  The bottom portion of Exhibit III-8 shows 
how the automatic adjustments to water usage rates would affect the typical single family 
residential bill.  Because water supply costs represent only a portion of the total cost of providing 
water service, the adjustment for changes in wholesale water costs is largely diluted in the total 
water bill. 

Water Shortage Rate Surcharges 

Proposed water shortage rate surcharges, presented below, supplement the discussion of the 
financial impact of water shortages presented near the end of Section II. 

Water Shortage Charges 

To help encourage water conservation and to help bridge the financial deficit created by a water 
shortage, it is suggested that the Town adopt and implement water shortage surcharges in the 
higher (mandatory) stages of water shortage (Stages 2, 3, 4, and 5).  The water shortage 
surcharges would be incremental increases in the water usage rates.  Even though the water 
shortage surcharges represent an increase in the water rates, total water rate revenue will still 
decline with reduced water sales in each stage of shortage.  In addition, because a multi-pronged 
approach is suggested for addressing the financial deficit created by a shortage, customers that 
meet water use goals will have lower water bills with the water shortage surcharges than they 
would with normal water usage and normal water rates.  Customers not conserving will pay more 
for water service. 
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Exhibit III-9 presents a FY 15-16 water rate schedule, including the effect of water shortage 
charges in Stages 2, 3, 4, and 5.  As an example, the residential first tier water rates would 
increase from $0.00319/gal to $0.00351/gal in Stage 2 (10 percent water shortage surcharge). 
Because the water shortage surcharges would only apply to the water usage rates (and not the 
fixed service charges or pumping charges), the water shortage surcharge revenue would represent 
approximately 6.9 percent, 12.5 percent, 17.0 percent, and 20.4 percent increases in shortage-
reduced water rate revenue in Stages 2, 3, 4, and 5, respectively. 
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Water shortage surcharges would provide relatively modest revenue increases for dealing with 
significant water supply shortages.  As illustrated graphically in Exhibit III-10, the water shortage 
surcharge revenue only partially replaces lost revenue due to reduced water sales.  As a result, 
even with the water shortage surcharges, the proposed water rates for water shortage conditions 
are less than the total cost of providing service to customers. 

Excess Use Penalties 

To serve as an additional incentive to achieving water use reduction goals in the more severe 
stages of water shortage, an excess use penalty is proposed for the Town’s residential water rates.  
The excess use penalty would effectively be an additional charge on top of the combined fourth tier 
water usage rate and water shortage surcharge, and are shown in Exhibit III-9, presented 
previously.  The excess use penalty would be 25 percent in Stage 4 and 50 percent in Stage 5.  
The fourth tier of the water rate structure applies to water usage in excess of 17,000 gallons per 
month (567 gpd) for single family customers and in excess of 5,500 gallons per month (183 gpd) 
per dwelling unit for multi-family customers. 
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No revenue is anticipated from the excess use penalty, as the water usage by all customers should 
be below the fourth tier threshold in both Stage 4 and Stage 5 conditions.  Any revenue that may 
be collected from the excess use penalty should be directed towards water conservation education 
and assistance programs, as well as reducing the financial deficit created by shortage conditions.  
In effect, the excess use penalty would serve as a strong financial deterrent to, and penalty for, 
excessive water use.  Excess use penalties are not proposed for non-residential accounts for a 
variety of reasons. 

Adopting Water Shortage Surcharges and Excess Use Penalties 

In order to adopt the proposed water shortage surcharges the Town will need to follow the same 
procedures as other rate approvals, and follow the requirements contained in Article XIII D of the 
California Constitution (Proposition 218).  This includes a notice mailed to all affected property 
owners and customers at least 45 days prior to a public hearing. 

Penalties are not subject to the same procedures as water rates.  The Town should follow the 
guidance of legal counsel in establishing the proposed excess use penalties. 

It is recommended that the Town combine the adoption of the automatic water rate adjustment 
procedures (described in previously in Section III) and the adoption of the water shortage rates into 
a single rate notice for all water and wastewater rate changes for FY 15-16.  This will save the 
utility both time and expenses 
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Utility Billing Frequency 

At present, the Town bills customers for water and wastewater services on a bi-monthly basis 
(every two months).  Many utilities have moved to monthly billing as a convenience to customers, 
in effect, by splitting a large bi-monthly utility bill into smaller monthly bills.  In addition, monthly 
billing provides customers with more timely water use information, allowing for improved water 
management by customers. 

In 2010, the Town began reading water meters on a monthly basis, so the added cost of that 
activity has already been absorbed by the utilities.  However, customers only have access to billed 
water use data (bi-monthly totals after billing has occurred).  In order to convert to monthly billing 
the Town will need to make several changes and incur additional costs.  These include: 

• Modify utility billing software 

• Modify contract with third party utility billing vendor 

• Modify utility bill payment and delinquency schedule (past due notices, shut offs, etc.) 

• Incur increased printing and postage costs (estimated at an additional $40,000 annually 
split between water and water reclamation utilities) 

• Anticipate increased customer service activity (phone, front office, etc.) 

Undoubtedly, there are increased costs associated with more frequent utility billing, and the Town 
should consider the potential need for increased customer service staffing to accommodate the 
increased in volume for all aspects of the billing cycle.  It is estimated that the increase in ongoing 
costs associated with monthly utility billing would be less than one percent of current operating and 
maintenance costs.  The customer service and other benefits of more frequent billing likely justify 
the increased expense.  A change to monthly billing would provide the following benefits: 

• Increased customer convenience and more timely water use information 

• Improved cash flow for the water and water reclamation utilities (decrease in accounts 
receivables) 

• Reduced number of and dollar amounts for delinquencies and bad debts 

• Reduced number of shut offs and turn on call outs of field staff 

• Improved water conservation effectiveness. 

Administrative Services staff has been gradually paving the way for an eventual transition to 
monthly utility billing, including the transition to monthly meter reading in 2010.  Two significant 
obstacles that will likely need to be rectified prior to a transition are (1) an upgrade in the telephone 
system to accommodate anticipated call volume, and (2) an expansion or reconfiguration of the 
lobby/counter for Administrative Services to accommodate increased walk-in traffic.  The need for 
these changes is driven by more than the billing frequency issue.  Nevertheless the billing 
frequency issue contributes to the need for these changes. 

It is recommended that the Town continue to take steps to move towards providing monthly utility 
billing to customers, and commit to making the change as soon as practical.  The change would be 
particularly helpful during periods of water shortage with a heightened need for water conservation.  
While not available during the current water shortage, providing improved and more timely water 
use information to customers during a future shortage would aid the Town’s efforts to reduce 
overall water demands. 



TOWN OF WINDSOR AND WATER AND WATER RECLAMATION  
WINDSOR WATER DISTRICT FINANCIAL PLANS AND RATE UPDATE STUDY 

THE REED GROUP, INC.  PAGE 47 

IV. Wastewater Rates 

This section of the report describes and presents recommendations for updating wastewater rates 
to provide sufficient revenues for the water reclamation utility’s ongoing operations, debt service 
obligations, and capital improvement needs. 

The annual wastewater rate revenue requirement was presented in Section II of the report as a 
result of the development of the five-year financial plan.  The revenue requirement for FY 15-16 
was used for the cost of service analysis and to develop the wastewater rate schedule presented in 
this section.  As indicated by the financial plan, additional increases in wastewater rates are 
anticipated beyond that proposed for FY 15-16.  It is recommended that the Town continue to 
review its financial situation and revenue needs every two years. 

Existing Wastewater Rates 

Exhibit IV-1, on the following page, summarizes the current wastewater rates.  Wastewater rates 
were last adjusted in July 2012 with a 3 percent increase.  The rate schedule shown in Exhibit IV-1, 
as well as all rate schedules presented in this report, shows rates on a monthly basis.  Utility billing 
within the Town occurs on a bi-monthly basis. As with water rates, in July 2012 the Town modified 
billing such that usage charges are determined on a single-gallon usage basis, rather than with 
1,000-gallon increments. 

Residential customers are subject to fixed monthly service charges based on the lesser of winter 
water usage or actual monthly water use.  Each year, the Town monitors water usage during the 
winter (low use) months to determine the average winter use for each residential customer.  To do 
this, the Town averages the monthly water usage from the three lowest use months during the 
period from December through March.  Winter water usage is assumed to be primarily indoor 
water usage.  In July of each year, the Town updates the winter water use value for each 
residential customer, based on the most recent data. 

Non-residential wastewater customers are subject to usage rates based on actual water use within 
each billing cycle.  Non-residential customers are first assigned to low, medium, or high strength 
category depending on the type of business and the strength of wastewater generated. The rates 
are determined based on standard strength characteristics for each category. A separate rate 
applies to schools.  Non-residential wastewater rates apply to actual water usage, however, in 
determining the rates it is assumed that ninety percent of the water usage results in wastewater 
flow. 

In July 2012, a new fixed monthly service charge was introduced to the wastewater rate structure.  
This fixed monthly service charge applies to all customer accounts.  Residential service charges 
apply to each dwelling unit, while non-residential service charges are based on meter size.  
Customers that do not receive water service from the Town pay flat monthly wastewater charges 
based on average winter water use (for residential) or number of fixture units (for non-residential). 

Homes in The Greens and Vintage Greens subdivisions are located at lower elevations and must 
have wastewater pumped through lift stations to convey wastewater to the Town’s water 
reclamation treatment plant.  Because of this additional pumping requirement, the Town previously 
established additional service charges applicable to wastewater service in these areas.  These 
charges help ensure that these customers are bearing the costs associated with lift station 
operation, maintenance, and replacement. 
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Rate Setting Objectives 

The development of wastewater rate recommendations has been guided by several rate-setting 
objectives.  These objectives have guided rate-setting decisions for a number of years.  They 
include: 

• Rates should generate sufficient revenues to meet the utility’s financial obligations related 
to operations, debt service, and capital improvement needs 

• Rates should be equitable by reflecting the cost of providing water service to each 
customer group 

• Rates should encourage water conservation and efficient water use, and meet the best 
management practices for conservation-oriented water rates 
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• Rates should be administratively simple and easy to explain to customers 

• Rate should be defensible. 

These objectives guided decisions related to wastewater rates and rate structures. 

Customer Account Data and Wastewater Flow and Loading Estimates 

Wastewater rate calculations are based on a number of factors related to the Town’s customers.  
Factors include the number of customers, customer classes, water usage and wastewater flows, 
and strength characteristics of wastewater as determined by biochemical oxygen demand (BOD) 
and suspended solids (SS).  Exhibit IV-2 summarizes customer account and water usage data 
obtained from the Town’s utility billing system for 2014 and winter water use from 2015, as well as 
estimates of resulting wastewater flow and loading characteristics. 

Residential wastewater flows are estimated based winter water usage, as previously described.  
Non-residential wastewater flows are based on ninety percent of annual water usage.  The ninety 
percent rate of return factors were used in prior rate analyses and appear reasonable as most non-
residential irrigation occurs through separate dedicated irrigation water service connections. 

Water reclamation customers are all classified into user groups with similar wastewater strength 
characteristics of BOD and SS.  A comprehensive rate study performed for the Town in 2004 
contained recommendations to make low, medium, and high strength distinctions between its 
commercial customers.  The distinctions developed at that time were based on consultant 
recommendations and guidelines published by the California State Water Resources Control 
Board (SWRCB).  The strength factors used have subsequently been refined in an effort to better 
match estimated wastewater flow and strength with treatment plant inflow and loading 
characteristics.  The changes made resulted in a better match to estimated loading into the water 
reclamation treatment plant with actual sampling done of wastewater influent at the treatment plant.  
The changes are still consistent with the SWRCB guidelines. 

Wastewater Rate Calculations 

There are three steps to determining wastewater rates.  These are: 

 Determine annual wastewater rate revenue requirements 

 Analyze the cost of providing service to each customer class 

 Design wastewater rates to recover costs from each customer class. 

Wastewater Rate Revenue Requirements 

The five-year financial plan presented in Section II was used to identify the wastewater rate 
revenue needs for each fiscal year of the five-year planning period.  As described at the end of 
Section II, it is recommended that wastewater rates be adjusted annually each July.  The initial rate 
adjustment of 7 percent would go into effect in August 2016, allowing time for the required rate 
approval process.  Wastewater rate calculations presented herein are based on the revenue 
needed in FY 15-16.  Total annual wastewater rate revenues for FY 15-16 are shown in the 
financial plan (see Exhibit II-8) to be $7,287,000, excluding lift station charges.  Lift station fees are 
estimated to produce an additional $73,200 annually, based on estimated costs and an updated 
fee analysis, as presented herein. 
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Cost of Service Analysis 

Once the annual wastewater rate revenue requirement has been determined, the next step in the 
rate setting process is to evaluate the cost of providing service.  Wastewater rate calculations 
contained herein are intended to generate the level of revenue commensurate with the revenue 
requirement from the Town’s wastewater service customers.  The manner in which each customer 
is responsible for the water reclamation utility’s costs is the subject of the cost of service analysis. 

To develop equitable wastewater rates, the revenue requirement is allocated to various customer 
classifications according to the services provided and the demands placed on the water 
reclamation system.  The Town has historically allocated all water reclamation costs on the basis of 
water usage (wastewater flows), BOD, and SS.  The wastewater rates also include fixed service 
charges as part of the rate calculation. 

The cost of service analysis for water reclamation differs from water in another important way.  
Treatment costs are separated from collection system costs.  Collection system costs are allocated 
entirely on the basis of flow, whereas treatment costs are allocated on the basis of flow, BOD, and 
SS. 

The Town’s budget structure does not easily lend itself to the segregation of costs into collection 
and treatment components.  However, the rate analyses in previous years included allocation 
factors for allocating both operating and maintenance costs and capital costs for rate-setting 
purposes.  For the proposed rate analysis, 15 percent of the revenue requirement is assigned to 
fixed service charges, with the remaining 85 percent to usage charges.  This 85 percent is further 
allocated between estimated collection system costs (flow allocation only), and treatment/disposal 
costs (allocation based on flow and loading factors).  A distinction is also made between operating 
costs and capital costs (including debt service), based on the approach used in previous rate 
studies. 

Exhibit IV-3 summarizes how the annual wastewater rate revenue requirement was allocated to 
fixed charges, as well as flow, BOD, and SS components.  Once total costs are allocated, unit 
costs were determined by dividing the total cost for each component by the number of units 
identified in Exhibit IV-2.  These units include number of customer accounts, number of equivalent 
single family dwellings (ESFDs), millions of gallons for wastewater flow volume, and pounds of 
BOD and SS in the wastewater influent. 

Unit costs are applied to the annual wastewater flows, as well as BOD and SS loadings associated 
with each customer class to arrive at the allocation of total costs to each customer class.  Exhibit 
IV-4 presents the allocation of costs to each user class. 

Exhibit IV-5 presents the wastewater service charges and usage rates for each customer class.  
Residential customers will be subject to a fixed service charge for each dwelling unit and a usage 
rate applied to each customer’s winter water use. Non-residential (low, medium, and high) 
customers are subject to wastewater usage rates applied to actual monthly water usage, as well as 
monthly service charges based on the size of the water meter.  

Lift Stations and Related Pumping Costs 

Similar to the water utility, the water reclamation utility has additional charges associated with 
pumping.  In the case of water reclamation, the charges are associated with the pumping required 
to convey wastewater from low-lying areas to the Town’s water reclamation treatment plant.  These 
lift station charges are associated with customers located within Deer Creek, The Greens, and 
Vintage Greens subdivisions. 
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The 2012 rate update study included a comprehensive review and update of the lift station 
charges.  This study includes adjustments to the charges to reflect the overall change in revenue 
needs, but did not include a detailed update of the cost of service analysis, as the data for an 
update is not readily available and other issues are more urgent at this time. 

The additional lift station service charges are intended to recover the estimated energy, material, 
labor, and capital replacement costs associated with lift station facilities.  The resulting charges 
should be added to the monthly wastewater charges applicable to each customer described in the 
preceding pages.  The lift station charges help ensure that customers required to have wastewater 
pumped to the water reclamation treatment plant bear the costs associated with that pumping. 

Wastewater Rate Design 

As described previously, the Town of Windsor has maintained wastewater rates based on water 
usage.  This results in volumetric rates applicable to water usage for non-residential customers.  
Rates vary for low, medium, and high strength customers commensurate with the treatment 
requirements of wastewater of various strengths. 

Fixed Service Charges 

Proposed wastewater rates include a fixed monthly service charge and a usage charge.  For 
residential customers the fixed charge applies to each dwelling unit.  The charge for multi-family 
dwellings is less than the charge for single family dwellings because multi-family dwelling place a 
lesser demand on the wastewater system.  Non-residential service charges are based on the size 
of the water meter.  The meter size if reflective of the potential load each customer can place on 
the system, similar to water rates. 
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Residential Usage Charges 

Residential winter water usage is determined as the average of the three lowest use months during 
the period from December through March.  In other words, the highest use month is excluded from 
the averaging.  This helps to avoid situations where irrigation may be included during part of the 
winter period. 

Commercial Business Usage Charges 

Usage rates for commercial businesses continue with three strength categories (low, medium, and 
high), plus a separate rate for schools.  Schools traditionally exhibit lower strength characteristics 
than commercial establishments, and the proposed usage rate for schools is less than the low 
strength rate for businesses.  These categories fairly reflect the potential range of wastewater 
strength characteristics and are consistent with state guidelines.  In calculating commercial usage 
rates it is assumed that about 90 percent of annual water usage returns to the wastewater system.  
This is a reasonable estimate as most irrigation occurs through dedicated irrigation service 
connections, which are not included in wastewater bill calculations. 

Flat Rates for Reclamation-Only Accounts 

Customers receiving wastewater service, but not water service, from the Town should continue to 
be charged for wastewater service based on the average rates charged for customers in the same 
class.  Therefore, the reclamation-only residential flat rates for single family homes and mobile 
homes are proposed to be $60.90 per month, and $46.90 per month, respectively.  Non-residential 
reclamation-only customers should continue to be charged for service based on the number of 
fixture units, with 20 fixture units equivalent to one single family dwelling. 

Proposed Rate Schedules 

Exhibit IV-6 summarizes proposed wastewater rate schedules for FY 15-16, reflecting an overall 7 
percent increase in wastewater rate revenue.  Additional increases of 5 percent per year are 
anticipated for the remainder of the five-year planning period. 
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V. Recycled Water Rates 

This section of the report describes and presents recommendations for updating the Town’s 
recycled water rates.  Recycled water rates and related policies have been evolving in the past 
several years, and this section reflects a continuation of that evolution. 

Evolution of Recycled Water Pricing and Operational Policies 

The Town of Windsor owns and operates a water reclamation utility system, which includes a 
wastewater collection system, a water reclamation treatment plant, recycled water storage ponds, 
a transmission system that discharges to Mark West Creek, a recycled water distribution system 
providing for agricultural irrigation and urban uses, and infrastructure for delivery to the Geysers 
Geothermal Project.  The sale of recycled water by the water reclamation utility provides 
supplemental revenue and is used to reduce the rates required to support utility operations 

The Town has been studying and improving its water reclamation treatment and water recycling 
program for over ten years.  Throughout this planning process, the Town has indicated that its top 
priority for wastewater disposal is reuse within the Town limits or sphere of influence. 

Recycled Water Pricing Policy 

In 2012 the Town established new pricing policies for recycled water customers.  New pricing 
policies were scheduled for phased implementation, as outlined below. 

• Urban (Priority) Customers – Recycled water rates and service charges have been 
established at 80 percent of potable water rates.  Recycled water used in the urban setting 
provides the Town with both water supply and wastewater disposal benefits.  The reduced 
rates and service charges are believed reasonable as an allowance for the increased 
customer costs associated with use of recycled water (relative to potable water service).  
These rates were completely phased in as of January 2014. 

• Vineyard Customers – Recycled water rates and service charges have been established 
at 25 percent of potable water rates.  The reduced rates and service charges reflect the 
fact that vineyard water use is primarily a benefit to wastewater disposal operations of the 
water reclamation utility, and the rates are necessary to encourage use of this water 
supply.  The phasing-in of these rates is scheduled to be complete in January 2016. 

• Pasture and Non-Vineyard Agriculture Customers – Recycled water rates and service 
charges have been established at 12.5 percent of potable water rates.  The reduced rates 
and service charges reflect the fact that agricultural water use is primarily a benefit to 
wastewater disposal operations of the water reclamation utility, and the rates are 
necessary to encourage use of this water supply. The phasing-in of these rates is 
scheduled to be complete in January 2016. 

• Discretionary Lands – These are agricultural lands either owned or controlled by the 
Town to facilitate efficient wastewater disposal operations.  The Town only provides water 
to these lands when all other demands have been met.  Nevertheless, it must also 
maintain a certain amount of disposal capability in order to ensure all disposal needs can 
be met during periods of high water volumes, but low demand.  No charges are applied for 
water disposed on discretionary lands. 

In California, the use of recycled water is regulated by the Regional Water Quality Control Board 
(RWQCB) and the State Department of Public Health (DPH).  Regulatory requirements have been 
incorporated into the Town’s Municipal Code under Title XII – Windsor Water District, Chapter 7 – 
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Recycled Water.  Users of recycled water are required to obtain a permit from the Town governing 
the use of recycled water.  Among other obligations, users of recycled water are required to:  (1) 
designate a Site Supervisor with certified training in the rules, regulations, and standards for 
recycled water use, (2) comply with all requirements of applicable federal, state and local 
statutes, ordinances, regulations including the Recycling Criteria, and other requirements, (3) 
(3) comply with additional restrictions on the use and application of recycled water, as 
described in the Code. 

The restrictions on the use of recycled water, as well as the additional water management 
efforts required when using recycled water were deemed, by the Town Council, to justify 
charging users of recycled water reduced water rates (relative to potable water service). 

Operational Changes 

In 2013, the Town completed an Urban Recycled Water Facilities Study with a grant from the State 
Water Resources Control Board.  That study included a market assessment of potential recycled 
water demand and an analysis of recycled water project alternatives, and indicated the potential for 
significant expansion of urban recycled water usage with favorable project areas south of Shiloh 
Road and west of Highway 101 and in the Airport area.  In addition, these areas may be best 
served with recycled water from Sonoma County Water Agency’s (SCWA) Airport/Larkfield/Wikiup 
Sanitation Zone (ALWSZ), rather than with recycled water from the Town’s water reclamation 
treatment plant. 

Beyond the need to dispose of treated wastewater, the Town is increasingly looking at recycled 
water for its water supply benefits.  Recycled water can offset uses of potable water and help to 
firm up the Town’s supply reliability.  As the Town considers plans for expanding urban recycled 
water delivery, in 2014 attention was turned to the operational aspects of the recycled water 
program, as well as the water supply benefits that recycled water offers.  The current framework 
with recycled water housed within the water reclamation utility does not reflect the co-equal 
benefits the program provides of wastewater disposal and supplemental water supply for the 
Town. 

In November 2014, the Town Council adopted new policies affecting recycled water.  Beginning in 
FY 15-16, the distribution and sale of recycled water to urban water users will be a function of the 
water utility, rather than part of the water reclamation utility.  Primary benefits of the new framework 
include: 

• Clearer alignment of water and water supply issues residing within the water utility and 
wastewater treatment and disposal issues residing within the water reclamation utility 

• Improved operational efficiency, as the operational requirements of the recycled water 
distribution system are very similar to potable water distribution  

• Stronger financial capacity in the water utility to support additional capital investment in 
recycled water distribution infrastructure 

• A stronger nexus for justifying recycled water rates and recycled water capacity fees 

• An enhanced public view of urban recycled water as an integral element of the Town’s 
water supply and water resource management strategy (the status quo emphasizes 
wastewater disposal) 

• A structure to distinguish and separately address water and water reclamation issues, and 
to consider each from their own perspective, particularly if recycled water is obtained from 
ALWSZ 
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• Water reclamation maintains primary focus on wastewater treatment and disposal while 
the wholesale water rate serves as a convenient and equitable means of cost coverage. 

Under the new framework the water utility will buy recycled water, on a wholesale basis, from the 
water reclamation utility for delivery to urban users.  Therefore, the purchase of recycled water will 
become a new cost to the water utility.  In addition, the cost of distributing recycled water to urban 
users will become a cost of water utility operations.  To offset these costs, all revenue from the sale 
of recycled water to urban users will accrue to the water utility. 

Financial and Cost of Service Analysis 

Water Utility 

The financial plan for the water utility presented in Section II of this report reflects the operational 
changes that will occur at the beginning of FY 15-16.  Under this framework, (1) the purchase of 
recycled water from the water reclamation utility will be a new cost of water production for the water 
utility, (2) the cost of distributing recycled water to urban users will be a cost of the water utility, and 
(3) all revenue derived from the sale of recycled water to urban users will be revenue to the water 
utility. 

In effect, beginning in FY 15-16, urban recycled water customers will be receiving “water service” 
from the Town’s water utility.  In addition, the water rates to be paid by urban recycled water 
customers will be identical to potable water customers, including future water adjustments, and 
justified using the same cost of service basis, except that the urban recycled water rates will be 
reduced to offset the increased customer costs placed on users of recycled water, as described 
previously in this section. 

Water Reclamation Utility 

The financial plan for the water reclamation utility presented in Section II of this report reflects the 
operational changes that will occur at the beginning of FY 15-16.  Under this framework, (1) the 
sale of recycled water to the water utility will be a new revenue for the water reclamation utility, (2) 
the cost of distributing recycled water to agricultural users will continue to be part of the water 
reclamation utility’s operation (as a disposal cost), and (3) all revenues derived from the sale of 
recycled water to agricultural users will be revenue to the water reclamation utility. 

In effect, revenue from the sale of recycled water to agricultural users, as well as wholesale water 
sales to the water utility, represent supplemental revenue to the water reclamation utility, and is 
applied to offset costs that would otherwise need to be recovered from wastewater customers.  
Both the rates applicable to agricultural recycled water sales and the proposed rate for the 
wholesale sale of recycled water to the water utility are believed to provide reasonable 
compensation to the water reclamation utility. 

Current and Proposed Recycled Water Rates 

Current and proposed recycled water rates are summarized in Exhibit V-1.  The rate schedule 
reflects the pricing policies described above, including the final phasing of the recycled water usage 
rates for vineyard and agricultural users. 
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Recycled water rates should be adjusted commensurate with any changes to the Town’s water 
rates, including automatic adjustments to water usage rates based on changes in water purchase 
costs associated with changes in SCWA water rates and charges.  The changes to recycled water 
rates for urban customers will ensure that all water service customers continue to pay a fair and 
proportionate share of the costs of providing water service.  Also, the changes to recycled water 
rates for agricultural customers will help ensure that the water reclamation utility continues to 
receive reasonable compensation for providing water for agricultural purposes. 

The recycled water rates, as shown in Exhibit V-1, have been incorporated into the financial plan 
analyses presented in Section II of this report, and the estimated recycled water rate revenues (to 
both utilities) effectively offset the water and wastewater rates needed in FY 15-16 and beyond. 

Wholesale Recycled Water Rate 

It is recommended that the Town establish a wholesale rate for the sale of recycled water from the 
water reclamation utility to the water utility at a rate equal to 50 percent of the rate charged to the 
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Town by the SCWA for water from the Santa Rosa Aqueduct.  This places the cost of recycled 
water at about twice the cost of producing water from the RRWF (SCWA Russian River Diversion 
charges plus the Town’s cost for pumping) and at half the cost purchasing water from the Santa 
Rosa Aqueduct.  This is considered a reasonable cost for the water utility, as well as reasonable 
compensation to the water reclamation utility.  By pegging the wholesale water rate to the cost of 
water from the Santa Rosa Aqueduct the Town this “fair market value” will be carried forward in 
time.  The proposed wholesale water rate for recycled water for FY 15-16 is $456.63 per AF, and is 
also shown in Exhibit V-1. 

 


