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1. Fire charges. Fire charges can be allocated to customers in whole or part based on
meter sizes. These charges may be recovered in relation to the size of the water
meter. In such circumstances, the relative size of the charge to meters of different
sizes may be different from those typically used for the meter charge.

2. Demand charges. Demand charges normally recover a portion of the revenue
requirement of the utility to mitigate the impact that fluctuating revenues may
have on the financial health of the utility. In some cases, utilities may assess
these as availability of service charges.

A key element in developing a meter charge is assigning costs that vary with the size of
the meter.

Minimum charges include some allotment of use and are used in combination with
service and meter charges. As a result, when minimum charges are involved, they
generally result in higher fixed fees. Like a demand charge, a minimum charge increases
revenue stability by increasing the utility’s revenues that are fixed and do not vary
regardless of sales. Conversely, a minimum charge may result in an inequity to a
customer whose use falls below the minimum. In fact, for these customers a minimum
charge may be a disincentive to conserve. By analyzing customer usage, the trade-offs
associated with the minimum charge can be analyzed and weighed against the evaluation
criteria.

Variable Charges

Water Rate Structures

Variable charges are generally based on a customer’s use. For water, a customer’s use is
normally measured by a water meter installed at, or near, the customer’s premises. For
wastewater, however, a customer’s use is often estimated from the customers metered
water use. Generally, the utility uses a method of estimating the amount of water that
returns to the wastewater system. These estimates are often actual or estimated measures
of indoor water use.

There are four commonly used rate structures that are defined in the AWWA M1
Manual'. These rate structures include:

1. Uniform — A single charge per unit of volume for all water used. In some cases, a
uniform rate structure is called a Uniform by Class rate structure, Under this
structure, the volume rates differ by class to recognize the difference in the cost of
serving the customer class.

! American Water Works Association, Manual of Water Supply Practices-Ml, Principles of Water Rates,
Fees, and Charges, Fifth Edition, (Denver, Colorado: American Water Works Association, 2000).
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2. Declining block — A schedule of rates applicable to blocks of increasing usage in
which the usage in each succeeding block is charged at a lower unit rate than in
the previous blocks. This rate structure is less common today because of the
adverse impact it has on water conservation.

3. Increasing or Inclining block — A schedule of rates applicable to blocks of
increasing usage in which the usage in each succeeding block is charged at a
higher unit rate than in the previous blocks.

4. Seasonal — Seasonal rates are based on the cost of service variations with respect

to system seasonal requirements

These structures can be used in combination, either as different rate structures by class
and/or in combination with each other, (e.g., uniform-seasonal, seasonal-inclining block,

etc.)

In addition to these basic structures, there are individualized rate designs that use
elements of these structures to address an individual customer’s consumption patterns.

Wastewater Rate Structures

Wastewater utilities generally focus their rate structures on properly accounting for the
differences in the pollutant loadings of the contributed wastewater. The pollutant
loadings are a major cost driver for wastewater systems.

Alternative Rate Structures

Each of the basic rate structures listed above are described in more detail below.

Water Rate Structures

Uniform Rates

The uniform rate structure is a simple rate design that is relatively common in the
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Figure 1: Uniform Rates

industry. Figure 1 depicts a unifo
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rate design. Under the uniform rate
design, all water is priced at the same

level regardless of the quantity
purchased.

This rate design is not only simple to
administer, it is relatively simple for
customers to understand and, therefore,
somewhat effective as a price signal.

Additionally, the rate setting proc
fairly simple under a uniform rate
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structure, because only the total annual demands by class are required to determine the
rate. The analyst does not require the detailed billing data that is necessary to estimate
revenues under a block or seasonal rate design.

This reliance on annual water demands also makes the uniform rate relatively more
effective in protecting the utility’s financial performance in years with poorer water sales
than an inclining block structure or a seasonal structure,

One common concern of a uniform rate structure is its inability to send a seasonal price
signal. This lack of a seasonal price signal may not provide adequate incentive for
customers to manage their peak-summer use. In this way, a uniform rate structure
generally is considered to have less of a conservation incentive than a seasonal or
inclining block structure.

AWU uses a uniform rate structure by class for its wholesale customers.

Declining Block Rates

Figure 2 depicts a declining block rate
structure. Under this structure, the
cost per unit of water declines as the
amount of water purchased increases.

$/kgal

The use of declining block rates is not
as prevalent as it once was. This lack
of popularity can be fraced to the
increasing attention that conservation
receives in the rate design process.
Historically, rate analysts used
declining block rates to reflect the cost

Quantity
structure of utilities where the largest  |Figure 2: Declining Block Rates

customers have the Jowest demand

factors, and therefore, paid the lowest rate. Although some utilities continued to use
declining block rates for this purpose, uniform rates by class and other forms of inclining
block rates have gradually replaced these structures.
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Inclining Block Rates

Figure 3 presents an inclining block
rate structure. Under this structure,

the rate charged increases for higher
levels of water usage.

Inclining block rates are assumed to
promote water conservation better
than the uniform or declining block
structures because the marginal cost
of water that the customer faces
increases for greater water ~
purchases.2 Because of its Figure 3: Inclining Block Rates
conservation effectiveness, this
structure is often used in areas where there is a need to conserve water and/or reduce peak
use.

Quantity

Inclining block rates are relatively more complex to develop and administer than the
previous two rate structures, and, if not designed carefully, may lead to revenue
instability or violate cost-of-service principles.

~ Where there is a diverse customer base, the thresholds® for the inclining block rates may
need to be set by customer class and/or meter size. Block thresholds set for a
homogenous class are more likely to send a conservation signal than block thresholds set
for the entire system.

Seasonal Rates

Figure 4 presents a seasonal rate design. Under a seasonal rate design, the utility
establishes rates that reflect the difference in the cost of service for the off-peak and
peak-seasons. AWU uses a seasonal rate design for its multifamily, commercial, and
industrial customers.

Seasonal water rates are designed with the notion that rates should be higher during peak
use periods and that the customers who place those demands (e.g., peak hour or peak day)
on the system should pay more. Typically, this peaking occurs in the summer. For cities
that have large seasonal fluctuations, due to weather or tourists, etc., and/or need to
manage peak demands, this may be an ideal structure. While seasonal rates are effective
in encouraging conservation, they may increase the volatility of the utility’s revenues. A

2 Some analyst question whether customers respond to their marginal cost of water or to the average cost of
water (i.e., their total bill.) In general, economists agree that customers react to their perceived price of
water, which is influenced by factors such as public education, community values, etc.

* Block thresholds are the consumption values at which the rates change. For example, AWU currently
assesses higher rates for residential customers once the customer’s use exceeds 2 thousand gallens per
month. The first block threshold, in this example, is 2 thousand gallons.
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cool or wet summer may reduce the
utility’s revenues, thereby increasing its
volatility and reducing its financial
health.

Seasonal rates can be used in
combination with other rate structures.

Excess—-Use Rates

An excess-use rate design is similar to
an inclining block rate structure except
the block thresholds are set individually
for each customer based on the
customer’s average winter consumption
(AWC).* This approach of sefting individual block thresholds provides a way to
implement increasing block rates for utilities with diverse customer bases. Each
customer has its own block thresholds based on their individual AWC.

| Figure 4: Seasonal Rates

As an example, an excess-use rate
structure could charge a lower block
rate for consumption up to 100
percent of the customer’s AWC. A
higher rate would apply for
consumption between, as an example,
100 percent of AWC and 200 percent
of AWC. A third block would apply
for yet higher consumption levels.

Excess-use rates are similar to
inclining block rates in that there is a
higher charge for peak use. Excess
use rates differ from seasonal pricing Figure 5: Individualized/Budget Rates

in that the pricing is higher for a use

in excess of some base amount. Defining and determining the base amount of use
requires effort as the base use must be determined either for the class or for each
individual customer. The base use can be tied to indoor water use and/or it could also be
determined with additional considerations such as those used in the budget-billing
example described next. If excess use is done by class of customer, care must be taken to
define fairly homogenous users in order to address equity and customer impact concerns.

* Average winter consumption is the most common basis for excess-use rates. However, other bases can be
used. Anexample of an alternative basis is average annual consumption,
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Water Budget Rates

Figure 5 depicts a hypothetical water-budget rate design. A water budget based-rate
structure establishes a monthly water budget by individual customer (or customer class).
The budget typically provides a certain amount of water that the utility deems is an
efficient level of use for indoor and outdoor use. The outdoor-use component of the
budget can be based on the amount of landscaped area and evapotranspiration® rates (ET)
experienced during the billing period in the utility’s service area. This measure allows
the utility to determine a specific irrigation requirement per squate foot of landscaped
area.

The indoor component of the water budget for an individual account might consist of a
budget for the winter months with no irrigation allowance. This can be estimated by
using the customer’s AWC for the previous year. Additionally, in some cases, the indoor
budget is set based on the household size or other demographic measures.

Some suggest that this type of structure is one of the most effective at sending
conservation signals to each customer. The downside is that it is also one of the more
complex structures to implement and explain to customers. Because of the effectiveness
at sending a conservation signal, this structure does not do the best job of promoting
revenue stability.

Some analysts consider an excess-use rate structure to be a simplified water budget rate
structure where the individual budgets are a percentage of the customer’s AWC.

Wastewater Rate Structures

There are two approaches generally used for wastewater rate design. These general
approaches are:

1. Quantity/quality rates; and
2. Extra-strength surcharges.

Some utilities mix the two general approaches to enhance the equitability of their system
of rates while maintaining control of the costs of sampling and administration.

Quantity /Quality Rates

Under the quantity/quality rate structure, specific rates are developed for individual
customer classes based on the estimated strength of the wastewater contributed by that
class. Utilities may use multiple sources of data to obtain strength-based information in
order to classify their commercial and industrial customers. In Issue Paper #4, we
discussed the manner in which the strengths for customer classes are developed.

3 Evapotranspiration rates are meteorological measures of the amount of moisture plants need based on
actual weather conditions (e.g., temperature, relative humidity, etc.)
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A study conducted by the California State Water Resources Board and the Environmental
Protection Agency (EPA) in 1982, with a revision in 1998, developed a listing of
common commercial customer classes with estimated strengths. This document has been
used in numerous studies over the years and has been accepted as a proxy for estimating
commercial customer class strengths. Regardless of the manner of estimating wastewater
strengths for each customer class, the quantity/quality approach categorizes customers
according to estimated strengths and sets rates that recover the cost of serving those
customers.

Extra-Strength Surcharges

Under the extra-strength surcharge approach, costs associated with high-strength
wastewater are separated from the total costs, and what remains is recovered ina
common domestic-strength wastewater rate. Under this approach, all customers subject
to the extra-strength surcharges are charged the common domestic-strength wastewater
rate and a surcharge to recover the additional cost incurred to treat their high-strength
waste. The levels of pollutants measured in the wastewater determine the level of the
surcharge. These measures of the level of pollutants for the extra-strength surcharge are
generally based on sampling programs implemented by the utility,

The definition of domestic-strength wastewater is an important part of assessing extra-
strength surcharges. Generally, utilities conduct a mass balance exercise to estimate the
average strength of domestic waste. This process was discussed in Issue Paper #4. Once
the concentration of domestic-strength wastewater is estimated, a reasonable bound
around the average is determined. Wastewater exceeding those reasonable bounds is
subject to the extra-strength surcharge.

Under AWU’s current approach, domestic-strength wastewater is assumed to have an

average concentration of 131 mg/L for BOD, and 187 mg/L for TSS. AWU’s current
thresholds for exira-strength surcharges is 200 mg/L for both BOD and TSS.5

Methodological Options Under Review
The following rate design policies are discussed in this issue paper:

1. What is the best method for providing a subsidy to low-income customers?
2. How should AWU recover a subsidy to low-income customers?

3. Should AWU introduce a fifth block for single-family residential customers?

% In some cases the constituents to wastewater may inhibit the BOD measurements. The utility conducts an
alternative test as well called a COD test. In circumstances where the COD test is more accurate, the utility
uses it to determine the extra-strength surcharges.
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4. What conservation incentives should exist for wholesale customers?
5. How should customers with separate irrigation meters be treated?

The first four issues are discussed in this Issue Paper. The fifth issue, “How should
customers with separate irrigation meters be treated?”, will be the subject of a subsequent
issue paper.

The discussion of each issue includes:

Overview of the issue,

Description of the alternatives,

Evaluation of the alternatives using the executive team’s evaluation criteria, and
Consultant’s preliminary findings and recommendations.

After presentation to the executive team and public involvement committee, the
consulting team will finalize its recommendations.

Issue 1: What is the best method for providing a subsidy to low-
income customers?

Overview of the Issue

Enhancing the affordability of water and wastewater services for customers of limited
financial means has been an ongoing objective of AWU and its citizens. Ultimately, the
approach that AWU uses to assist low-income customers must meet the social and
political needs of the City rather than technical cost-of-service concerns. The reader
should consider the nature of this policy question when reviewing our evaluations of the
alternatives and our recommendations.

Description of Alternatives
The two available alternative methodologies are:

1. Provide a discounted rate for consumption in blocks 1 and 2 (current approach).
2. Waive the fixed charge for customers that qualify as low-income households.

The primary difference between the options is the degree of administrative burden and
the effectiveness of the policy. The current approach is quite easy to implement and
works easily within AWU’s current rate structure. However, the benefits are distributed
indiscriminately and provide the same discount for users with low incomes and those
without. This broad distribution limits AWU’s ability to lower the cost of water for
customers of limited means in a way that a more focused program would not.
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Unfortunately, a more focused program may require substantial effort to pre-qualify
customers as “low-income”. AWU is collaborating with Austin Energy to identify
qualifying customers.

Evaluation of Alternatives
Attachment A presents the weighted evaluations of the alternatives.

Implementation Criteria

Pre-qualifying customers who are low income could have significant administrative
burden and risk of implementation. Alternatively, providing a lower, lifeline-type rate
for residential customers imposes little administrative burden and has very low risk of
implementation. However, the current approach may not be sustainable over time since it
provides a discount to all single-family residential customers—even those customers with
relatively high incomes and ability to pay. For this reason, we believe the current policy
may not be durable over time. Also, we suspect that the public can easily understand a
low-income policy that provides a discount only to customers with low incomes. For that
reason, we scored the current approach lower for public understanding.

Equity

The alternatives have similar impacts on equity. Neither option is particularly capable of
delivering intraclass equity. The concept of a low-income discount violates cost-of-
service equity by design. A low-income subsidy is intended to create a situation where
customers with limited financial capabilities are subsidized by other utility customers.
Since the current low-income program is recovered from single-family residentjal
customers only, we have rated both options neutral for interclass equity.

The most common approach to assist low-income customers is a lifeline rate similar fo
AWU’s current approach. For that reason, we have rated the current approach higher for
adherence to industry standards.

Customer

Waiving the fixed charges is likely more affordable for residential customers. We
suggest this since low-income water customers may have large families and require water
beyond the discounted 9 kgal per month allowed under the current methodology. Water
consumed in excess of 9 kgal per month is priced slightly higher to recover the discounts
given in blocks 1 and 2. By focusing its efforts on low-income customers only, the total
cost of the subsidy might be reduced, thereby reducing the total water bill for low-income
customers.

The current approach of having higher block rates to subsidize the first two blocks likely
introduces rate shock and volatility for customers. The rate shock and volatility can
occur when their consumption reaches the higher blocks and are priced significantly
higher than the lower blocks.
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The alternatives did not vary with respect to the other customer criteria.

Conservation

The current approach may not encourage water conservation during the off-peak period.
Since water is subsidized for the first two blocks for all customers, customers may not
have as strong an incentive to conserve when their consumption is within the first two
blocks. This situation likely occurs during the off-peak periods and will therefore have a
greater impact on average-day savings (as opposed to peak-season or peak-day savings.)

Both alternatives may enhance conservation during the peak-season and peak-day. The
current approach results in a more steeply formed rate structure—meaning that water
consumed in the higher blocks is priced significantly higher. The proposal may also
enhance conservation during the peak periods by pricing the volume portion of the water
for low-income customers higher than the current approach. It is difficult to say which
approach would generate the greatest savings.

Financial

Revenue sufficiency is a significant concern for the existing rate structure. By keeping
the lower block rates affordable for all, pressure may be placed on AWU’s overall rate
structure so the higher block rates do not become too punitive.

The current rate structure also increases the volatility of the revenues for the utility by
establishing very high rates for the most sensitive usage. Because of the relatively low
cost of the proposed alternative, if desired, AWU could increase the stability of its rates
by increasing the price of the first two blocks.

The volatility in revenues increases the risk of the current rate design. The other financial
criteria do not vary between the alternatives.

Preliminary Findings and Recommendations

The question of low-income subsidies is inherently a public policy issue. Although our
evaluation framework explicitly incorporates the criteria developed by the executive
team, we feel less prepared to offer opinions in this area. Considering these caveats, the
consulting team recommends AWU consider waiving the fixed charges for low-income
customers through a cooperative program with Austin Energy.

Issue 2: How should AWU recover a subsidy to low-income
customers?

Overview of the Issue

If AWU has a program that reduces the costs for low-income customers, that revenue
requirement will need to be recovered from other customers. Like the issue of a low-
income subsidy, the allocation of burden of the subsidy is a public policy issue.
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Essentially, a low-income subsidy does not change the overall cost of operating the
utility. Rather it redistributes the burden of the utility to other customers. The question
presented here is how that burden should be redistributed.

Description of Alternatives
The two available aiternative methods are:

1. Recover the subsidy within the residential class (current approach), or
2. Recover the subsidy from all classes,

The difference between the alternatives is fairly clear. Under the first alternative, the
entire cost of a low-income subsidy program is recovered from other single-family
residential customers. This is the current policy of AWU. The subsidy incurred to keep
blocks 1 and 2 below the cost of service are recovered within blocks three and four.

As an alternative, the burden of the subsidy could be allocated to all customer classes.

Evaluation of Alternatives

Implementation

Three implementation criteria differ between the alternatives. Public understanding may
be better if the burden of the subsidy for single-family residential was contained within
the single-family residential class. However, it may be more acceptable to the public and
political leaders to spread the burden among all of AWU’s customers and treat the burden
that results from the low-income subsidy as a societal cost. Also, a policy that spreads
the burden more widely may be slightly more sustainable depending on the size of the
low-income burden.

Equity

If the subsidy is contained within the single-family residential class, it will be more
equitable from an interclass perspective. Alternatively, intraclass equity will be
diminished less if the burden of the subsidy is shared with other classes. Industry
standards are not clear on this issue. But it is common for water utilities to use rate
design within a class to provide assistance to low-income customers in a manner very
similar to AWU’s current approach.

The other equity criteria do not vary based on the alternatives.

Customer

Recovering the burden of the subsidy within the residential class only negatively affects
the affordability of water for single-family residential customers but preserves the
economic development aspects. Also, AWU’s rate structure is more volatile if it recovers
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the burden solely within the upper blocks for residential customers. We do not expect the
ability to understand the bill to be affected by the alternatives.

Conservation

The current approach likely encourages more peak-day and peak-season conservation
since it focuses the recovery of the subsidy burden on the upper block rates. This focus
likely encourages residential customers to conserve water more aggressively than if the
burden was diffused over all other customer classes. For these same reasons, we expect
that sustainability may be greater under the status quo.

Financial

Revenue sufficiency may be improved by recovering the subsidy burden from all
customer classes. A broader base for the recovery of the subsidy may reduce the pressure
onn AWU’s revenues.

Also, a broader distribution of the subsidy burden may reduce the percentage of the
burden recovered during AWU’s peak periods. This more diffused recovery approach
would likely reduce the volatility of revenues, thereby enhancing revenue stability.

The other financial criteria do not vary by alternative.

Preliminary Findings and Recommendations

Like the question of low-income rates, how a utility recovers a subsidy burden is
inherently a public policy issue. Although our evaluation framework explicitly
incorporates the criteria developed by the executive team, we feel less prepared to offer
opinions in this area. Considering these caveats, the consulting team recommends AWU
recover the burden of its low-income program from all customer classes except where
prohibited by contract or other legal requirement.

Issue 3: Should AWU introduce a fifth block for single-family
residential customers?

Overview of the Issue

The City formed a Water Conservation Task Force as part of its efforts to enhance the
conservation of water. This task force produced a set of far reaching proposals for AWU.
One of the Task Force’s proposals was the implementation of a fifth residential rate block
for copsumption above 25 kgal per month. The Task Force’s goal is to implement the
new rate block to provide an even greater incentive to conserve water.

Description of Alternatives
The three alternative methods are:

1. 4-block structure (current);
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2. New 5% Block for consumption exceeding 25 kgal per month; and
3. Revised 4-block structure.

The exact details of the rate structure alternatives will be developed with staff and
presented to the PIC using a conservation-impact model being developed by Red Oak.
The alternatives described here are hypothetical alternatives, designed to present the
general concepts.

The revised 4-block option will be designed to achieve the conservation benefits of a fifth
block without the diminishment in customer understanding that a 5-block structure can
create. A conservation rate structure is most effective when it serves as an efficient
consumer price signal about the true cost of water. Complicated rate structures can reduce
the conservation effectiveness if customers do not or cannot understand the relationship
between usage and cost. In some regards, a simpler rate structure can provide greater
consumer confidence in that they are interpreting the price signals appropriately and let
the price signals influence their consumption decisions.

Evaluation of Alternatives

Implementation

The administrative burden of adding a fifth block is expected to exceed that of either
maintaining the current block rate structure or implementing a revised four-block rate
structure. We expect that adding a fifth block to your current rate structure may diminish
customer understanding. We have found that block rate designs with more than three
blocks tend to confuse consumers and may reduce the effectiveness of a sharper price
signal.

It appears that the Water Conservation Task Force conducted extensive public outreach
and that its findings were well founded in the political and public acceptance. For that
reason, we have rated the fifth-block structure as having more public and political
acceptance.

Because of the complexity of setting rates and forecasting revenue with new and/or
additional blocks, we have rated the fifth-block structure as having more risk of
implementation. Considering the work of the Water Conservation Task Force, we expect
the fifth-block structure to be more durable.

Equity
The equity criteria do not vary by alternative.

Customer

We expect that the fifth block may have more rate shock than either of the four-block
options. Also, we expect the bills under the fifth-block structure to be less
understandable. The other customer criteria do not vary by alternative.
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Conservation

Comparing the conservation effectiveness among the alternatives is difficult. Additional
blocks do not necessarily increase the conservation effectiveness of a rate design. The
establishment of meaningful thresholds that inform consumer behavior can be just as
important. We expect that a fifth-block structure and a revised four-block structure could
be designed to elicit a similar conservation response. We expect the conservation
response of these alternatives to be greater than the response under the existing four-
block structure. For that reason, we have evaluated the five-block structure and the
revised four-block structure as being more effective for peak-day, and peak-season
conservation; and sustainability. o

Financial

We expect revenues to be more stable under the existing rate structure than either of the
alternative rate structures. Generally, a rate design that puts more revenues at risk to
fluctuations in peak summer use (which is more vulnerable to weather impacts) is less
stable and imposes greater financial risk. The other financial criteria do not vary based
on the alternatives.

Preliminary Findings and Recommendations

The consulting team tentatively recommends AWU modify its current four-block
structute to achieve greater conservation. Furthermore, the consulting team recommends
that the conservation impact model be developed to support a five-block rate analysis.

Issue 4: What conservation incentives should exist for
wholesale customers?

Overview of the Issue

In addition to providing guidance on residential water rate design, the Water
Conservation Task Force also recommended that AWU conduct a cost-of-service study
that considers conservation rate structures for wholesale customers.

Description of Alternatives
The three available alternative methods are:

1. Uniform rates by wholesale class (current approach),
2. Seasonal rates, and
3. Excess-use rates.

Each of these rate designs is discussed in the earlier sections of this Issue Paper. Because
each wholesale customer is its own customer class, each rate structure alternative will be
designed to generate the same revenue requirement consistent with the cost of service.
The primary differences will be in the interim incentive to reduce consumption, avoid
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potentially higher costs, and to decrease both the volatility of costs for the wholesale
customers and revenues for AWU,

Evaluation of Alternatives

Implementation

Uniform rates by class have very little administrative burden. Because of limitations in
the billing system, we expect the excess-use rate structure to have the most administrative
burden. However, the administrative burden may not be significant since AWU
currently prepares manual bills for most, if not all, wholesale customers.

Because of the support of the Water Conservation Task Force, we expect that a seasonal
or excess-use rate design would be more politically acceptable than the existing rate
structure. Similarly, we expect the same findings for policy durability.

Conversely, we expect the risk of implementation to be highest for the excess-use rate
design and lowest for the existing rate design.

The other implementation criteria do not vary based on the alternatives.

Equity

Uniform rates by class are the most common wholesale water rate in the industry.
Excess-use rates tend to be more prevalent for commercial customers. The other equity
criteria do not vary by alternative.

Customer

The conservation-based rates are more likely to have occasional rate shock if water sales
to the wholesale customers are different than expected. The other equity criteria do not
vary by alternative.

Conservation

Conservation savings from the new rate design are likely quite small since each
wholesale customer is currently its own class. The rates will be designed to generate the
same annual revenue requirements. There may be some conservation benefit from
seasonal and excess-use structures, but it will generally be quite small.

Financial

Both the seasonal and excess-use rate designs may increase the volatility of wholesale
revenues to AWU. Depending on the specifics of the rate design, summers that are
cooler or wetter than normal may reduce total revenue for AWU. This reduces revenue
stability and increases the financial risk.
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Preliminary Findings and Recommendations

The consulting team recommends that AWU continue to use its uniform rate by customer
class and work with its wholesale customers to achieve greater water conservation
through other mechanisms. If AWU does pursue a conservation rate for wholesale
customers, the consulting team recommends it adopt a seasonal rate until its new billing
system is in place.

A2908-083
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Lower Rate for Blocks 1 and 2 (Curront) ‘l'l. li! lllll .l!'l ‘.'I.l
Waiva fined charge for Low-dncome Customers lllll ." lll'l ".II ll.l
Raings RRERE EREER RagA BEER BERE
Customer

| | Economic l Rate Shock/ l J !
Alternatives Aflordability Development Volatilit Understand Bill
Lowsr Rate for Blocks 1 and 2 {Current) II.I '.lﬁl .I.. 'l‘l'
Waive fixed charge for Low-Income Customers (R HEREE Ednga ARRERAS Bapng
Ratings EEEERR BREE ERRER BEER

. Conservation
L Average-Day Peak-Season I l !
Hernatives Saviy, Savings Peak-Day Savings: Sustainabili

Lower Rate for Blocks 1 and 2 (Curvcat) BER L EEE EELEEL ERERER
Waive fixed changs for Low-Income Customers BREEERE BEBERE BERERR HRERER
Ratings EfEga HEEl HEBEER HEBEEE

metives

Revenue ] I l
Sufficienc: Revenue Stabilit Rate Stability Rate Predictability Financial Risk

Lower Rate for Blocks 1 and 2 (Currenty ERE R BEGER EEER

Waive fixed charge for Low-Income Customess llllll! !l!ll' Illll "Il' .la'll

Ratings EEEARNE HEREER BERRAE HaERE EREREE

FAlternatives | Waighted Average Score i
Lower Rate for Biocks | end 2 (Current) ENREBERAEE

Waive fised charge for Low-Income Customers [TEEETLELLE]
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Average Ratings
Providing & Low-Income Subsidy
Tmplementation
Public and
Administrative Public Political Risk of Legal
Alternatives Burden Understandi Accep Impl i Defensibility | Policy Darability
1 ower Rate for Blocks 1 and 2 (Current) 69 | 39 | 49 | 65 | 4.9 | 3.0
Waive fixed charge for Low-Income Customers 3.0 | 59 ] 49 | 30 | 49 ] 69
Weights l.lmed from 0 to k0 40 52 52 20 48 48
(10 most important)
Equity
Tater- Inside/ Qutside Industry
Alternatives Interclass Intraclass generational City Standards
L ower Rate for Blocks 1 and 2 (Current) 49 ] 30 | 4.9 | 4.9 1 59 1
Waive fixed charge for Low-lncome Customers 49 ] 30 1 49 | 49 i 39 i
[Weights ]‘tamd from 0 to 10 53 49 41 36 40
(10 most important)
Customer
Economic Rate Shocl/
Alternatives Affordabitity Development Volatility Understand Bill
L ower Rate for Blocks § and 2 {Current) 39 { 49 I 39 I 49 | |
[Waive fixed charge for L.ow-Income Customers 69 i 49 i 6.9 | 49 i i
[Weights l‘tmd from 01010 58 a1 46 39
(10 most important)
Conservation
Averape-Day Peak-Season Peak-Day
Adternatives Savings Savings Savings Sustainability
Lower Rate for Blocks 1 and 2 {Cusrent) 3.0 | 5.9 I 5.9 | 5.9 1 |
Waive fixed charge for Low-Income C: 69 | 5.9 I 59 ] 59 i [
(Weights Rated from 0 10 10
(10 most important) 48 i 45 [ 59 l 56 l
Finaneial
Revepue Rate
Alternatives Sufficiency  [Revenue Stability] Rate Stability Predictability | Financial Risk
Lower Rate for Blocks 1 and 2 (Cumrent} 30 | 3.0 [ 49 1 49 | 39 |
Waive fixed charge for Low-Income Customers 8.9 | 59 | 49 | 49 | 59 |
(Weights Rated from 0 to 10
(10 most important) &7 o3 | > i I el I
Weighted
Alternatives Average Score
Lower Rate for Blocks § and 2 (Current) 556
Waive fixed charge for Low-income Customers 647
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Evaluations Based on Average Ratings
Method of Recovering Low-Income Subsidy
] Implementation
Public and

Administrative Public Political Risk of :
Alternatives Burden Understandin, Accep Taapl ntation Legal Defensibility} § Policy Durahilig
Within the class {Current) ERERA L EEELE] BEER BEERE HR30E BERER
From All Classes HEERR HERE ERERER BHEEE BEERE EuRuEy
Ratings BEEn HEEEE - RRREE RERR HEEAE HAREE

Equity ) ST T
Yuside/ Qutside Industry.
Alternatives Interclass | Intraciass Inter-generational City Standards
Within the ctass (Current) ERERRER BEE BRRER HERAR HEEERA
From All Classes BRR RERERD HEnEE EEEAR BRER
Ratings EERER EENESR [L]]] BEEA EREE
Customer
Economic Rate Shock/
Alternatives Affordabili Development Volatility Understand Bitl
Within the class (Qurrent) -EL ELLELEL ]} ERERE
From All Classes .'lll" ‘l! I'll.l .ll“
Ratings EmRBEE EERE HEHER HERR
Conservation
Average-Day Peak-Season
Alternatives Savings Savings Pegk-Day Savings Sustainability
Within the class (Curreat) EREER Illlil! EBEENERE EERARER
From Alf Classes EREEE ([ 111 ERBHE ERARR
Retings REgaa HERR HEEEER HREARR
Financial
Revenune

Alterpatives Sufficien Revenue Stability Rate Stability Rate Predictability] Finaneial Risk
Within the class (Current) ERER EREA LR LELE l.ll.
Fram All Classes EREEEE EEEERE HEaEE ERgaEs EREER
Ratings EREERER REREEA EEERE EBEEER BHRREH
JAlternatives 1 Weighted Average Score |
Within the class (Curreat) IIB!III‘!.
From Alt Classes HEERNREREA
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Average Ratings
Method of Recovering Low-Tncome Subsidy
Implementation
Public and
Administrative Public Political Risk of Legal
Alternatives Burden Understanding Acceptance Impl tation | Defensibility ] Policy Durability
Within the class (Current) | 4.9 i 5.9 I 39 ! 49 4.9 I 49
From All Classes | 4.9 I 39 I 59 I 49 4.9 i 39
'Weights Rated from 0 to 10
(10 most Important) 40 32 5.2 40 43 43
Equity
Inter- Inside/ Outside Industry
Alternatives Interclass Intraclass gencrationa) City Standards
Within the class (Current) | 6.9 | 2.9 { 4.9 | 4.9 5.9 |
From All Classes ] 2.9 | 59 | 49 | 49 39 [
Weights Rated from 0 to 10
(10 most important) 53 4.9 4.1 3.6 4.0
Cusfomer
Economic Rate Shock/
Alternatives Affordability Development Volatility Understand Bill
Within the class (Current) | 2.9 1 69 I 29 { 49 {
From All Classes | 6.9 i 29 I 5.9 i 4.9 |
Weights Rated from 0 to 10
(10 most important) 38 a1 46 38
Conservation
Average-Day Peak-Season Peak-Day
Alternatives Savings Savings Savings Sustainability
Within the class {Curent) I 4.9 [ 6.9 | 6.9 | 69 |
From All Classes | 49 ] 4.9 | 4.9 | 49 |
Weights Rated from 0 to 10
(10 most important) 43 4.3 59 56
Financial
Revenue ' Rate
Alternatives Sufficiency  [Revenue Stability] Rate Stability Predictability | Financial Risk
'Within the class (Current) | 3.9 i 3.9 | 4.9 | 4.9 4.9 |
From: All Classes f 59 I 59 | 4.9 ] 49 49 ]
‘Weights Rated from 0 1o 10
{10 most important) 67 6.3 59 58 6.1
wWelghterl
Alternatives Average Score
Within the ¢lass (Current) 599
From All Classes 604
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Evaluations Based on Average Ratings
Sth Block for Residential Customers
=
Public and
Aduwinistrative Publi¢ Political Risk of
|Alternatives Burden Und di Acceg Imglememation  Legial Defe ibility] | Policy Durahiii_l_
4-Block Structure (Current) RERERE REEHEE BERR BEAEEE BEEEE BHER
sth Block >25 Kgal EREE ERE HREEERR [ LLE LEET EUEEEHE
Revise 4-Block Structure EREEE E LR ERERHE L LL] EREER BHEEER
Ratings RERR Elgeg BEERR HEEE BEEEE ERERE
Equity
Inside/ Outside Industry
Alternatives - Interciass Intraclass Inter-generational City Standards
4-Block Structure (Current) HEHEHR EEEER ERERE EEREE BEREE
Sth Block >25 Kgal HARER ERREE HREDE ERED LR
Revise 4-Block Struchure BERER {111 EREREE ERERE ERERE
Ratiags HEERE BEEER EREH EEER LS
Customer
Economic Rate Shock/
Alternatives Affordability Development Volatility Und, d Bill
4-Block Stracture (Current) BEEEA ERERER ERDEEE EanEaa
$th Block >25 Kgal BEEEE BaEER EERE Bgan
Revise 4-Block Structure ERRER HEERE ERAEE HABERE
Ratings REREEE REER EEERE EaRE
Conservation
Average-Day Peak-Season
Alternatives Savings Savin; Peak-Day Savings| Sustainability
4-Block Structure (Current) Ill" ’ll’ L IIII '
Sth Block 25 Kgal EEERA HEERE ERARA EAHEN
Revise 4-Black Structure BEERR BEHER L LELL HERER
Ratings Baana EEEE BENRES HEGRHA
_ Finaucial l
Revenue
Alternatives Sufficienc Revenue Stabiiity Rate Stability Rate Predictabili Financial Riskc
4-Blogk Stmcture (Cucsens) AERER LR BAREE ERERE HEERER
sth Block >25 Kgal HEEEE EHEEN BEREE ERERE EHEERE
Revise 4-Block Structure HiEae EaEER AERER ERRER HEEEE
Ratings AERERAR EEERER BEEERE EXERER HoEaus
{Alternatives I ‘Weighted Aversge Score 1

4-Block Structure {Current}
5th Block >25 Kgal
Revise 4-Block Swucture
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Average Ratings
5¢th Block for Resldentlal Customers
TImplementation
Public and
Administrative Public Political Risk of Legal
Alternatives Burden Understanding Acceptance Implementation } Defensibility | Policy Durability
4-Block Structure (Current) 59 5.9 4.0 59 4.9 4.0
5th Block =25 Kgal 4.0 3.0 6.9 40 4.9 69
Revise 4-Block Structure 49 59 59 49 4.9 59
'Weights Rated from 0 to 10
(10 most important) 40 52 52 4.0 48 48
Equity
Inter- Inside/ Outside Industry
Alternatives Interclass Intraciass generationa) City Standards
4-Block Structure (Curment) 4.9 4.9 4.9 4.9 4.9
5th Block >25 Kgal 4.9 49 49 4.9 4.9
Revise 4-Block Structure 4.9 4.9 49 4.9 4.9
Weights l.!aled from O to 10 53 49 41 36 40
(10 most important)
Customer
Economic Rate Shock/
Alternatives Affordability Development Volatility Understand Bill
4-Block Structure (Current) 4.9 4.9 5.9 5.9
5th Block 25 Kgal 49 49 4.0 4.0
Revise 4-Block Structure 4.9 49 49 5.9
Weights Rated from 0 to 19
(10 most important) 58 41 46 39
Conservation
Average-Day Peak-Season Peak-Day
Alternatives Savings Savings Savings Sustainability
4-Block Structure (Current) 49 4.0 4.0 4.0
5th Block >25 Kgal 49 49 4.9 49
Revise 4-Block Structure 4.9 4.9 4.9 49
'Weights Rated from 0to 10
(10 most imporiant) 48 45 59 . 56
Financial
Revenue Rate
Alternatives Sufficiency |Revenue Stability] Rate Stability Predictability § Financial Risk
4-Block Structure (Cutrent) 49 5.9 4.9 4.9 59
Sth Block >25 Kgat 49 49 49 49 4.9
Revise 4-Block Structure 4.9 4.9 4.9 49 49
'Weights Rated from ¢ {0 10
(10 most important) 67 63 58 i 61
Weighted
Alternatives Average Score
4-Block Structure (Current) 601
5th Block >25 Keal 587
Revise 4-Block Stuctue 612
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Evaluations Based or Average Ratings
Conservation Incentives for Whotesale Custorners
Implementation
Public and
Administrative Public Political Risk of

Alternatives Burden Understandin, Acceptance Implementation Legal Defensibili Policy Durability
Uniform by Class (Current) ENBEERR BERER HERE EREAER BEEER HEEE
Seasonal Rate gERER ERRER EERERE BERES BEER HERREA
Excess-Use Rate HEg ERRAE EungEg 28EE ERREE LELELE
Ratings EEER HEEER HENER EEEE ] RHERE

Equity

Yoside/ Outside Industry -

Alternatives Interclass Intraclass Inter-generational City Standards
Uniform by Class (Curreat) HRERYE HHEER HEARE BEEER HEREREE
Seasonal Rate BEEEE E2EEA REERR HERES HRRES
Excess-Ust Rate BEEER EERER EEmmE LB ERER
Ratings HREEE EREEE HEEE ERER BERE

Customer

Economic Rate Shock/
Alternatives Affordability Development Volatility Understand Bill
Uniform by Class (Carrent) EERER BRERA BEEERR EREER
Seasonal Rate R TR BEER FEEEE
Excess-Use Rate PR | F ] 1] aauEsn
Ratings EREARE BRER BEARE HHER
Conservation
Average-Day Peak-Season

Alternatives Saviags Savings Peak-Day Savings Sustainability
Uniform by Class (Curvent) EoERd BaRan BEERR LR
Scasonal Rate BERER BARRER EEREEA ESEQEA
Excess-ts¢ Rate EERER Efnag EREERA EERERR
Ratings EEAEA REER L1 EEE]] ERRRER

Financial

Revenue
Alternatives Sufficiency Revenue Stability Rate Stabili Rate Predictability Financizl Risk
Unifomn by Class (Current} BHEER CEERED BEENE HEEER HAEERE
Seasonat Rate HRHE EEER EHEnE EEEER EREE
Excess-Use Rate ERESE BEaEn BRENE EL2EE Enga
Ratings LEEELEL HEHERE ENHRER HEBRER BHERER
[Alternatives 1 Weighted Average Score |
Uniform by Class (Curreat) EREEDBHEER
Seasonal Rate EHEERREEEA
CEETELEEET

Excess-Use Rate
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Average Ratings
Conservation I for Wholesale C
Implementation
Public and
Administrative Public Political Risk of
Alternatives Burden Understanding Acceptance Implementation jLegal Defensibilityt Policy Durability
Uniform by Class (Current) 6.9 49 3.9 59 4.9 39
Seasonal Rate 4.9 49 5.9 49 49 59
Excess-Use Rate 30 4.9 5.9 3% 49 5.9
Weights Rated from 0 to 10
(10 most important) 4.0 52 5.2 4.0 48 4.8
Equity
Inside/ Outside Industry
Alternatives Interclass Intraclass Inter-generational City Standards
Uniform by Class (Curent) 49 4.9 49 49 69
Seasonal Rate 4.9 4.9 4.9 49 49
Excess-Use Rate 4.9 4.9 4.9 4.9 39
(Weights Rated from 0 to 10
(10 most important) 53 49 41 36 40
Customer
Economic Rate Shock/
Alternatives Affordability Development Volatility Understand Bitl
Uniform by Class (Cument} 4.9 4.9 3.9 4.9
Seasonal Rate 4.9 4.9 39 4.9
Exeess-Use Rate 49 4.9 3.9 49
Weights Rated from 0 to 10
(10 most important) 58 41 4.6 39
Conservation
Average-Day Peak-Season
Alternatives Savings Savings Peak-Day Savings Sustainability
Uniform by Class (Camrent) 4.9 42 4.9 49
Scasonal Rate 49 59 59 5.9
Excess-Use Rale 49 59 59 59
Weights Rated from 0 to 10
(10 most important) 48 4.5 59 36
Financial
Revenue
Alternatives Sufficiency Revenue Stability | Rate Stability  [Rate Predictability] Financial Risk
Uniform by Class (Current) 4.9 5.9 4.9 49 59
Seasonal Rate 4.9 39 4.9 4.9 39
Excess-Use Rate 4.9 39 49 49 3.9
‘Weights Rated from 0 to 10
(10 most important) 67 63 3.8 5.8 6.1
Weighted Average
Alternatives Score
Uniform by Class (Current) 617
Seasonal Rate 599
Excess-Use Rate 583
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AT K A . Issue Paper #6
e RE’» K CONSULTING Rates for Irrigation Customers

A DUVISIGN OF KALTOGLE PIRRIE

;,,‘

Subject: Rates for Irrigation Customers

Date: March 10, 2008

Introduction

In August 0f 2006, the City of Austin created a Water Conservation Task Force to
develop policies to achieve water conservation goals within the Austin Water Utility’s
(AWU) service area. In its report, the Water Conservation Task Force found:

The Utility’s current water rate structure does not provide adequate
conservation price signals for high use residential customers, irrigation
accounts, or commercial and multi-family customers.’

Based on its findings, the Water Conservation Task Force adopted several specific water
conservation policies. Of partlcular interest for this Issue Paper is Policy CI-3 which is
provided in Attachment A.> Among other things, this policy requires the utility to:

Conduct a cost of service study to evaluate . . . establishing commercial
irrigation rates comparable to highest residential tiers. . .

This Issue Paper addresses this policy.

Discussion of Irrigation Rate Issues

Description of Existing Irrigation Accounts

As of September 1, 2007, AWU provides separate metered irrigation services to
approximately 3,000 customers that are members of each of its customer classes.
(Attachment B presents an analysis of AWU’s irrigation customers.) Since 1998, AWU
has required all commercial and multi-family customers connecting to its system to
install a separate irrigation meter for water used for outdoor irrigation. Other customers
have opted to install separate irrigation meters for various reasons. Some reasons for
installing separate irrigation meters include:

1. Eliminate wastewater charges for water that is not returned to the wastewater
system.

! Water Conservation Strategies Policy Document, Water Conservation Task Force, Prepared by Water
Conservation Division of the Austin Water Utility. Available at
http /fwww.ci.austin.tx.us/watercon/downloads/W CTFPolicyDoc.pdf

? Alternatively, see page 25 of the Water Conservation Strategies Policy Document, Water Conservation
Task Force.
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2. Provide additional points of connection to AWU’s system. This may be true for
some residential customers that have large irrigation demands that cannot be met
by a single %-inch meter.

3. Other reasons identified by the customer.

Because of the mandatory irrigation meter policy for non-residential customers, AWU
currently has a mix of customers within each of its customer classes that have, and do not
have, separate irrigation meters. The incomplete implementation of the separate irrigation
meter policy means that, out of necessity, some customers will use their single
connection to AWU’s system for both indoor and outdoor uses. Other customers will use
two meters. This presents a significant challenge to AWU in implementing an irrigation
rate that applies to some members of a class—but not all.

Sample Bills

Attachment C presents examples of bill calculations with an irrigation rate. These
examples illustrate the difficulty in implementing an irrigation rate with a partial
implementation of irrigation meters. The examples present two bills for hypothetical
customers that consume the same quantity of water for the same purposes (i.e., the same
indoor and outdoor usages). Under this example, the only difference is that one of the
hypothetical customers has a separate irrigation meter. As presented in the Attachment,
the implementation of an irrigation rate that equals the highest residential block might
result in an inequity unless other adjustments are made.

Enhancing Equity
The executive team has adopted five measures of equity in its evaluation criteria. These
measures of equity are:

Interclass equity;
Intraclass equity;
Intergenerational;
Inside/outside city; and
Industry standards.

b

Attachment D is a memorandum that defines the evaluation criteria adopted by the
executive team.

There are two primary alternatives to enhancing the measures of equity when
implementing irrigation rates. These alternatives are:

1. Customer classification, or
2. Rate design

COA Resp to PUC RFI-610
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Customer Classification

AWU can separate its irrigation customers into a unique customer class and establish
equitable rates within this customer class. Under this approach, the rates for the irrigation
class would include separate rates for both outdoor and indoor water use. The rates for
outdoor water use would be set to encourage water conservation. The rates for indoor
water use would be set to ensure the customer class recovers its cost of service.

Separate irrigation customer classes could be formed for all of AWU’s current retail
customer classes. Alternatively, one customer class could be formed for all AWU’s
irrigation customers.

Rate Design

Rate design alternatives could be created that would enhance the equity of irrigation
rates. An example of such a rate design is the excess-use rate design discussed in Issue
Paper #5. Under this approach, customers with a meter that provides both indoor and
outdoor use would have a higher average-to-peak ratio and would have relatively more
water at the higher consumption blocks.? This would treat all customers within a
customer class fairly and enhance many of the equity evaluations.

Consideration for Residential Customers

As of September 2007, AWU has approximately 141 single-family residential customers
with separate irrigation meters (137 inside the city, and 4 outside.) Consumption through
these itrigation meters currently receives the discounted rates in blocks 1 and 2.

Oftentimes single-family residential customers are assumed to consume water in a more
similar manner to each other than other customer classes. That is, typically, single-family
users do not vary as much in size as do multi-family, commercial, and industrial
customers. Although household sizes do vary, these impacts are not as great on average
water usage as the differences that are common between, for example, a small apartment
complex of 4 units and a very large apartment complex of more than 500 units. The
degree of variability for single-family residential customers tends to be smaller.

Many utilities have rate designs for single-family residential customers that account for
this similarity. AWU, for example, uses the same block thresholds for all single-family
residential customers. This policy would be problematic for other customers with great
variability.

* Issue Paper 5 provides more information on an excess-use rate design. Under an excess-use rate design,
the amount of consumption priced at each block rate is determined as a percentage of each customer’s
average winter consumption (e.g., water purchased above 150 percent of average winter consumption is in
block two, etc.). The percentages used to determine the block thresholds are constant for all customers
within the class, but the average winter consumption varies for each customer based on their actual metered
water use during the winter months, In this way, each customer has its own set of block thresholds under
which its rates, and hence its bill, are determined.

COA Resp to PUC RFI-611
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Currently, a single-family residential customer with a separate irrigation meter receives
water on both meters at the inclining block rate. Therefore, these customers receive
water used specifically for irrigation at the discounted block 1 and block 2 rates. Unlike
AWU’s other customer classes that do not have block thresholds, this additional
discounted water diminishes intraclass rate equity.

Methodological Options Under Review

This Issue Paper considers the policies on irrigation customers and irrigation rates. The
specific policies include:

1. If AWU implements higher rates for irrigation users, how should the excess
revenues generated by the higher rates be used?

2. What is an appropriate level for the irrigation rates?

3. Should single-family residential customers with irrigation meters receive
irrigation water at the block 1 and 2 rates?

4. Should AWU create a separate irrigation customer class?

Red Oak discussed the fourth policy in Issue Paper #4, Customer Classification. Policies
1 through 3 are discussed in below. The discussion of each policy includes:

Overview of the issue,

Description of the alternatives,

Evaluation of the alternatives using the executive team’s evaluation criteria, and
Consultant’s preliminary findings and recommendations.

® & o @

After presentation to the executive team and public involvement committee, the
consulting team will finalize its recommendations.

Issue 1: If AWU implements higher rates for irrigation users,
how should the excess revenues generated by the higher rates
be used? .

Overview of the Issue

The Water Conservation Task Force recommends that AWU establish “commercial
irrigation rates comparable to highest residential tiers”.* The highest residential tiers,
however, are established to generate sufficient revenues to subsidize the rates of blocks 1
and 2. It is not known at this time, but Red Oak suspects that the highest residential

* See Policy CI-3, page 25 of the Water Conservation Strategies Policy Document, Water Conservation
Task Force.
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block exceeds the cost of providing irrigation water in the peak season. If that is the case,
pricing irrigation water at the highest residential block will generate excess revenues.

Description of Alternatives
The five available alternative methodologies are:

o Alternative 1: Use the excess revenues to reduce the rate for indoor water use for
irrigation customers;

¢ Alternative 2: Use the excess revenues to reduce the rates for all customers;

o Alternative 3: Set the irrigation rate at the cost of service to eliminate excess
revenues;

» Alternative 4: Set the excess revenues aside for other designated purposes; and
e Alternative 5: Do not establish an irrigation rate (current approach).

Alternatives 1 and 3 require AWU to establish a new customer class or classes for its
irrigation customers. Although the Water Conservation Task Force discussed irrigation
rates for commercial customers only, AWU has irrigation meters for single-family
residential, multi-family residential, and industrial customers too. From a practical
standpoint, AWU would likely be required to treat all non single-family residential
classes the same,

The first alternative would determine the amount of revenue that irrigation rate generates
for each of the irrigation classes (e.g., single-family, multi-family, commercial, etc.). The
excess revenue generated from the irrigation rate would then be used to reduce the non-
irrigation water used by those irrigation customers as a class.

As an alternative, AWU could use the excess revenues generated from irrigation rates to
reduce the rates for all customers within the customer classes to which the irrigation
customers belong. Under this approach, AWU would not establish separate irrigation
customer classes. Rather, AWU would use the excess revenue generated from, for
example, the commercial irrigation rates, to subsidize the other commercial rates.

AWU could establish a cost-of-service rate for irrigation customers that did not generate
excess revenues. Under this approach, irrigation meters would be charged their cost of
service and other customers would not be affected. This approach requires that AWU
create one or more irrigation classes.

AWU could designate specific purposes that the excess revenue would fund. For

example, AWU could designate revenue from irrigation customers that exceed the cost of
service be dedicated to funding its reuse program.
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Finally, AWU could maintain the status quo and not create an irrigation rate.

Evaluation of Alternatives
Attachment E presents the weighted evaluations of the alternatives.

Implementation Criteria

Reducing the rate for indoor use of irrigation customers (i.e., Alternative 1) and setting
the irrigation rate at cost of service (i.e., Alternative 3) requires the establishment of one
or more irrigation classes. The difficulty with establishing these classes might include:

1. Possibility that the billing system has some irrigation meters improperly
identified.

2. Difficulty in identifying all accounts associated with a particular irrigation meter.
It is possible that some irrigation accounts provide outdoor water use for more
.than one indoor-only account. A detailed review of all accounts would be
required to align the indoor-only accounts with the corresponding irrigation
accounts properly.

3. Some accounts may be classified as irrigation because they are not subject to
wastewater charges. However, some of these accounts may not be used to supply
irrigation water for outdoor use. AWU is examining the degree to which this may
be an issue.

For these reasons, the alternatives that require the formation of new customer classes
(i.e., Alternatives 1 and 3) likely have higher administrative burdens and risks of
implementation. Alternative 5 has the least administrative burden.

Public understanding may be more difficult for Alternatives 1 and 3 since they require the
implementation of new customer classes. For that reason, we rated these alternatives
lower on public understanding. In addition, the requirement that new classes be
implemented increased the risk of implementation.

Because of the findings of the Water Conservation Task Force, we judge Alternative 5 as
being less acceptable to the public and political leadership. The inequities brought about
by using the excess revenue from irrigation customers to subsidize other customers

makes Alternative 2 less acceptable as well. Also, setting excess revenues aside for
designated purposes may not be acceptable. This rating deserves more attention since the
ultimate acceptability of setting excess revenues aside may depend on the acceptability of
the purpose to which those funds are designated. This consideration makes our ratings
for public and political acceptance less certain for Alternative 4.
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The current approach, Alternative 5, is most legally defensible. The least defensible is
Alternative 2, which results in the potential for similarly situated customers to have
significantly different water bills (see the example in Attachment C).

The recommendations of the Water Conservation Task Force anticipate that AWU will
reconsider its rate design after AWU implements a new billing system. Considering that
AWU expects the new billing system to be implemented within the next three to five
years, the policy durability of each of the alternatives is limited. Regardless, it is likely
that Alternatives 1 and 3 are the most durable policies since these policies minimize the
inequities that other alternatives may have. In addition, considering the findings of the
Water Conservation Task Force, it is unlikely that the current policy of no irrigation rate
could be maintained for long.

Equity

The interclass equity is likely the highest for Alternative 3 where the irrigation rates are
based on the cost of service. This alternative requires the establishment of one or more
customer classes and sets the rates to recover the cost of service. For similar reasons,
Alternative 1 minimizes the subsidization among customer classes. Alternative 5, the
current approach, also minimizes interclass inequities. Alternative 2 likely introduces the
greatest interclass inequity. Under this alternative, the excess revenues from the
irrigation rates in one class are used to reduce the rates for all customers, including those
in other customer classes. Similarly, setting the excess revenues aside for a designated
purpose may result in the over-recovery of revenue from one class to the benefit of
others. For that reason, it was considered relatively inequitable from an interclass
perspective.

Like interclass equity, intraclass equity is poorly served by Alternative 2. This occurs
since customers that have an irrigation meter will pay substantially more than similar
customers within the class that use water for both indoor and outdoor use but do not
currently have an irrigation meter. Alternative 1 also has relatively lower intraclass
equity since the reduction in indoor rates may not benefit customers in proportion to their
use of outdoor water. For example, customers within a commercial irrigation class with
high indoor use and low outdoor use will pay relatively less than their cost of service.
Customers within the commercial irrigation class that have higher outdoor use than
indoor use will pay more than their cost of service.

Alternative 4 (set the excess revenues aside for other designated purposes) reduces
intergenerational equity since future customers will likely benefit from the contributions
of current customers. Otherwise, the Alternatives do not vary for this criterion.

Inside/Outside City equity does not vary among the alternatives.

Irrigation rates are fairly common within the industry. Where these rates are used, it is
common for the customers to share the benefits of reduced cost of service for their
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remaining consumption. This benefit is often realized through alternative rate designs
like the excess-use rate design. In other situations, these customers may be treated as a
separate customer class or other adjustments are made to the rates charged to customers
without irrigation meters but that use water for irrigation purposes.

Customer

Alternative 2 (which reduces rates for all customers) will likely have the greatest impact.
on the affordability of water for single-family residential customers. Customers with
irrigation meters tend to be non-residential accounts, and therefore, residential customers
may benefit from the subsidies from other classes. Setting the revenues aside may have a
positive benefit for affordability. This occurs if the designated purposes benefit the
residential class and eliminates what would otherwise be a funding requirement for the
residential class.

Economic development may be negatively impacted by Alternative 2 since most
irrigation customers are non-residential. This alternative would likely place a net burden
on these customers.

The implementation of an irrigation rate at the highest residential block rate will have
significant rate shock for AWU’s customers. The cost of irrigation water may more than
double for many of these customers. For that reason, the alternative of no irrigation rate
minimizes rate shock. Setting the irrigation rate at the cost of service has a smaller
impact on rate shock since the irrigation rate will likely be lower than the current highest
residential block. In addition, these customers will benefit from the reduced cost of
service for their indoor use water that would have a lower rate reflecting the lower
peaking costs for this service.

Depending on the design of the bill, the ability to understand the bill may not vary among
the alternatives.

Conservation

Based on the findings of the Water Conservation Task Force, Alternatives 1 and 4 are
likely to have the greatest peak-season and peak-day conservation savings. Alternative 4
may generate the most conservation savings since it does not reduce the rates for other
customers or blocks. Alternative 1 may provide slightly less conservation savings since
customers may see a reduction in the cost of their water used for indoor purposes.
Alternative 5 provides no additional conservation savings, so it received the lowest
evaluation. Sustainability is evaluated in a similar manner to peak-season and peak-day
criteria.

Financial

Alternative 4 may increase the revenue to AWU and provide additional funding for the
purpose that the excess revenue is dedicated. The other alternatives would likely produce
the same revenues and might not differ for the revenue sufficiency criterion.
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Revenue stability would be greatest under Alternative 4 since the loss of revenue in the
irrigation rate would merely delay the funding of the items for which the excess revenue
is dedicated. Alternatives 1 and 2 would likely have the Jargest negative impact on
revenue stability since it would put the most irrigation revenue at risk by pricing it at the
highest block rate. Alternative 3 would likely have less negative impact than Alternatives
1 and 2 because the cost-of-service rate for irrigation is likely less than the current
highest block rate for residential customers. The financial risk of each alternative would
receive the same evaluations as for revenue stability.

Rate stability will be unaffected by all alternatives except Alternative 4. Under
Alternative 4, the rates may be slightly more stable if the excess revenues can absorb
funding fluctuations from year-to-year. Otherwise, the alternatives do not vary.

Preliminary Findings and Recommendations

The consulting team recommends that AWU continue its current practice and not adopt
an irrigation rate. Once AWU has implemented a new billing system, the consulting
team recommends AWU consider adopting an excess-use rate structure for its
commercial customers that recover the cost of service.

If AWU does adopt an irrigation rate before implementing its new billing system, the
consulting team recommends that AWU either set the irrigation rate at the cost of service,
or dedicate the excess revenue for a specific purpose.

Issue 2: What is an appropriate level for the irrigation rates?

Overview of the Issue

The Water Conservation Task Force directed AWU to evaluate various strategies to
reduce water demand within AWU’s service area. One of the strategies the Task Force
identified was “establishing commercial irrigation rates comparable to highest residential
tiers.” In addition, the Water Conservation Task Force directed AWU to “Establish a
residential fifth tier for use above 25,000 gallons per month.” Determining the irrigation
rate, therefore, may require the determination of the residential fifth-block rate. The
residential fifth-block rate was discussed in Issue Paper #5.

Complicating the setting of irrigation rates is the linkage to the highest “residential tiers.”
The rate for the highest residential tiers currently does not reflect the cost of providing
irrigation water. Rather, the rate for the highest residential tiers is determined to recover
the total revenue requirement for the residential class. This rate likely exceeds the cost of
service to maintain the affordability of water consumed in blocks 1 and 2. As described
earlier in this Issue Paper, setting the rate equal to the highest residential rate will likely
generate revenues exceeding the cost of service.
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Description of Alternatives
The three available alternative methods are:

e Alternative 1: Set the irrigation rate equal to the highest residential block rate;
e Alternative 2: Set the rate equal to the cost-of-service rate for irrigation; or
s Alternative 3: Do not have an irrigation rate (current approach).

These alternatives are closely related to the alternatives presented for Issue 1. However,
the perspective is different. For this issue, we are examining the impact of the rate alone,
not the additional revenue it may generate.

The first alternative implements the Water Conservation Task Forces strategy directly. It
presents significant equity concerns that may provide difficulty in implementing the
approach. The second alternative will provide less conservation incentive than the first,
but it ensures that customers pay their fair share of AWU’s costs. Finally, the last
alternative maintains the status quo.

Evaluation of Alternatives

Implementation

The administrative burden of establishing the cost-of-service rate exceeds the burden of
the alternatives. The differences in burden of merely establishing the rate is quite small.
Public understanding is unlikely to vary much among the alternatives. Alternative 2 may
require the explanation of the cost of service methodology and may be somewhat less
understandable.

Considering the findings of the Water Conservation Task Force, Alterative 1 likely has
the greatest public and political acceptance. Alternative 3 is likely to be the least
acceptable in this regard.

The risk of implementation is generally low. However, Alternative 2 requires the most
effort, and therefore, presents the most risk.

All three options are likely to be legally defensible. AWU has not been challenged under
its current approach, so Alternative 3 is likely to be defensible. Generally, setting rates at
the cost of service provides a more defensible outcome, so Alternative 2 is expected to be
most defensible.

When evaluating the policy durability of the alternatives, the findings of the Water
Conservation Task Force suggest that Alternative 3 will not provide a long-term solution
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to AWU. However, the unintended consequences of Alternative 1 (e.g., revenues
exceeding the cost of service, etc.) may result in it being revised if adopted.

Equity

Setting the irrigation rate at the highest residential block rate will generate subsidies from
the irrigation customers to other customers both within the irrigation customers” classes
and to other classes. This outcome can be expected when a rate is set far beyond the cost
of service. Since Alternative 2 is based on the cost of service, it will likely minimize the
subsidies both within and among AWU’s customer classes. Since cost-of-service is a
common industry standard, the alternatives received the same evaluations for adherence
to industry standards as the interclass and intraclass equities.

The other equity criteria do not vary by alternative.

Customer

Increasing the irrigation rate will likely make water more affordable for residential
customers. Largely, however, this depends on how the excess revenues from the rates are
used (see Issue 1). Considering the rate alone, however, it is likely that residential rates
would be lower if AWU received more revenue from its irrigation customers. Therefore,
Alternative 1 was judged the most affordable, and Alternative 3 the least. For economic
development, the finding is just the opposite. The higher cost of irrigation is likely to
impose a greater burden on businesses, which are the largest users of irrigation water.

Increasing the irrigation rate substantially (more than doubling the rate in most
circumstances) will significantly increase the bills for many irrigation customers. For
that reason, Alternative 1 is likely to have very significant rate shock. Moving to a cost-
of-service rate for irrigation meters might also increase their bills and provide rate shock.
If AWU implements either Alternative 1 or 2, it may consider phasing the rates in so
customers can adjust their consumption over time (i.e., install different landscape, water
saving devices, etc.).

The understandability of the bill does not vary by alternative.

Conservation

The conservation savings are likely to be higher for those alternatives with the highest
rates. This depends, in part, on the use of the revenue that exceeds the cost of service. If
the revenue is used to reduce the rates for other customers, those customers with the
reduced rates may have a diminished incentive to conserve. Considering the use of the
revenues separately, Alternative 1 is likely to generate the most peak-day and peak-
season savings. Alternative 2 is expected to generate less conservation than Alternative
1, but more than Alternative 3. The sustainability criterion is consistent with the peak-
day and peak-season conservation saving criteria. None of the alternatives is expected to
affect average-day savings.
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Financial

The higher rates under Alternatives 1 and 2 are likely to increase the volatility of AWU’s
revenue. For that reason, these alternatives received a lower evaluation for revenue
stability, rate stability, and financial risk.

The other financial criteria do not vary by alternative.

Preliminary Findings and Recommendations

The consulting team recommends that AWU adopt a cost-of-service rate for its irrigation
customers. This recommendation must be considered simultaneously with the executive
team’s decision on Issue 1.

Issue 3: Should single-family residential customers with
irrigation meters receive irrigation water at the block 1 and 2
rates?

Overview of the Issue

Currently single-family residential customers with separate irrigation meters receive the
advantages of block rates for both their domestic meter (i.¢., the meter used to supply
their indoor water use) and irrigation meter, In other words, the residential customer with
two meters pays the lower block 1 rate for consumption up to 2,000 gallons per month on
both meters. This means the customer has the potential to receive a total of 4,000 galions
of water per month priced at the block 1 rate.

AWU currently prices its first two blocks (i.e., consumption from 0 to 2,000 gallons and
from 2,000 to 9,000 gallons) at less than the cost of service to make water more
affordable for its customers. Also, the higher block rates are designed to encourage the
wise use of water during AWU’s peak season. The current rate structure for single-
family irrigation accounts sends an improper price signal to those limited number of
single-family residential customers with a separate irrigation meter.

Attachment B presents an analysis of irrigation customers. Of the approximately 180,000
residential customers, approximately than 140, or 0.08 percent, have a separate irrigation
meters. Of those single-family residential customers inside the city limits with separate
irrigation meters, the average consumption from June 2007 through September 2007 was
approximately 19,000 gallons per month. Approximately 47 percent of this water is
priced at the discounted block 1 and 2 rates.

Description of Alternatives
The two available alternative methods are:

e Alternative 1: Provide block 1 and 2 discounted water (current approach); or
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e Alternative 2: Price all water at the rates for block 3 and above.

The first alternative maintains AWU’s current policy. The second method sets the rate
for all water at a minimum of AWU’s block 3 rate, thereby eliminating the discounted
water.

Evaluation of Alternatives

Implementation

Because few single-family residential customers have a separate irrigation meter, the
process of implementation should be fairly simple. The administrative burden of
changing the rates for single-family irrigation customers will be slight to none. AWU’s
billing system currently identifies these customers and applies its 4-block structure to
them. Implementing a new rate structure would require updating the rates in the billing
system so the block three rates apply to the current block 1 and 2 consumption. The
status quo has no administrative burden.

Public understanding is difficult to evaluate. Normally the status quo is considered more
understandable to the public because it requires little or no explanation. ' However, in this
case it is not clear the public at large is aware of the current policy. For this reason,
Alternative 1 receives a slightly higher evaluation.

Considering the objectives of the Water Conservation Task Force, Alternative 1 may be
less acceptable to the public and political leadership than Alternative 2. The policy
durability of each option was evaluated on the same basis.

The other implementation criteria do not vary by alternative.

Equity

Interclass and intraclass equity are likely improved by pricing all outdoor water use
similarly. Therefore, Alternative 2 performs better than the status quo. Because
Alternative 2 is likely closer to true cost of service, it is more compliant with industry
standards.

The other equity criteria do not vary by alternative.

Customer

Alternative 1 is relatively more affordable for the small group of customers that have two
irrigation meters. Although the economic status of these customers is not known with
certainty, we assume that single-family residential customers with a separate irrigation
meter likely have elaborate landscaping and a corresponding ability to pay. Given this
assumption, affordability may not be important for this policy decision. Rate shock and
volatility are likely to vary among the alternatives in the same manner as affordability.
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The other customer criteria do not vary by alternative.

Conservation

Alternative 2 may promote conservation in an extremely small amount considering the
limited number of single-family residential customers that have a dedicated irrigation
meter. These savings are most likely to acorue during the peak season and peak day.
Because of the stronger conservation incentive, this alternative is judged to be more
consistent with sustainability.

Financial

Alternative 1 may have an extremely small benefit for revenue stability. Agaih, the small
number of customers affected by the policy limits the detrimental effect on revenue
stability. The financial risks are evaluated similarly to the revenue stability.

The other financial criteria do not vary by alternative.

Preliminary Findings and Recommendations

The consulting team recommends that AWU charge the block three rate for all
consumption below 9,000 gallons per month for water through a dedicated irrigation
meter for single-family residential customers. Furthermore, the consulting team
recommends that AWU adjust this policy and the rate thresholds to prevent subsidized
water being served through irrigation meters.

A2908-083
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CI-3 Adjust Utility water rates and modify Utility bills to encourage conservation.
Applies to: All customers
Implementation

Cost of service study and changes to the rate structure

Method:

The Utility’s current water rate structure does not provide adequate conservation price signals for high use
residential customers, irrigation accounts, or cormmercial and multi-family customers. Additionally, many
customers do not know what level of water use is appropriate for their needs.

The Utility will:
1. Establish a residential fifth tier for use above 25,000 gallons per month.

2. Conduct a cost of service study to evaluate strategies to reduce water demand by at lest 5 MGD,
including;

the level at which to set the fifth tier for residential customers;

establishing commercial irrigation rates comparable to highest residential tiers;

water budgeting rates for commercial customers; and

conservation rate structures for wholesale customers,

peom

1t is anticipated that a fifth tier and changes to irrigation rates would be added immediately under the
existing billing system. More complex rate changes would not take effect until a new billing system is in
place that can accommodate the changes.

The Utility will:
1. Add graphs of historical and current water use to customer bills.

2. Require the new billing system to have:
a. water budget capabilities;
b. the ability to include additional conservation information; and
¢. the ability to notify customers when consumption increases dramatically,

Additional FTEs: 0
Additional Cost: $0
Contract/Commodity Cost: $0
Peak-Day Savings: 5.0 MGD over 10 years
Cost per gallon saved: $0

Page 25
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Actual 'Irrigation Cbnsumption By Class

FY  Customer Class Date Count Consumption Revenue
2006-07
Inside City Commercial
10/1/2006 2,308 358,568,100 1,317,902.48
11/1/2006 2,312 261,168,000 935,344.55
121172006 2,335 229,341,870 824,636.80
1/1/2007 2,357 153,880,700 561,461.30
20112007 2,368 89,643,730 337,376.68
31172007 2373 131,155,220 482,283.93
41172007 2,390 166,612,160 571,441.18
51172007 2,405 167,856,400 610,708.94
B8/1/2007 2428 203,771,300 736,262.45
71112007 2,427 187,766,300 746,095.41
8/1/2007 2,448 202,347,400 802,666.56
9/1/2007 2458 268,445,100 1,056,200.20
Customer Class Total 26,609 2,410,542,080 $6,082,479,48
Customer Class Average 2,384 200,878,507 $748,539.96
Inside City Golf
101/2006 8 4,275,200 15,697.89
11/1/2006 9 8,915,000 31,260.18
12/1/2008 10 1,492,500 5,363.02
1/1/2007 9 863,800 3,139.09
21172007 10 620,400 2,340.13
3/1/2007 10 1,040,600 3,785.88
4112007 10 970,400 3,540.88
5/1/12007 10 1,000,200 3.644.88
6/1/2007 10 1,059,100 3,850.44
7172007 10 2,397,800 9,361.72
811/2007 10 -478,800 -1,684.40
9/1/2007 10 1,069,600 4,261.45
Customer Class Total 117 23,225,800 $84,470.16
Customer Class Average 10 1,935,483 $7,039.18
Inside City Industrial
10/1/2006 2 14,043,300 46,288.75
11112006 6 9,155,900 29,599.39
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FY  Customer Class Date Count Consumption Revenue
12/1/2006 6 11,984,600 38,679.53
11/2007 6 9,659,700 31,216.59
2112007 8 13,869,700 44,730.69
31172007 6 19,177,100 61,767.44
4/1/2007 6 14,555,000 46,930.51
5/1/2007 8 12,691,600 40,048.99
6/1/2007 6 19,247,000 61,991.82
71142007 6 20,864,700 74,214.34
8/112007 6 18,984,900 67,225.64
9/1/2007 8 25,324,600 89,604.80
Customer Class Total 68 189,658,100 $633,199.49
Customer Class Average 6 15,804,842 $62,766.62
Inside City MultiFamily
10/1/2006 260 90,219,700 273,937.20
111112006 259 67,461,300 199,589.18
12/1/2006 259 52,954,200 157,565.14
1112007 260 7,623,900 113,052.15
2/1/2007 261 25,497,800 77,890.31
3/1/2007 264 30,863,800 93,620.24
41112007 265 © 38,310,300 115,080.16
§/1/2007 269 51,045,500 152,066.14
6/1/2007 271 50,008,400 149,338.45
71112007 271 47,861,100 156,728.70
8/1/2007 276 56,675,300 184,946.30
9/1/2007 274 76,323,100 247,555.34
Customer Class Total 3,182 624,934,400 $1,921,278.31
Customer Class Average 266 52,077,867 $160,706.53
Inside City Residential
101112006 117 4,188,400 22,035.30
11112006 119 2,819,800 15,132.89
121/2006 119 3,385,000 18,713.74
1172007 119 2,085,500 11,233.31
2/1/2007 122 4,202,300 7,077.79
3/1/2007 123 1,981,300 10,144.18
44112007 125 1,718,200 8,668,53
5/1/2007 125 1,844,500 8,497.15
6M/2007 128 2,143,700 10,865.46
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