EXHIBIT JJJ-6
5. OVERVIEW OF THE COST OF SERVICE MODELS

5.1 TRANSPARENCY QRJECTIVE

As noted previously, the Raftelis Team reviewed AW's existing FY 2017 water and wastewater cost of
service models and then developed entirely new models designed to better address AW's objective of
achieving the maximum possible model transparency and ease of understanding. This objective will
ensure that all stakeholders (AW staff, AW customers, and the PUCT) have the opportunity to understand
how the revenue requirement and resulting cost of service rates were developed for each retail and
wholesale customer class.

8.2 KEY COMPONENTS OF THE NEW COST OF SERVICE MODELS
The new water and wastewater cost of service models were, to the maximum extent possible, designed
to have the same basic layout and appearance as the existing AW models. The key components of the

new water and wastewater cost of service models are shown in Table 5.1.

Tahie 5.1 Key Components of the Cost of Sevvice Models

Water Coshof Sarvice uaﬁei

Exrstmg Rates Existing Rates
Fixed Revenues at Existing Rates Fixed Revenues at Existing Rates
Volumetric Revenues at Existing Rates Volumetric Revenues at Existing Rates
Summary of Total Revenues at Existing Rates Summary of Total Revenues at Exrstmg Rates
Customer Class Peaklng Factors Customer Class Strength Loadlngs
Units of Service Units of Service
AIIocatlon of O&M Costs Allocatlon of O&M Costs
Allocation of Other Costs Allocation of Other Costs
Allocation of Revenue Aliocated Costs Allocation of Revenue Allocated Costs
Summary of Customer Class Revenue Requirements Summary of Customer Class Revenue Reqmrements
Rate Design - Monthly Fixed Charges Rate DeS|gn Monthly Fixed Charges
Rate Design - Volumetric Rates Rate Design - Volumetric Rates
Summary of Total Revenues at New Rates Summary of Total Revenues at New Rates
Summary of Calculated Rates Summary of Calculated Rates
NS »Reconelliation { Revenug Proof ‘ T X g
Reconciliation of Cost of Servrce and Forecast Test Reconciliation of Cost of Service and Forecast Test

Year Revenue Year Revenue

. Resldential Customer impagls. &

Resrdentlal Bills Under Test Year Rates Residential Bills Under Test Yar Rates
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5.3 WHOLESALE ADJUSTMENTS

Wholesale adjustments are those water and wastewater test-year revenue requirement items (i.e., test
year costs) the AW Executive Team has determined should not be allocated to wholesale customers.
Although not included in the costs paid by wholesale customers, such costs are a legitimate part of AW's
overall total system test year revenue requirement and as such, these costs must be entirely recovered
through the rates paid by retail customers.

The AW Executive Team considered each potential wholesale adjustment during the public involvement
process described in Section 4 of this report. The key consideration in the Executive Team's analysis was
whether wholesale customers benefited from the specific revenue requirement item in question. If it was
determined that no benefit was received by wholesale customers, the cost was excluded from the
wholesale revenue requirement. In many cases, the Executive Team elected to include costs in the
wholesale customer revenue requirement that had previously been excluded by the PUCT. The rationale
for each of these decisions was that, in the judgement of the Executive Team, wholesale customers do
receive legitimate benefit from the cost in question and therefore should be recovered from both
wholesale and retail rates.

The existing AW water and wastewater cost of service models do not transparently reflect wholesale
adjustments. In contrast, the new water and wastewater cost of service models developed by the Raftelis
Team were specifically designed to allow for efficient and fully transparent inclusion/exclusion of revenue
requirement items from the wholesale customer revenue requirement.

A detailed discussion of the water cost of service mode! is provided in Section 6 (Water Revenue
Requirements), Section 7 (Water Cost of Service Process), and Section 8 (Water Cost of Service Rates). A
detailed discussion of the wastewater cost of service model is provided in Section 9 (Wastewater Revenue
Requirements), Section 10 (Wastewater Cost of Service Process), and Section 11 (Wastewater Cost of
Service Rates).

5.4 INCORPORATION OF RECLAIMED WATER

The annual test-year revenue requirement for reclaimed water service is funded by three sources: 1) rate
revenues from reclaimed water service; 2) cash transfers from the water enterprise fund; and, 3) cash
transfers from the wastewater enterprise fund. The transfers provided to reclaimed water service by the
water and wastewater utilities are funded by AW customers and included within the annual test year
revenue requirement of the water and wastewater utilities. A discussion of AW's reclaimed water
operations is included in Section 12 of this report.
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6. WATER REVENUE REQUIREMENTS

8.1 SUMMARY OF CASH BASIS REVENUE RECQUHREMENTS

AW determines the annual test year revenue requirement for its water and wastewater utilities using a
cash basis revenue requirement methodology. The test year revenue requirement reflects the total
amount of rate revenue that must be collected from AW ratepayers during the fiscal year. A summary of
the test year FY 2017 water utility revenue requirement is shown in Table 6.1. The water utility revenue
requirement is the same in both AW's current water cost of service model and the new water cost of
service model developed by the Raftelis Team.

Table 6.1: Suummary of the FY 2017 Water Utility Revenue Reguirement

Operating and Maintenance Expenses $131,382,329
General Fund Transfers (Referred to as Revenue Allocated Costs in the Water COS Model) 22,587,681
Other Costs (Watershed Land Purchases, LCRA Water Rights, Reserve Fund Surcharge) 12,659,249
Capital Costs
Debt Service (Debt Service Payments and Transfers to Defeasance) 108,203,560
Capital Improvement Program Funding (Transfers to Capital Funds and Capital Outlays) 23,173,937
Total Capital Costs 131,377,497
Total Water Utility Gross Revenue Requirement from Rates 298,006,755
Less: Non-Rate Revenues
Non-Rate Revenues Applicable to O&M Expenses 2,474,468
Non-Rate Revenues Applicable to Capital Costs 4,150,397
Total Non-Rate Revenues 6,624,865
Total Water Utility Net Revenue Requirement from Rates Before Additional Adjustment 291,381,890
Adjustment for Reserve Fund Surcharge (See Sections 7.10 and 8.3 of this Report for a
Discussion) 7.123,2456
Total Final Net Water Utility Revenue Before Additional Adjustment $298,505,136

6.2 OPERATIONS AND MAINTENANCE EXPENSES

AW determines the operating and maintenance (O&M) expenses included in the test year revenue
requirements for its water and wastewater utilities as part of its annual budgeting process. A summary of
the O&M expenses included in the test year FY 2017 water utility revenue requirement is shown in Table
6.2.
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-

“3Water OK3 Expouses

Table .2 Sumeuary of By Jut

Operating Expenses

Treatment $38,063,429
Pipeline 25,877,347
Engineering 4,912,562
Water Resources 4,031,644
Environmental Affairs 9,016,803
Support Services 13,002,785
One Stop Shop 250,758
Other Operating Expenses 8,502,147
Total Operations 103,657,475
Other Requirements
Utility Customer Services Office - Austin Energy 12,854,313
Operating Transfers 1,254,414
Public improvement District 37,500
Other Transfers 10,101,558
Total Other Requirements 24,247,785
Miscellaneous Expenses
Radio Communications Fund 253,605
Economic Development Fund 1,523,464
Reclaimed Utility Fund 1,700,000
Total Miscellaneous 3,477,069
Total Water Utility O&M Expenses $131,382,329

6.3 OTHER COSTS

The annual test year revenue requirement for AW's water utility contains three distinct cost items that
are reflected separately from O&M expenses, general fund transfers, or capital costs. These cost items,
referred to Other Costs in the water cost of service model are:
1. Watershed Land Purchases which represent the annual debt service payments for AW's purchase
of land to protect the watersheds that drain into its raw water supply.
2. Lower Colorado River Authority (LCRA) Water Rights which represents the annual debt service
payments for AW's purchase of additional LCRA water rights to enhance its water supply portfolio.
3. A transfer to the special reserve fund used by AW to maintain the adequacy of its water utility
operational cash reserves.

Note that due to concerns regarding the benefit received by wholesale customers from AW's watershed
land purchases, these costs are not allocated to wholesale customers in the existing AW water cost of
service model or the new AW water cost of service model developed by the Raftelis Team. Table 6.3 shows
the Other Costs included in the test year FY 2017 water utility revenue requirement.
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Table 6.3 Sumamary of Test FY 2817 Water Gihor Losts

. e *Amount
Watershed Land Purchases $5,690,218
L.ower Colorado River Authority Water Rights 4,969,031
Reserve Fund Transfer 2.000.000
Total Water Utility Other Costs $12,659,249

6.4 GENERAL FUND TRANSFERS {REVENUE ALLQCATED COSTS)

The annual test year revenue requirement for AW's water and wastewater utilities includes a transfer to
the City of Austin's General Fund. The rates paid by all water and wastewater utility customers, both retail
and wholesale, contribute to the payment of the General Fund transfer which is currently set at 8.2% of
the three-year average of AW's total revenue. Within the water and wastewater cost of service models,
the General Fund Transfer is referred to as a revenue allocated cost because the amount of the transfer
included in the cost of service for each customer class is based on their proportionate contribution to
overall system revenue revenues. The test year FY 2017 water utility revenue requirement includes a
General Fund transfer of $22,587,681.

6.5 CAPITAL COSTS

The annual test year revenue requirement for AW's water and wastewater utilities includes capital costs
for debt service and transfers to capital funds used to pay for capital improvement program expenditures.
Table 6.4 shows the capital costs included in the test year FY 2017 water utility revenue requirement.

Table .4: Summary of the FY 2017 Wawery Uuility Capitat Costs

Debt Service
Debt Service Payments $98,453,560
Transfer to Debt Defeasance 9,750,000
Total Debt Service 108,203,560
Capital Improvement Program Funding
Transfer to Water Construction Fund/Capital Outlay 22,000,000
Capital Project Management Fund 1,173,937
Total Capital Improvement Program Funding 23,173,937
Total Water Utility Capital Costs $131,377,497

6.6 NON-RATE REVERUES

The annual test year revenue requirement for AW's water and wastewater utilities includes non-rate
revenue items which are quantified during AW's annual budgeting process. Some non-rate revenue items
such as interest income or capital recovery fees reduce the amount of test year revenue that must be
recovered through the water and wastewater rates paid by customers. Other non-rate revenue items
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increase the amount of test year revenue that must be recovered through the rates paid by customers.
For example, if an AW water customer receives a bill credit for water consumption caused by a leak (that
is, a reduction in their bill), it will increase the amount of revenue that must be recovered from the water
rates paid by customers. In addition to these traditional non-rate revenue items, AW also reflects changes
in cash reserve balances as non-rate revenue items. Thus, a reduction in test year cash reserves is
considered a non-rate revenue item that reduces the amount of test year revenue that must be recovered

through the water and wastewater rates paid by customers. Similarly, an increase in test year cash reserve
balances is considered a non-rate revenue item that increases the amount of test year revenues that must
be recovered through rates. Table 6.5 shows a summary of test year FY 2017 non-rate revenue items for
AW's water utility.

Table 6.5: Summary of the FY 2017 Water Uity Non-Rate Revenue Items

Non-Rate Revenue ltem

Late Payment Penalties $987,000 $0
Backflow Prevention Compliance Fee 799,200 0
Special Bill - Water Financial Management 675,300 0
New Service Connections 465,000 0
City Ordinance Fines 371,200 0
Private Fire Hydrant Fee 169,900 0
Misc. Telecom 107,300 0
Miscellaneous ltems 419,980 0
Transfer in from CRFs 0 14,914,000
Transfer in from Public Works 0 150,291
Transfer in from ARR 0 0
Interest Income (Capital Portion) 0 291,114
Decrease (Increase) in Operating Reserves 0 (11,205,008)
Decrease (Increase) in Operating Reserves (544,412) 0
A/R Adj. Leak Adjustment (976.000) 0
Total Water Utility Non-Rate Revenues $2,474,468 $4,150,397

8.7 WHOLESALE ADJUSTMENTS

As discussed in a previous section of this report, wholesale adjustments are those water and wastewater
test-year revenue requirement items (i.e., test year costs) the AW Executive Team has determined should
not be allocated to wholesale customers. Although not included in the costs paid by wholesale customers,
such costs are a legitimate part of AW's overall total system test year revenue requirement. As a result,
these costs must be entirely recovered through the rates paid by retail customers.

For example, consider a hypothetical test year 0&M expense item in the amount of $1 million. Further
assume that, after considering the water consumption characteristics of each AW water customer class,
$900,000 of this expense would normally be allocated to retail customers as an outcome of the cost of
service process and $100,000 would be allocated to wholesale customers. If this $1 million O&M expense
item was designated as a wholesale adjustment by the AW Executive Team, the $100,000 in costs normally
recovered though the rates of wholesale customers will be shifted to recovery from retail customers. This
has the effect of reducing the overall wholesale customer revenue requirement by $100,000 and
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increasing the overall retail customer revenue requirement by $100,000. Table 6.6 shows a summary of
the test year FY 2017 wholesale adjustments for AW's water utility. Note that the amounts for each
wholesale adjustment shown in Table 6.6 are gross amounts before their allocation to individual retail
and wholesale customer classes.

Table &6 FY 2017 Water Utility Wholesale Adjustinwals

S . R S oy Tk
Bad Debt Expense $2,508,825
Land Management Division 1,446,357
Accounts Receivable Leak Adjustment 976,000
Barton Springs/Edwards Aquifer Conservation District 900,000
Radio Communication Fund 253,605
One Stop Shop: Land Use Review 152,044
311 System Support 84,595
Reicher Ranch 81,088
Lobbyist - Legistative 80,648
One Stop Shop: Permit and License Center 65,639
Pubtic Improvement District 37,500
One Stop Shop: Building Plan Review - WP 33.075
Total Water Utility Wholesale Adjustments $6,619,376

6.8 TOTAL ADJUSTED REVENUE REQUIREWENTS

Table 6.7 shows a summary of the test year FY 2017 water utility revenue requirement before the
atlocation of costs to individual retail or wholesale customer classes.
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Tabie & 7 Summary of the FY 2007 Water Adjusted Revenue Requivemenis

I%on«&te

O&M Expenses
Retail
Wholesale
Total O&M

Other Costs
Retail
Wholesale
Total O&M

General Fund Transfers
Retail
Wholesale
Total General Fund
Transfers

Capital Costs
Retail
Wholesale
Total Capital Costs

Total Water Utility Revenue

Requirement

($2,426,331) $124,373,405
{48,137) 4,534,456

(2,474,468) 128,907,861

12,199,851

59,398
12,659,249

21,767,985
819,696

22,587,681

(3,922,177} 120,002,538

{228,220) 7,224 561
(4,150,397} 127,227,099

" Gross Ravents . Wholasale
Requirement Adjustments .
“Before . Aitocatad tc Rovenue °
$126,661,606 $138,130
4,720,723 {138,130)
131,382,329 0
12,199,851 0
459,398 0
12,659,249 0
21,767,985 0
819.696 0
22,587,681 0
123,924,716 0
7.452.781 0
131,377,497 0
$298,006,755 S0

{$6,624,865) $291,381,890
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7.WATER COST OF SERVICE PROCESS

7.1 OVERVIEW OF THE COST OF SERVICE PROCESS

After forecasting the overall FY 2017 test year water utility revenue requirement from rates as discussed
in Section 6 of this report, a cost of service study must be conducted to determine the appropriate amount
of rate revenue to be recovered from each AW retail and wholesale customer class based on their unique
demand characteristics. The new water cost of service model developed by the Raftelis Team
accomplishes this objective by: 1) conducting an analysis of customer consumption characteristics to
determine the cost allocation percentages for each class; and, 2) engaging in a multi-step process to
allocate each component of the total system revenue requirement to each customer class based on their
unique water consumption characteristics.

In general, the cost of service procedures followed in each model are in conformance with industry
standard methodologies as published by the AWWA in the Manual of Water Supply Practices M1,
Principles of Water Rates, Fees, and Charges (Manual M1).

7.2 ANALYSIS OF CUSTOMER WATER CONSUMPTION CHARACTERISTICS

The diagram in Table 7.1 illustrates the process used in the water cost of service model to analyze
customer water consumption characteristics and determinant the cost allocation percentages for each
customer class. A summary of each of these steps is discussed below.

Table 7.1: Process of Analyzing Custonter Water Consumption Characteristics

Step #1: { Step #2: E Step #3: Step #4: ! Z Step #5:
i Forecast of Test Year Determine Customer § Determine Customer Assign Customer % § Determine Customer
Billed Water Class Peaking ! Class Units of Service Classes to Cost Pools: Class Demand
Consumption for Factors: as a Percentage of ; Parameter
Each Customer Class § Total System Units « Joint Percentages for Each
s Max Day Peaking o Retail Only Cost Pool:
e Annual Billed Factors o Average Day ¢ Wholesale
Consumption o Max Hour Peaking Demand o Watershed Land i ¢ Base Demand
o Billed Factors ¢ Max Day Demand Purchases % e Max Day Demand
{ Consumption by o Max Hour Demand o Lower Colorado i e« Max Hour Demand
§ Consumption TIER o Equivalent River Authority o Equivalent
! (as applicable) Accounts Water Rights Accounts
¢ Equivalent Meters ¢ Reserve Fund 3 e Equivalent Meters
! * Equivalent Fire ¢ Equivalent Fire
: N Meters Meters
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7.2.1 CUSTOMER CLASS FORECAST BILLED CONSUMPTION

Step #1 in the process of analyzing customer consumption is the preparation of a forecast of test year
billed water consumption. AW prepares an annual forecast of test year billed water consumption for each
customer class in a revenue forecasting model that is separate from the water cost of service models (both
existing and new). This forecast is based on an analysis of key factors such as actual historical billed water
consumption, actual historical customer account growth, and anticipated test year average consumption
per account for each customer ciass. Table 7.2 shows a summary of forecast FY 2017 billed water
consumption

Table 7.2: Forecast FY 2017 Billed Water Consumption

T Forsgast Bliied,

Consumption -
+ . {Thousands of

N - iadSatlons)
Retail
Residential 12,846,736
Multi-Family 9,110,300
Commercial 10,876,425
Residential CAP 1,282,183
Spansion 292,213
NXP - Ed Bluestein Blvd 419,235
NXP - W William Cannon 294,200
Samsung 1,639,000
Novati 65,000
University of Texas 338,800
Total Retail 37,164,093
Wholesale .
Creedmore-Maha 77,061
High Valley 6,508
Manor, City of 12
Mid Tex Utilities 21,931
Marsha Water 11,758
Morningside 1,890
Nighthawk 12,342
North Austin MUD 292,956
Northtown MUD 277,402
Rivercrest 112,221
Rollingwood 110,004
Shady Hollow 152,530
Sunset Valley MUD 105,058
Village of San Leanna 4,543
i Water District 10 726,920
1 Wells Branch MUD 421,478
Southwest Water 4,800
Total Wholesale 2,339,414

Total Billed Water
Consumption 39,503,506
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7.2.2 CUSTOMER CLASS PEAKING FACTORS

Step #2 in the process of analyzing customer consumption is the calculation of estimated customer class
maximum day and maximum hour peaking factors. All water utility systems must be designed,
constructed, and operated to serve customers during those periods with the highest total system
maximum day and maximum hour peak load demands (known as total system coincident demands). Put
another way, the water utility system must have the water treatment, storage, pumping, transmission
and distribution capacity to serve all customers even under the most grueling operational conditions when
demands are at their maximum.

A fundamental question that must be answered as part of the cost of service process is: what
proportionate contribution does each individual customer class make to the total system coincident
maximum day and maximum hour peak load demands? In general, those customer classes with the
highest maximum day and maximum peaking factors are considered to make the largest proportionate
contribution to total system demands and are allocated the largest share of the annual revenue
requirement (that is, they are considered to have a higher cost of service).

AWWA Manual M1 discusses two industry accepted approaches to answer this question (see, Appendix
A to the Seventh Edition of Manual M1 beginning on page 373). The first approach, which is used in both
the existing and the new AW water cost of service models, is to calculate the estimated maximum day
and maximum hour peaking factors for each customer class. These individual customer class peaking
factors are referred to as non-coincident peaking factors because the date and time of their occurrence is
often not correlated to when other customer classes or the water utility system, as a whole, experience
peak demands. For example, the maximum day peak demand for the single family residential class may
occur in August and the maximum day peak demand for the commercial customer class may occur in
September. In contrast, the actual date of occurrence for total system coincident maximum day demand,
as measured by treatment plant production data, may be on August 15th.

The calculated non-coincident customer class peaking factors are then used to indirectly estimate the
contribution each individual customer class makes to total system coincident demand (for example, the
proportionate contribution of single family residential customers to total system maximum day demand).
The second industry approach, which is not used by AW, is to directly estimate the actual contribution
each individual customer class makes to total system coincident maximum day and maximum hour peak
load demands.

A more detailed discussion of the process of estimating the peaking factors for AW's retail and wholesale
customer classes is beyond the scope of this report. Table 7.3 shows the peaking factors used in the new
FY 2017 water cost of service model developed by the Raftelis Team. These peaking factors reflect an
average of calculated peaking factors based on actual historical customer class and total system coincident
demands for the years FY 2013, FY 2014, and FY 2015. Note that in general, the peaking factors shown in
Table 7.3 closely approximate the peaking factors used in AW's existing water cost of service model.
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S

Tabite T

SOFY 2017 Costomer Class Peaking bactons

Customar Class 5>+

Retail

Residential 1.51 2.30
Multi-Family 1.36 1.82
City Commercial 1.53 2.10
Residential CAP 1.62 2.25
Residential (Unused) 0.00 0.00
Spansion 1.32 1.84
NXP - Ed Bluestein Bivd 1.25 1.75
NXP - W William Cannon 1.35 1.89
Samsung 143 1.99
Novati 1.31 1.83
University of Texas 144 2.00

Wholesale

Creedmore-Maha 1.46 2.04
High Valley 1.44 2.02
Manor, City of 13.04 18.20
Mid Tex Utilities 2.65 3.71
Marsha Water 1.37 1.91
Morningside 1.45 2.02
Nighthawk 2.29 3.19
North Austin MUD 1.72 2.40
Northtown MUD 1.48 2.06
Rivercrest 1.86 2.60
Rollingwood 2.02 2.82
Shady Hollow 2.34 3.26
Sunset Valley MUD 1.83 2.56
Village of San Leanna 1.25 1.74
Water District 10 1.99 2.78
Wells Branch MUD 1.56 2.18
Southwest Water 1.31 1.84

7.2.3 CUSTOMER CLASS UNITS OF SERVICE

Step #3 in the process of analyzing customer consumption is the calculation of customer class units of
service. The AW water models (both existing and new) calculate customer class units of service for the
demand parameters listed below based on inputs such as forecast test year billed consumption, forecast
test year customer accounts and meter sizes, and the calculated maximum day and maximum hour
peaking factors. These units of service, along with the customer class cost pool assignments discussed in
Section 7.3.4, determine what percentage of the test year water utility revenue requirement is allocated
to each customer class.

e Annual Average Day Demand

e Maximum Day Extra Capacity Demand
e Maximum Hour Extra Capacity Demand
e Equivalent Accounts

e Equivalent Meters

e Equivalent Fire Meters
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Table 7.4 shows the test year FY 2017 customer class units of service used in the new water cost of service
model. Note that due to space limitations, units of service have not been shown for equivalent meters or
equivalent fire meters.

Table T4 FY 2017 Castomer Class Unity of Service

Equivalent

Retail ‘

Residential 36,285.1 32.6% 18,517 33.8% 28,666  41.2% 184,490 81.4%
Multi-Family 25,7317 23.1% 9,138 16.7% 11,873 17.1% 5,954 2.6%
Commercial 30,720.0 27.6% 16,301 29.8% 17,425  25.0% 17,860 7.9%
Residential CAP 3,621.5 3.3% 2,233 4.1% 2,308 3.3% 18,344 8.1%
Spansion 825.3 0.7% 264 0.5% 431 0.6% 2 0.0%
NXP - Ed Bluestein Bivd 1,184.1 1.1% 302 0.6% 587 0.8% 1 0.0%
NXP - W William Cannon 831.0 0.7% 295 0.5% 445 0.6% 1 0.0%
Samsung 4,629.3 4.2% 1,992 3.6% 2,613 3.8% 3 0.0%
Novati 183.6 0.2% 57 0.1% 95 0.1% 1 0.0%
University of Texas 956.9 0.9% 417 0.8% 542 0.8% 19 0.0%
Wholesale
Creedmore-Maha 2111 0.2% 97 0.2% 122 0.2% 3 0.0%
High Valley 17.8 0.0% 8 0.0% 10 0.0% 1 0.0%
Manor, City of 0.0 0.0% [o] 0.0% o] 0.0% 1 0.0%
Mid Tex Utilities 60.1 0.1% 99 0.2% 64 0.1% 1 0.0%
Marsha Water 32.2 0.0% 12 0.0% 17 0.0% 1 0.0%
Morningside 5.2 0.0% 2 0.0% 3 0.0% 1 0.0%
Nighthawk 33.8 0.0% a4 0.1% 31 0.0% 1 0.0%
North Austin MUD 802.6 0.7% 574 1.0% 547 0.8% 7 0.0%
Northtown MUD 760.0 0.7% 363 0.7% 445 0.6% 7 0.0%
Rivercrest 3075 0.3% 264 0.5% 227 0.3% 2 0.0%
Rollingwood 301.4 0.3% 306 0.6% 241 0.3% 3 0.0%
Shady Hollow 417.9 0.4% 558 1.0% 388 0.6% 2 0.0%
Sunset Valley MUD 287.8 0.3% 239 0.4% 209 0.3% 7 0.0%
Village of San Leanna 124 0.0% 3 0.0% 6 0.0% 1 0.0%
Water District 10 1,991.6 1.8% 1,973 3.6% 1,573 2.3% 4 0.0%
Wells Branch MUD 1,154.7 1.0% 649 1.2% 715 1.0% 7 0.0%
Southwest Water 13.2 0.0% 4 0.0% 7 0.0% 1 0.0%
Total System 111,378 100.0% 54,712  100.0% 69,591  100.0% 226,725  100.0%

(1) Billions of gallons. Average Day Demand = (Test Year Forecast Demand * 1.03 [to account for 3% System Water Losses])/365 days
{2) Billions of gallons, Maximum Day Extra Capacity Demand = {(Maximum Day Demand - Average Day Demand)
(3) Billions of gallons. Maximum Hour Extra Capacity Demand = (Maximum Hour Demand - Maximum Day Demand)

7.2.4 COST POOL ASSIGNMENTS

Step #4 in the process of analyzing customer water consumption is the assignment of customer classes to
cost pools. Cost pool assignments define the specific types of costs that are allocated to each AW retail
and wholesale customer class. For example, water treatment-related costs benefit all customers, both
retail and wholesale. Therefore, they are considered to be a joint, or common-to-all cost to be allocated
for recovery from both retail and wholesale customers. In contrast, costs associated with the AW water
distribution system are generally considered to be retail-only costs because wholesale customers due not
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benefit from AW's retail water distribution system. Instead, wholesale customers own and operate their
own distribution systems to serve their downstream retail customers. Table 7.5 shows the test year FY
2017 cost pool assignments for each water customer class.

oy

Table 7.5 FY 2017 Cost Pool Assigimaontds

Customer Class

Retail
Residential 100% 100% 0% 100% 100% 100%
Multi-Family 100% 100% 0% 100% 100% 100%
Commercial 100% 100% 0% 100% 100% 100%
Residential CAP 100% 100% 0% 100% 100% 100%
Spansion 100% 100% 0% 100% 100% 100%
NXP - Ed Bluestein Bivd 100% 100% 0% 100% 100% 100%
NXP - W William Cannon 100% 100% 0% 100% 100% 100%
Samsung 100% 100% 0% 100% 100% 100%
Novati 100% 100% 0% 100% 100% 100%
University of Texas 100% 100% 0% 100% 100% 100%
Wholesale
Creedmore-Maha 100% 0% 100% 0% 100% 100%
High Valley 100% 0% 100% 0% 100% 100%
Manor, City of 100% 0% 100% 0% 100% 100%
Mid Tex Utilities 100% 0% 100% 0% 100% 100%
Marsha Water 100% 0% 100% 0% 100% 100%
Morningside 100% 0% 100% 0% 100% 100%
Nighthawk 100% 0% 100% 0% 100% 100%
North Austin MUD 100% 0% 100% 0% 100% 100%
Northtown MUD 100% 0% 100% 0% 100% 100%
Rivercrest 100% 0% 100% 0% 100% 100%
Rotlingwood 100% 0% 100% 0% 100% 100%
Shady Hollow 100% 0% 100% 0% 100% 100%
Sunset Valley MUD 100% 0% 100% 0% 100% 100%
Village of San Leanna 100% 0% 100% 0% 100% 100%
Water District 10 100% 0% 100% 0% 100% 100%
Wells Branch MUD 100% 0% 100% 0% 100% 100%
Southwest Water 100% 0% 100% 0% 100% 100%

7.2.5 COST POOL DEMAND PARAMETER PERCENTAGES

Step #5 in the process of analyzing customer water consumption is the calculation of the customer class
demand parameter percentages associated with each cost pool. These percentages define the costs that
will be allocated to each customer class, for each demand parameter and each cost pool. This process
reflects the product of the customer class units of service percentages developed in the units of service
analysis (see Section 7.2.3) and the assignment of customer classes (see Section 7.2.4).

Table 7.6 shows the FY 2017 demand parameter percentages for the Joint cost pool. Table 7.7 shows the
FY 2017 demand parameter percentages for the Retail Only cost pool. Due to space limitations, the
demand parameter percentages for the Wholesale, Watershed Land Purchase, Lower Colorado River
Authority, and Reserve Fund cost pools have not been shown.
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By ¥ N ~ 7 .| Equivalent
‘ Base Max Day .. .. Equivalent Equivalent Fire .
! Demand Demand ... _ Attounts Moters ¢ | Connsctions |
i Residential 32.6% 33.8% 41.2% 81.4% 51.9% 51.9%
‘ Multi-Family 23.1% 16.7% 17.1% 2.6% 16.0% 16.0%
Commercial 27.6% 29.8% 25.0% 7.9% 24.1% 24.1%
Residential CAP 3.3% 4.1% 3.3% 8.1% 5.2% 5.2%
Spansion 0.7% 0.5% 0.6% 0.0% 0.1% 0.1%
NXP - Ed Bluestein Bivd 1.1% 0.6% 0.8% 0.0% 0.0% 0.0%
NXP - W William
Cannon 0.7% 0.5% 0.6% 0.0% 0.0% 0.0%
Samsung 4.2% 3.6% 3.8% 0.0% 0.2% 0.2%
Novati 0.2% 0.1% 0.1% 0.0% 0.1% 0.1%
University of Texas 0.9% 0.8% 0.8% 0.0% 0.7% 0.7%
Wholesale
Creedmore-Maha 0.2% 0.2% 0.2% 0.0% 0.0% 0.0%
High Valley 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Manor, City of 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Mid Tex Utilities 0.1% 0.2% 0.1% 0.0% 0.0% 0.0%
Marsha Water 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Morningside 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Nighthawk 0.0% 0.1% 0.0% 0.0% 0.0% 0.0%
North Austin MUD 0.7% 1.0% 0.8% 0.0% 0.4% 0.4%
Northtown MUD 0.7% 0.7% 0.6% 0.0% 0.4% 0.4%
Rivercrest 0.3% 0.5% 0.3% 0.0% 0.1% 0.1%
Rollingwood 0.3% 0.6% 0.3% 0.0% 0.1% 0.1%
Shady Hollow 0.4% 1.0% 0.6% 0.0% 0.0% 0.0%
Sunset Valiey MUD 0.3% 0.4% 0.3% 0.0% 0.2% 0.2%
Village of San Leanna 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Water District 10 1.8% 3.6% 2.3% 0.0% 0.2% 0.2%
Wells Branch MUD 1.0% 1.2% 1.0% 0.0% 0.2% 0.2%
Southwest Water 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total System 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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Table 7.7 FY 2017 Retail Cos Pool BDomand Parawaeter Dorvoniages

i N SN A T, Equivalent
Base Max Day R AN st
Do - Demand D . &, i )

Retail

Residential 34.6% 37.4% 44.1% 81.4% 52.8% 52.8%
Multi-Family 24.5% 18.5% 18.3% 2.6% 16.3% 16.3%
Commercial 29.3% 32.9% 26.8% 7.9% 24,5% 24.5%
Residential CAP 3.5% 4.5% 3.6% 8.1% 5.3% 5.3%
Spansion 0.8% 0.5% 0.7% 0.0% 0.1% 0.1%
NXP - Ed Bluestein Blvd 1.1% 0.6% 0.9% 0.0% 0.0% 0.0%
NXP - W William Cannon 0.8% 0.6% 0.7% 0.0% 0.0% 0.0%
Samsung 4.4% 4.0% 4.0% 0.0% 0.2% 0.2%
Novati 0.2% 0.1% 0.1% 0.0% 0.1% 0.1%
University of Texas 0.9% 0.8% 0.8% 0.0% 0.7% 0.7%
Wholesale 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Creedmore-Maha 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
High Valley 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Manor, City of 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Mid Tex Utilities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Marsha Water 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Morningside 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Nighthawk 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
North Austin MUD 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Northtown MUD 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Rivercrest 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Rollingwood 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Shady Hollow 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Sunset Valley MUD 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Village of San Leanna 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Water District 10 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Wells Branch MUD 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Southwest Water 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total System 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

7.3 OVERVIEW OF THE COST ALLOCATION PROCESS

The process of allocating costs to water customer classes results in the determination of the test year
revenue requirement from rates. Table 7.8 summarizes this process.

Table 7.8: Determination of Customer Class Revenue Requirowment

— e X ;
1 Allocated D I N
- O8M Expenses N, a ﬁed casgg
Test Year Test Year Test Year Test Year
O&M Expenses Other Costs Fund Transfer Capital Costs Total Costs
+/-Wholesale +/-Wholesale +/- Wholesale +/-Wholesale Wi rotal.
Adjustments Adjustments Adjustments Adjustments Adjustments
+ O&M Non-Rate na n/a + Capital Non-Rate + Total Non-
Revenues e - Revenues Rate Revenues
Customer Class Customer Class Customer Class Customer Class Total Customer
O&M Expense + Other Cost General Fund + Capital Cost — Class Cost
Revenue Revenue Transfer Revenue Revenue - Revenue
Requirement Requirement Requirement Requirement Requirement
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Table 7.9 summarizes the steps in cost allocation process used in the new AW water cost of service model
developed by the Raftelis Team. Each of these steps is completed in order to determine the customer
class revenue requirement for O&M Expenses, Other Costs, General Fund Transfers, and Capital Costs.
Unless otherwise noted in the subsequent discussion, the cost allocation process is similar to that used in
AW's existing water cost of service model. Section 7.4 of this report provides a comprehensive example
of the allocation of O&M expenses to customer classes.

‘Table 7.9: Steps in the Watev Cost Allocation Process

Steps in the Water Cost Allocation Process (Applicable to All Revenue Requirement Components}
Step #1: Step #2: Step #3: Step #4: Step #5:
Functionalize Costs Assign Allocate the Costs Distribute Gross Determine the Net

Functionalized Costs Assigned to Cost Customer Class Customer Class
* Raw Water to Cost Pools Pools to Demand Revenue Revenue
o Treatment Parameters Requirement Requirement Before
» Pumping e Joint Additional
» Storage « Retail Only * Base Demand Functionalized Costs Adjustments {See
* Transmission « Wholesale Only * Max Day Demand in Each Cost Pool Section 7.10 of
¢ Distribution * Watershed Land & Max Hour Demand X Report)
» Meters Purchases ¢ Eguivalent Customer Class
& Customer Service = Lower Colorado Accounts Demand Parameter
« Small Calls River Authority « Equivalent Meters Percentage for Each

Water Rights » Equivalent Fire Cost Pool
* Reserve Fund Meters

7.4 EXAMPLE OF THE COST ALLOCATION PROCESS: O&M EXPENSES

7.4.1 ALLOCATION OF O&M EXPENSES TO FUNCTION

To provide an example of the process of allocating costs to customer classes, this section of the report
provides a comprehensive example of the process followed to allocate O&M expenses to customer
classes.

Step #1 in the process of allocating costs to customer classes is to allocate the O&M expenses to functional
categories. Each O&M expense included in the test year revenue requirement is allocated to specific
functional categories based the type of operational activity the cost is incurred to provide. Table 7.10
presents a summary of the functionalized FY 2017 test year O&M revenue requirement.
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N

Tabie 7.1 O8O Uxpenses - Sumumary Allocation to tunction

Functional Cate DOnsSy
Raw Water $2,038,490
Treatment Average Day 41,636,702
Treatment Facilities 6,853,492
Pump Stations & Booster Stations 7,046,858
Pump Stations Power 2,939,251
Tanks/ Reservoirs 782,984
Transmission Mains 12,875,088
Distribution Mains 24,444,008
Direct Fire 2,185,332
Retail Meters & Services 3,332,266
Meters & Services 4,711,268
Watershed Land Purchases 0
LCRA Water Rights 0
Customer Service 20,595,331
Smali Calls 1,941,258
Total O&M Expenses $131,382,329

7.4.2 ASSIGNMENT OF O&M EXPENSES TO COST POOLS

Step #2 in the process of allocating costs to customer classes is to assign functionalized O&M expenses to
cost pools based on which functions serve each cost pool. Table 7.11 presents the cost pool assignments
of the functionalized FY 2017 test year O&M revenue requirement.

Table 7.11: O&M Expenses - Cost Pool Assignments

Raw Water

$2,038,490 $0 $0 $0 $0 $0 $2,038,490
Treatment Average Day 41,636,702 0 0 0 0 0 41,636,702
Treatment Facilities 6,853,492 0 0 0 0 0 6,853,492
Pump Stations & Booster
Stations 7,046,858 0 0 0 0 0 7,046,858
Pump Stations Power 2,939,251 0 0 0 0 0 2,939,251
Tanks/ Reservoirs 782,984 0 0 0 0 4] 782,984
Transmission Mains 12,875,088 0 0 0 0 0 12,875,088
Distribution Mains 0 24,444,008 0 0 0 0 24,444,008
Direct Fire 0 2,185,332 0 0 0 0 2,185,332
Retail Meters & Services 0 3,332,266 0 0 0 0 3,332,266
Meters & Services 4,711,268 0 0 0 0 0 4,711,268
Watershed Land
Purchases 0 0 0 0 0 0 0
LCRA Water Rights 0 0 0 0 0 0 0
Customer Service 20,595,331 0 0 0 0 0 20,595,331
Small Calls 1,941,258 0 0 Q 0 0 1,941,258
Total O&M Expenses $101,420,723 $29,961,606 $0 $0 $0 $0  $131,382,329

7.4.3 O&M EXPENSE COST POOL DEMAND PARAMETER ALLOCATIONS

Step #3 in the process of allocating costs to customer classes is to allocate functionalized O&M expenses
in each cost pool to specific demand parameters based on the type(s) of demands they are used to serve.
Table 7.12 presents the summation of the allocation of 0&M expenses to the demand parameters across
all cost pools.
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-

Tabie 71

20 O8N BEvpenses - Allocation o Dentand Pavaneiers

Sum of < S
ﬁase ] Customer | * .
Alioralions K . Niocaﬂcns Alocations |- Allocations
Across All ‘Across All | Across All
, Cost Pools | 2Cost Pools .1 Cost Pools
Raw Water $2,038,490 $0 $0 $0 $0 $0 $2,038,490
Treatment
Facilities 4,595,855 2,257,637 0 0 0 0 6,853,492
Chemicals &
Power 46,517,211 0 0 0 0 0 46,517,211
Pump & Booster
Stations 7,046,858 0 0 0 0 0 7,046,858
Tanks/ Reservoirs 525,058 257,926 0 0 782,984
Transmission
Mains 8,633,853 4,241,236 0 0 0 0 12,875,088
Distribution Mains 11,005,176 5,191,358 6,813,225 0 0 1,434,248 24,444,008
Fire 0 0 0 0 0 2,185,332 2,185,332
Meters & Services 0 0 0 0 8,043,534 0 8,043,534
Customer Service ] ] 0 20,595,331 0 0 20,595,331
Total O&M
Expenses $80,362,502 $11,948,157 $6,813,225 $20,595,331 $8,043,534  $3,619,580 $131,382,329

7.4.4 CUSTOMER CLASS GROSS O&M EXPENSE REVENUE REQUIREMENT

Step #4 in the process of allocating costs to customer classes is determine the gross O&M expenses
allocated to each customer class before the consideration of wholesale adjustments and non-rate
revenues. This is accomplished using the following formula:

Functionalized Customer Class Demand Gross Customer Class
Summation of: Costsin Each x  Parameter Percentages = Revenue Requirement before
Cost Pool for Each Cost Pool Wholesale Adjustments and

Non-Rate Revenue Offsets

For example, all base load demand costs are associated with the joint cost pool. Further, $80,362,502 in
base demand costs have been allocated across all cost pools (see Table 7.12). The single family residential
customer proportionate share of base demand units of service is 32.6% (see Table 7.6). Thus, as shown in
Table 7.13, the amount of base costs included in the revenue requirement for single family residential
customers is $26,399,715 ($80,362,504 X 32.6%).

Table 7.13 presents the gross O&M expense revenue requirement for each customer class pefore the
consideration of wholesale adjustments and non-rate revenue offsets.
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Table 713 Gistomer Gluss Gross NAM BExpense Revenue Regutremiom

: custoger | teter
L -Customar Class. Demand rsiome Mate

Retail
Residential $26,399,715 $4,228,129 $3,005417 $16,758,789 $4,203,650 $1,911,398 $56,507,098
Muiti-Family 18,721,435 2,086,538 1,244,828 540,874 1,295,839 589,217 24,478,731
Commercial 22,350,777 3,722,144 1,826,862 1,622,335 1,954,014 888,489 32,364,620
Residential CAP 2,634,854 509,778 241,983 1,666,339 417,972 190,052 5,660,977
Spansion 600,490 60,303 45172 182 8,552 3,889 718,587
NXP - Ed Bluestein

Bivd 861,517 68,851 61,520 91 3,311 1,505 996,795
NXP - W William

Cannon 604,574 67,318 46,648 91 3,311 1,505 723,446
Samsung 3,368,103 454,963 273,981 273 15,725 7,150 4,120,195
Novati 133,574 13,044 9,983 91 5,242 2,383 164,317
University of Texas 696,225 95,304 56,832 1.726 52,762 23,991 926,840
Total Retail 76,371,263 11,306,371 6,813,225 20,590,789 7,960,377 3,619,580 126,661,606

Wholesale
Creedmore-Maha 131,472 11,953 0 273 642 0 144,339
High Valley 11,104 980 0 91 80 0 12,255
Manor, City of 20 49 0 91 281 0 441
Mid Tex Utilities 37,415 12,274 0 91 1,925 0 51,705
Marsha Water 20,061 1,467 0 91 80 0 21,699
Morningside 3,224 285 0 91 80 0 3,680
Nighthawk 21,056 5,380 0 M 281 0 26,807
North Austin MUD 499,808 70,927 0 636 19,287 0 590,658
Northtown MUD 473,272 44,852 0 636 17,964 0 536,724
Rivercrest 191,459 32,654 0 182 6,095 0 230,389
Rollingwood 187,676 37,832 0 273 3,007 0 228,788
Shady Hollow 260,228 68,905 0 182 2,005 0 331,320
Sunset Valley MUD 179,238 29,538 0 636 10,999 0 220,411
Village of San Leanna 7,751 378 0 91 281 ¢ 8,500
Water District 10 1,240,188 243,635 0 363 9,062 0 1,493,248
Wells Branch MUD 719,077 80,174 0 636 10,085 0 808,971
Southwest Water 8.189 506 0 91 1.002 0 9,788
Total Wholesale 3,991,239 641,786 0 4,542 83,157 0 4,720,723

Total O&M Expenses 80,362,502 11,948,157 6,813,225 20,595,331 8,043,534 3,619,580 131,382,329

7.4.5 CUSTOMER CLASS NET O&M EXPENSE REVENUE REQUIRMENT

Step #5 and final step in the process of allocating costs to customer classes is determine the net O&M
expenses allocated to each customer class gfter the consideration of wholesale adjustments and non-rate
revenues. Table 7.14 presents the allocation of O&M expenses to each customer class after the
consideration of wholesale adjustments and non-rate revenue offsets.
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Table Tk Costoner Ulass Not 8&M Expense Rovenne Requvemend

~‘ 2 ~ . w;%?*ég%i? X ~:.~ T R JRER
- Adjustm¥its ) -OthepQost
Reaflocated to ‘Non-Rate !
S ciRatalle ] Re
Residential $56,507,098 $48,378 ($1,523,691) $55,031,784
Multi-Family 24,478,731 33,249 (265,211) 24,246,769
Commercial 32,364,620 40,503 (434,549) 31,970,574
Residential CAP 5,660,977 4,880 (151,038) 5,514,819
Spansion 718,587 1,058 (4,722) 714,924
NXP - Ed Bluestein Blivd 996,795 1,507 (5,622) 992,679
NXP - W William Cannon 723,446 1,069 (4,413) 720,102
Samsung 4,120,195 6,003 (25,914) 4,100,284
Novati 164,317 236 (1,340) 163,213
University of Texas 926,840 1.247 (9,830) 918,257
Total Retail 126,661,606 138,130 (2,426,331) 124,373,405
Wholesale

Creedmore-Maha 144,339 (4,447) (1,598) 138,294
High Valley 12,255 (384) (139) 11,731
Manor, City of 441 (16) (5) 420
Mid Tex Utilities 51,705 (1,.379) (451) 49,875
Marsha Water 21,699 (681) (247) 20,771
Momingside 3,680 {121) (44) 3,516
Nighthawk 26,807 (757) (258) 25,792
North Austin MUD 590,658 (17,300) (6,008) 567,350
Northtown MUD 536,724 (16,148) (5,691) 514,884
Rivercrest 230,389 {6,663) (2,301) 221,425
Rollingwood 228,788 (6,574) (2,269) 219,945
Shady Hollow 331,320 {9,240) (3,142) 318,938
Sunset Valley MUD 220,411 (6,344) (2,166) 211,901
Village of San Leanna 8,500 271) (98) 8,132
Water District 10 1,493,248 (43,072) (14,945) 1,435,231
Wells Branch MUD 809,971 (24,437) (8,675) 776,859
Southwest Water 9,788 (294) (o) 9.393
Total Wholesale 4,720,723 (138,130) (48,137) 4,534,456
Total O&M Expenses $131,382,329 $0 ($2,474,468) $128,907,861

7.5 KEY DIFFERENCES IN THE WATER COSY OF SERVICE MQDELS

There are two important things to note about the results of the O&M expense cost allocation shown Table
7.14. First, as noted previously in this report, the existing AW water and wastewater cost of service models
do not transparently reflect wholesale adjustments. Thus, the treatment of wholesale adjustments shown
in Table 7.14 differs significantly from that used in AW's existing water cost of service model. This is true
for both O&M expense wholesaie adjustments and the capital cost wholesale adjustments.

Second, in order to more accurately assign non-rate revenues to functions, the non-rate revenue
adjustments shown in Table 7.14 have been allocated to functional categories based on a line item review
of each non-rate revenue item. In the current AW water cost of service model, non-rate revenues are
allocated to function based on the percentage outcomes of the gross O&M expense allocation process
(i.e., they mimic the functional allocation of gross O&M expenses.)
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7.6 CUSTOMER CLASS GTHER COSYT REVENUE REQUIREMENT

Due to space limitations, the process of allocating Other Costs to customer classes is not shown in detail.
As noted previously, Other Costs consist of: 1) Watershed Land Purchases which represent the annual
debt service payments for AW's purchase of land to protect the watersheds that drain into its raw water
supply; 2) Lower Colorado River Authority (LCRA) Water Rights which represents the annual debt service
payments for AW's purchase of additional LCRA water rights to enhance its water supply portfolio; and,
3) a transfer to the special reserve fund used by AW to maintain the adequacy of its water utility
operational cash reserves. Due to concerns regarding the benefit received by wholesale customers from
AW's watershed land purchases, these costs are not allocated to wholesale customers in the existing AW
water cost of service model or the new AW water cost of service model developed by the Raftelis Team.
Table 7.15 presents the allocation of Other Costs to customer classes. Note that there are no wholesale
adjustments or non-rate revenue offsets associated with the Other Cost revenue requirement.
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Table 7 1R Customer Chiass Yot Other Cost Revenue Reguiroment

Total Gross | yale N e
Othor Cost Adjustments \ Cuost Net Qther Cost
‘ aventio Reallocated to ;< S B -
“Customer Class Regt ¥ d Ratall
Retail
Residential $4,730,874 $0 $0 $0
Multi-Family 2,694,130 0 0 0
Commercial 3,649,539 0 0 0
Residential CAP 252,792 0 0 0
Spansion 87,431 0 0 0
NXP - Ed Bluestein Bivd 111,080 0 0 0
NXP - W William Cannon 79,770 0 0 0
Samsung 453,939 0 0 0
Novati 18,330 0 0 0
University of Texas 121,967 0 0 0
Total Retail 12,199,851 0 0 0
Wholesale
Creedmore-Maha 16,562 0 0 0
High Valley 1,313 0 0 0
Manor, City of 0 0 0 0
Mid Tex Utilities 4,574 0 0 0
Marsha Water 2,412 0 0 0
Momingside 484 0 0 ]
Nighthawk 2,467 0 0 0
North Austin MUD 54,674 0 0 0
Northtown MUD 47,700 0 0 0
Rivercrest 26,833 0 0 0
Rollingwood 28,004 0 0 0
Shady Hollow 38,159 0 0 0
Sunset Valley MUD 23,122 0 0 0
Viliage of San Leanna 1,008 0 0 0
Water District 10 138,263 0 0 0
Welis Branch MUD 73,404 0 0 0
Southwest Water 1.418 0 0 0
Total Wholesale 459,398 0 0 0
Total Other Costs $12,659,249 $0 $0 $0

7.7CUSTOMER CLASS GENERAL FUND TRANSFER REVENUE REQUIREMENT

As noted previously, the annual test year revenue requirement for AW's water and wastewater utilities
includes a transfer to the City of Austin's General Fund. The rates paid by all water and wastewater utility
customers, both retail and wholesale, contribute to the payment of the General Fund transfer which is
currently set 8.2% of the three-year average of AW's total revenue AW's retail rate revenue. Within the
water and wastewater cost of service models, the General Fund Transfer is referred to as a revenue
allocated cost because the amount of the transfer included in the cost of service for each customer class
is based on their proportionate contribution to overall system revenue revenues. The test year FY 2017
water utility revenue requirement includes a General Fund transfer of $22,587,681. Table 7.16 presents
the allocation of General Fund Transfers to customer classes. Note that there are no wholesale
adjustments or non-rate revenue offsets associated with the General Fund Transfer revenue requirement.
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Table 7.16: Net Genorat Vaid Transior Revenwe Reguirement

e Toié\j:amss’iv‘ 3 t‘:‘ : ., NN
General Fund Whotksale ] General Fund

Transfer Adjustments | Yransfer' .| Fund Transfer
Revenue: -Reallocated to Non-Rate Reven

- Customer Class Requirement .0 Refall . i1 Revenue Difset

Retail
Residential $8,441,217 $0 $0 $0
Multi-Family 4,807,090 0 0 0
Commercial 6,511,809 0 0 0
Residential CAP 451,052 0 0 0
Spansion 156,001 0 0 0
NXP - Ed Bluestein Blvd 198,197 0 0 0
NXP - W William Cannon 142,332 0 0 0
Samsung 809,956 0 0 0
Novati 32,707 0 0 0
University of Texas 217.624 0 0 0
Total Retail 21,767,985 0 0 0

Wholesale
Creedmore-Maha 27,767 0 0 0
High Valley 2,343 0 0 0
Manor, City of 0 0 0 0
Mid Tex Utilities 8,161 0 0 0
Marsha Water 4,304 0 0 0
Morningside 863 0 0 0
Nighthawk 4,401 0 0 0
North Austin MUD 97,553 0 0 0
Northtown MUD 85,111 0 0 0
Rivercrest 47,878 0 0 0
Rollingwood 49,968 0 0 0
Shady Hollow 68,086 0 0 0
Sunset Valley MUD 41,255 0 0 0
Village of San Leanna 1,799 0 0 0
Water District 10 246,700 0 0 0
Welis Branch MUD 130,974 0 (] 0
Southwest Water 2,531 0 0 0
Total Wholesale 819,696 0 0 0

Total General Fund

Transfers $22,587,681 $0 $0 $0

7.8 CUSTOMER CLASS NET CAPITAL COST REVENUE REQUIREMENT

Table 7.17 presents the allocation of capital costs to each customer class after the consideration of
wholesale adjustments and non-rate revenue offsets. It is important to note that the capital cost non-rate
revenue offsets shown in Table 7.17 have been allocated to functions based on the overall functional
allocation percentages for AW's water utility assets. This method, which provides an accurate assignment
of capital cost related non-rate revenues to functions, is also used in AW's existing water cost of service
model. However, it differs from the process used to allocate O&M expense non-rate revenue offsets in
the new AW water cost of service model developed by the Raftelis Team (see the discussion in Section 7.5
of this report).
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Table 717 Custoer Class Net Capital Cost Revenue Beguireinent

Total Gross CWholesale | © 0 T XTUTYIU U w8

Capltal Cost "Adjustments ' |- Capital Cost. | NetCapital Cost
S ‘Revenue Reallocgfed to Non-Rdte @ 'I* “Revdhue
‘Customer Class . Requirement Retall " | RavenueDffset | . Reguirement .

Retait
Residential $45,278,213 $0 ($1,444,637) $43,833,576
Multi-Family 27,486,307 0 (865,719) 26,620,589
Commercial 37,176,867 0 (1,172,416) 36,004,451
Residential CAP 4,741,282 0 (150,852) 4,590,430
Spansion 845,175 0 {26,396) 818,779
NXP - Ed Bluestein Blvd 1,149,413 0 (35,841) 1,113,572
NXP - W William Cannon 869,153 0 {27,100) 842,053
Samsung 5,100,523 0 (158,969) 4,941,554
Novati 188,858 0 {5,924) 182,933
University of Texas 1.088.926 1] (34.323) 1054603
Total Retail 123,924,716 0 (3,922,177) 120,002,538

Wholesale
Creedmore-Maha 198,556 0 (6,066) 192,491
High Valley 16,630 0 {508) 16,122
Manor, City of 379 0 (15) 364
Mid Tex Utilities 101,723 0 (3.121) 98,602
Marsha Water 28,499 0 (871) 27,628
Morningside 4,854 0 (149) 4,705
Nighthawk 49,260 0 (1,504) 47,756
North Austin MUD 889,452 0 (27,366) 862,086
Northtown MUD 730,169 0 (22,509) 707,660
Rivercrast 367,722 0 {11,285) 356,436
Rollingwood 388,488 0 (11,874) 376,614
Shady Hollow 620,336 0 (18,913) 601,423
Sunset Valley MUD 341,185 0 (10,542) 330,644
Village of San Leanna 10,164 0 (314) 9,850
Water District 10 2,530,938 0 (77,221) 2,453,717
Wells Branch MUD 1,162,873 0 {35,595) 1,127,277
Southwest Water 11,554 0 (366} 11,188
Total Wholesale 7.452,781 0 {228,220) 7,224,561

Total Capital Costs $131,377,497 $0 ($4,150,397) $127,227,099

7.2 TOTAL NET WATER CUSTOMER CLASS REVENUE REQUIREMENT BEFORE
ADJUSTMENT

The test year FY 2017 net water customer class revenue requirement before the consideration of any
additional adjustments (see Section 7.10) is calculated by summing the customer class revenue
requirements for: O&M expenses, Other Costs, General Fund Transfers, and Capital Costs. Table 7.18
presents the final net water customer class revenue requirement.
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Table 7.0 Customer Llass Net Revenue Reguivemoent Sefore Additonal Adinstments

K .f‘: TNy ‘* \ m 0‘ @a!e: )
Total Gross Adjustments’ "
S, Revénue’ ‘Reallocated to |

-Customer Class equirement . 1 Retall .

Retail
Residential $114,957,401 $48,378 ($2,968,328) $112,037,451
Multi-Family 59,466,259 33,249 (1,130,930) 58,368,578
Commercial 79,702,834 40,503 (1,606,965) 78,136,372
Residential CAP 11,106,104 4,880 (301,891) 10,809,093
Spansion 1,807,194 1,058 {31,118) 1,777,134
NXP - Ed Bluestein Blvd 2,455,484 1,507 (41,463) 2,415,528
NXP - W William Cannon 1,814,701 1,069 (31,513) 1,784,257
Samsung 10,484,613 6,003 (184,883) 10,305,732
Novati 404,211 236 {7,264) 397,183
University of Texas 2,355,357 1,247 (44.153) 2,312,451
Total Retail 284,554,157 138,130 (6,348,508) 278,343,779

Wholesale
Creedmore-Maha 386,224 (4,447) (7,664) 374,113
High Valley 32,541 (384) (647) 31,510
Manor, City of 820 (16) (20) 784
Mid Tex Utilities 166,163 (1,379) (3,572) 161,212
Marsha Water 56,914 (681) (1,117) 55,116
Momingside 9,880 (121) (193} 9,567
Nighthawk 82,935 (757) (1,762) 80,416
North Austin MUD 1,632,337 (17,300) (33,374) 1,581,663
Northtown MUD 1,399,704 (16,148) (28,200) 1,355,356
Rivercrest 672,822 (6,663) (13,587) 652,572
Rollingwood 695,248 (6,574) (14,143) 674,531
Shady Hollow 1,057,900 (9,240} (22,085) 1,026,606
Sunset Valley MUD 625,973 (6,344) (12,708) 606,922
Village of San Leanna 21,472 271) 412) 20,789
Water District 10 4,409,149 (43,072) (92,167) 4,273,911
Wells Branch MUD 2,177,222 (24,437) {44,271) 2,108,514
Southwest Water 25,291 (294) (467) 24.530
Total Wholesale 13,452,598 {138,130) (276,357) 13,038,111

Total Net Water Utility

Revenue Requirement

before Additional $298,006,755 $0 ($6,624,865) $291,381,890

Adjustments

710 TOTAL WATER CUSTOMER CLASS REVENUE REQUIREMENT AFTER
ADDITIONAL ADJIUSTMENTS

The test year FY 2017 net water customer class revenue requirement shown in Table 7.18 must be
adjusted for two additional items before finalizing the FY 2017 water customer class revenue
requirements. The first item is the special reserve fund surcharge of $0.19 per thousand gallons imposed
on all customer billed consumption (both retail and wholesale customers) that adds $7.12 million to the
test year FY 2017 revenue requirement.
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The second item is the $0.14 per thousand gallons CBC that will be used to help subsidize the water rates
paid by single family residential retail customers enrolled in AW's Customer Assistance Program (CAP).
This surcharge applies to all retail customers except single family residential CAP customers. This item
does not result in an increase to the test year FY 2017 revenue requirement. Instead, it results in a
$5,023,465 reduction in the revenue requirement for single family residential CAP customers and an
offsetting increase in the revenue requirement for other retail customers.

Both items are discussed in more detail in Section 8.3 of this report. Table 7.19 presents the final water
customer class revenue requirement after making these two adjustments.

Table 7.19: Final Post-Adjustment (ustomer Class Revenue Reguireent

Total Net Adjustment for | Adjustinent for' Nhin:
Revenusl . | Reserve Fy _ Community |*
Requiremént Surchary 1 Benefit Charge

Retail
Residential $112,037,451 $2,440,880 $1,798,542 $116,276,873
Mutti-Family 58,368,578 1,730,956 1,275,440 61,374,974
Commercial 78,136,372 2,066,520 1,522,701 81,725,593
Residential CAP 10,809,093 243,614 (5,023,465) 6,029,242

. Spansion 1,777,134 55,521 40,910 1,873,565
NXP - Ed Bluestein Blvd 2,415,528 79,657 58,693 2,553,878
NXP - W William Cannon 1,784,257 55,898 41,188 1,881,343
Samsung 10,305,732 311,410 229,460 10,846,602
Novati 397,183 12,350 9,099 418,632
University of Texas 2,312,451 64,372 47,432 2,424,255
Total Retail 278,343,779 7,061,178 0 285,404,957

Wholesale
Creedmore-Maha 374,113 7,704 0 381,817
High Valley 31,510 653 0 32,163
Manor, City of 784 0 0 784
Mid Tex Utilities 161,212 2,196 0 163,408
Marsha Water 55,116 1,175 0 56,291
Morningside 9,567 190 0 9,757
Nighthawk 80,416 1,235 0 81,651
North Austin MUD 1,581,663 0 0 1,581,663
Northtown MUD 1,355,356 0 0 1,355,356
Rivercrest 652,572 11,221 0 663,793
Rollingwood 674,531 10,999 0 685,530
Shady Hollow 1,026,606 15,252 0 1,041,858
Sunset Valley MUD 606,922 10,506 0 617,428
Village of San Leanna 20,789 456 0 21,245
Water District 10 4,273,911 0 0 4,273,911
Wells Branch MUD 2,108,514 0 0 2,108,514
Southwest Water 24,530 480 0 25,010
Total Wholesale 13,038,111 62,067 0 13,100,178

Total Water Utility Revenue

Requirement after Additional

Adjustments $291,381,890 $7,123,245 $0 $298,505,135
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711 COMPARISON OF EXISTING AND NEW WATER COST OF SERVIC

Table 7.20 presents a comparison of the test year FY 2017 customer class cost of service calculated in the
existing AW water cost of service model and the new water cost of service model developed by the Raftelis

Team.

Table 7.20: Conaparison of Water Cost of Service Madels

| CustomerClass |~Customer Class
Costof Service | Cost of Service
" inExisting.. i inNew
TN . Costof Service | Costof Servide
Customer Class ~Modet .o 0 1 . Model
Retail
Residential $115,622,785 $116,276,873 $654,088 0.6%
Multi-Family 61,577,212 61,374,974 (202,238) -0.3%
Commercial 81,732,841 81,725,593 (7,247) 0.0%
Residential CAP 6,736,309 6,029,242 (707,066) -11.7%
Spansion 1,867,455 1,873,565 6,110 0.3%
NXP - Ed Bluestein Blvd 2,500,224 2,553,878 53,654 21%
NXP - W William Cannon 1,917,286 1,881,343 (35,943) -1.9%
Samsung 10,772,330 10,846,602 74,272 0.7%
Novati 418,994 418,632 (362) -0.1%
University of Texas 2429072 2,424,255 (4.817) -0.2%
Total Retail 285,574,508 285,404,957 (169,551) 0.1%
Wholesale
Creedmore-Maha 392,036 381,817 (10,219) -2.7%
High Valley 36,455 32,163 (4,292) -13.3%
Manor, City of 780 784 4 0.5%
Mid Tex Utilities 151,138 163,408 12,270 7.5%
Marsha Water 66,613 56,291 (10,322) -18.3%
Morningside 12,252 9,757 (2,495) -25.6%
Nighthawk 66,369 81,651 15,282 18.7%
North Austin MUD 1,587,954 1,581,663 (6,291) -0.4%
Northtown MUD 1,317,778 1,355,356 37,577 2.8%
Rivercrest 661,544 663,793 2,250 0.3%
Rollingwood 680,314 685,530 5,216 0.8%
Shady Hollow 1,047,844 1,041,858 (5,987) -0.6%
Sunset Valley MUD 569,208 617,428 48,220 7.8%
Village of San Leanna 21,848 21,245 (602) -2.8%
Water District 10 4,183,574 4,273,911 90,337 2.1%
Wells Branch MUD 2,107,515 2,108,514 998 0.0%
Southwest Water 27,405 25,010 (2,395) -9.6%
Total Wholesale 12,930,627 13,100,178 169,551 1.3%
Total Water Utility Revenue
Requirement $298,505,135 $298,505,135 (%50) 0.0%
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8. WATER COST OF SERVICE RATES

8.1 WATER RATE DESIGN INTRCDUCTION

Once the customer class cost responsibility is determined, the next step is to design customer rate
schedules to recover the revenues required from each customer class, which is the focus of discussion in
this section. The rate design analysis will illustrate how revenues are to be collected within each class by
updating, or in certain cases adapting the current rate structure to more accurately satisfy AW'’s
objectives.

8.2 WATER USER CHARGES DISCLAIMER

As previously mentioned in Section 2.4, this study did not result in a schedule of water rates that were to
be considered by City Council for approval. Instead, the primary objective of the study was to refine the
current cost of service methodology and then work that methodology into a new model to be used for
future annual updates.

The rates shown within this section are provided for demonstrative purposes only; they are what the FY
2017 rates would have been if the new water cost of service model and refined cost of service
methodologies developed by the Raftelis Team were used rather than AW’s “Existing” model and
methodology. Additionally, the rates presented below as “New Model Rates” represent full cost of service
rates by class as determined in Section 7.

8.3 WATER VOLUMETRIC SURCHARGES

In addition to the user charges that will be presented below by customer class, AW uses surcharges to
fund special initiatives.

8.3.1 RESERVE FUND SURCHARGE

An initiative of the Joint Committee in 2012 and 2013 was to establish a reserve fund for water service
that could be used in times of significant fluctuations in revenues resulting from changes in customer
demand from drought and/or other reasons. This reserve fund can only be used with City Council
authorization. The target “fund balance” for the Reserve Fund Surcharge (RFS) is 120 days of annual O&M
expenses, and is assessed to all customer classes. For retail classes, the FY 2017 uniform RFS is $0.19 per
thousand gallons. For wholesale customers, the RFS is $0.10 per thousand gallons. For wholesale customer
petitioners?, the RFS is waived until further notice, but it is the intent of AW to re-introduce the RFS for
the petitioners.

2 The four wholesale customers, known as “the petitioners” are North Austin MUD, Northtown MUD, Water District
10, and Wells Branch MUD.
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In the water rate schedules provided in this section, the RFS is included in both the 2017 Approved Rates
and the New Model Rates at $0.19 and $0.10 per thousand gallons for retail and wholesale customers,
respectively.

8.3.2 COMMUNITY BENEFIT CHARGE

AW currently provides discounts to customers challenged in paying their utility bills through a customer
assistance program (CAP). CAP customers have discounts that cover their water and wastewater fixed
charges and discounted water volumetric rates. AW is seeking to implement a CBC that will be a uniform
volumetric rate applied to all retail billed water and wastewater volume as a per thousand gallons rate.
This will provide greater transparency in AW’s charges; the revenue collected from the CBC will be used
exclusively for CAP customers and other affordability initiatives. For this version of the modei, the CBC is
set at $0.14 per thousand gallons, but may change prior to City Council review based on continued
calculations of the revenue needed from the CBC.

In the water rate schedules provided in this section, the CBC is included in the New Model Rates retail
customers.

8.4 RESINENTIAL WATER RATES

Residential customers are assessed user charges that are a combination of fixed fees/charges and
volumetric or usage based rates.

8.4.1 RESIDENTIAL WATER FIXED CHARGE

For its residential customers, AW currently has in place two forms of fixed user charges. One, a more
traditional fixed charge, is based on the size of the customer’s water meter while the other is a fixed
charged that varies by usage within defined tiers; a tiered structure based on each customer’s level of
monthly consumption. The volumetric thresholds for this second fixed charge align with the thresholds
for the volumetric rates shown in the next section.

In developing the fixed charge by meter size Raftelis used different meter equivalency ratios than those
historically used by AW. Meter equivalency ratios are introduced in Section 7 and are used for both cost
allocation and development of meter charges.

The tiered fixed charges are the result of AW including additional fixed charges to achieve a level of
revenue for fixed revenue recovery. This target level varies by customer class and is being phased in over
time to meet overall utility fixed revenue recovery goals. For the 2017 analysis, the target for residential
water fixed charges was 29.4%. The tiered fixed charges were held constant in this analysis

Table 8.1 presents the 2017 approved and new model fixed charges.
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Faiie 8.1 Restaentiai Water Fixed User Charges

2017 Approved Fixed Charges New Model Fixed Charges (Full COS)
Meter Charge Meter Charge

Meter Size Fixed Charge Meter Size Fixed Charge
5/8" $7.10 5/8" $7.50
3/4" $13.00 3/4" $13.00
1" $15.00 1" $16.00
11/2" $26.00 11/2" $18.20
2" $42.00 2" $29.50
3" $71.00 3" $85.70
4" $136.00 4" $141.90
6" $275.00 6" $288.00
8" $916.00 8" $546.70
10" $1,106.00 10" $861.40
12" $1,336.00 12" $1,131.40

Five-Tier Additional Fixed Charge Five-Tier Additional Fixed Charge
Tiers (Gallons) Charge Tiers (Gallons) Charge

0-2,000 $1.25 0-2,000 $1.25
2,001-6,000 $3.55 2,001-6,000 $3.55
6,001-11,000 $9.25 6,001-11,000 $9.25
11,001-20,000 $29.75 11,001-20,000 $29.75
20,001 & over $29.75 20,001 & over $29.75

8.4.2 RESIDENTIAL WATER VOLUMETRIC USER RATE

Residential water volumetric rates recover the remaining residential revenue requirements. For purposes
of this study, the current five tier rate structure is retained and will not be changed. However, the rates
have been updated to reflect full cost of service and the current ‘steepness’ of rates between tiers has
been retained. Table 8.2 provides the approved and revised volumetric rates. Additionally, the
aforementioned RFS and CBC surcharges are also shown. The CAP rates apply only to qualifying retail
residential customers.

Tabile 8.2: Residential Water Volwmetric User Rates

2017 Approved Rates New Model Rates (Full COS)
Tiers (Gallons) Tiers (Gallons) Non-CAP
0-2,000 $3.18 $2.50 0-2,000 $3.20 $2.21
2,001-6,000 $5.05 $4.13 2,001-6,000 $5.08 $3.64
6,001-11,000 $8.56 $6.74 6,001-11,000 $8.61 $5.95
11,001-20,000 $12.92 $11.58 11,001-20,000 $13.00 $10.22
20,001 & over $14.43 $14.43 20,001 & over $14.52 $12.73
Reserve Fund $0.19 $0.19 Reserve Fund $0.19 $0.19
Surcharge Surcharge
Community n/a n/a Community $0.14 $0.00
Benefit Charge Benefit Charge
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Overall, the fixed charges and variable rates result in a total residential revenue recovery of $116.3 million,
which aligns with the class’s cost of service identified in Section 7.10.

85 MULTLFAMILY RATES

Multi-Family customers are master metered accounts that serve more than one unit per account. Multi-
Family customers are assessed user charges that are a combination of fixed fees/charges and
volumetrically or usage based rates.

8.5.1 MULTI-FAMILY WATER FIXED CHARGE

For its multi-family customers AW currently has in place two forms of fixed user charges, both developed
based on the Multi-Family customer’s size of water meter. Table 8.3 presents the 2017 approved and new
model fixed charges. The first ‘meter charge’ is consistent with the meter charge assessed to residential
customers. The second ‘additional fixed’ charge is set to recover the target level of fixed revenue recovery
(introduced in the previous subsection for residential customers). For the multi-family class analysis, the
target was 20.3% for FY 2017. Both sets of fixed charges for multi-family are based on the revised set of
meter equivalency ratios discussed in Section 7.
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Tablo .0 Maiti-Vanoly Water Fixod Bsov Chavges
R b

2017 Approved Fixed Charges New Model Fixed Charges (Full COS)
Meter Charge Additional Total Fixed Meter Meter Charge Ad(?ltl()nd] Total Fixed
Fived Charge Size Fived Charge

5/8" $7.10 $17.25 $24.35 5/8" $7.50 $12.00 $19.50
3/4" $13.00 $26.00 $39.00 3/4" $13.00 $20.00 $33.00
1" $15.00 $43.00 $58.00 1" $16.00 $32.00 $48.00
11/2" $26.00 $86.00 $112.00 11/2" $18.20 $40.00 $58.20
2" $42.00 $138.00 $180.00 2" $29.50 $80.00 $109.50
3" $71.00 $276.00 $347.00 3" $85.70 $280.00 $365.70
4" $136.00 $431.00 $567.00 4" $141.90 $480.00 $621.90
6" $275.00 $863.00 $1,138.00 6" $288.00 $1,000.00 $1,288.00
8" $916.00 $1,380.00 $2,296.00 8" $546.70 $1,920.00 $2,466.70
10" $1,106.00 $1,984.00 $3,090.00 10" $861.40 $3,040.00 $3,901.40
12" $1,336.00 $2,933.00 $4,269.00 12" $1,131.40 $4,000.00 $5,131.40

8.5.2 MULTI-FAMILY WATER VOLUMETRIC USER RATE

Multi-Family water volumetric user rates are not designed as a tiered structure as with the residential
rates. Instead, multi-family volumetric rates are uniform rates based on a per thousand gallons billed.
However, to reflect different consumption patterns throughout the year, multi-family customers are
assessed two different uniform rates, based on the time of year. AW implements an ‘off peak’ and ‘peak’
rate. The off-peak rate is applied to billed consumption from November to June, whereas the peak rate is
applied to billed consumption from July to October. The off peak and peak rates and the RFS and CBC
rates are presented in Table 8.4.

Table 8.4 Muti-Family Water Volumetric User Rates

2017 Approved Rates New Model Rates (Full COS)
Type of Rate Rate

Off peak $5.11 Off peak $4.87

peak $5.62 peak $5.36

Reserve Fund $0.19 Reserve Fund $0.19

Surcharge Surcharge

Community n/a Community $0.14

Benefit Charge Benefit Charge

The relationship between off peak and peak rates is 10%, such that the peak rate is 10% higher than the
off-peak rate. This relationship still provides a conservation signal for usage during the peak months and
is maintained in the updated rates.
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2.6 COMMERCIAL RATES

Commercial customers are assessed user charges that are a combination of fixed fees/charges and
volumetrically or usage based rates.

8.6.1 COMMERCIAL WATER FIXED CHARGE

For its commercial customers, AW currently has in place two fixed user charges in a similar approach as
multi-family customers. Both fees are developed based on the customer’s size of water meter and are
based on the same meter equivalency ratios. Table 8.5 presents the 2017 approved and new model fixed
charges. The first ‘meter charge’ is consistent with the meter charge assessed to residential and multi-
family customers. The second ‘additional fixed’ charge is set to recover the target level of fixed revenue
recovery of 19.3% for FY 2017.

Table 85: Commercial Water Fixed User Charges

2017 Approved Fixed Charges New Model Fixed Charges (Full COS)
Meter Additional Total Fixed Meter Additional Total Fixed
i Meter Charge . i Meter Charge .
Size Fixed Charge Size Fixed Charge
5/8" $7.10 $10.80 $17.90 5/8" $7.50 $9.25 $16.75
3/4" $13.00 $16.00 $29.00 3/4" $13.00 $15.00 $28.00
1" $15.00 $27.00 $42.00 1" $16.00 $25.00 $41.00
11/2" $26.00 $54.00 $80.00 11/2" $18.20 $31.00 $49.20
2" $42.00 $86.00 $128.00 2" $29.50 $62.00 $91.50
3" $71.00 $173.00 $244.00 3" $85.70 $216.00 $301.70
4" $136.00 $270.00 $406.00 4" $141.90 $370.00 $511.90
6" $275.00 $540.00 $815.00 6" $288.00 $771.00 $1,059.00
8" $916.00 $864.00 $1,780.00 8" $546.70 $1,480.00 $2,026.70
10" $1,106.00 $1,242.00 $2,348.00 10" $861.40 $2,343.00 $3,204.40
12" $1,336.00 $1,836.00 $3,172.00 12" $1,131.40 $3,083.00 $4,214.40

8.6.2 COMMERCIAL WATER VOLUMETRIC RATES

Again, like multi-family rates, commercial customers pay off peak and peak water volumetric user charges,
which are uniform rates based on a per thousand gallons billed and time of year. The relationship of off-
peak to peak rates (10%) has been maintained for the updated rates. The off-peak rate is applied to billed
consumption from November to June, whereas the peak rate is applied to billed consumption from July
to October. The off-peak and peak rates and the RFS and CBC rates are presented in Table 8.6.
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Tahie Ho Lonmmercial Waler Vadunebeie Hsor Rates

2017 Approved Rates New Model Rates (Full COS)

Meter Size Rate

Off peak $5.97 Off peak $5.49

peak $6.57 peak $6.03

Reserve Fund $0.19 Reserve Fund $0.19

Surcharge Surcharge

Community n/a Community $0.14

Benefit Charge Benefit Charge

8.7 LARGE VOLUME CUSTOMER RATES

Large Volume customers are assessed user charges that are a combination of fixed fees/charges and
volumetrically or usage based rates.

8.7.1 LARGE VOLUME WATER FIXED CHARGE

For its large volume customers AW currently has in place two types of fixed charges. The meter charge is
the same base fee by the customer’s meter size that the other retail customers are assessed, based on
the same set of meter equivalency ratios to scale up the 5/8” meter charge to all meter sizes. The second
fixed charge is a monthly fixed charge that is unique to the large volume customer. As discussed in the
cost of service of large volume customers, each customer is actually accounted for as its own class. The
second, or additional fixed charge, is set per large volume customer to achieve a target fixed revenue
recovery of annual revenue of 14% from fixed fees. Table 8.7 presents the water fixed user charges for
the large volume customers.
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Table 8.7: Large Volunee Castomers Water Fihed Hiser Charges

2017 Approved Fixed Charges New Model Fixed Charges (Full COS)
5/8" $7.10 5/8" $7.50
3/4" $13.00 3/4" $13.00
1" $15.00 1" $16.00
11/2" $26.00 11/2" $18.20
2" $42.00 2" $29.50
3" $71.00 3" $85.70
4" $136.00 4" $141.90
6" $275.00 6" $288.00
8" $916.00 8" $546.70
10" $1,106.00 10" $861.40
12" $1,336.00 12" $1,131.40
Customer Additional Fixed Charge
Spansion $20,100.00 Spansion $20,500.00
NXP - Ed Bluestein $29,500.00 NXP - Ed Bluestein $29,600.00
NXP - W William Cannon $22,000.00 NXP - W William Cannon $21,400.00
Samsung $127,000.00 Samsung $125,500.00
Novati $3,900.00 Novati $4,200.00
University of Texas $17,250.00 University of Texas $21,200.00

8.7.2 LARGE VOLUME WATER VOLUMETRIC RATES

Like multi-family and commercial rates, large volume customers pay uniform off peak and peak water
volumetric user charges, based on a per thousand gallons billed and time of year. These rates are set to
recover the remainder of the class revenue requirements. The relationship of off-peak to peak rates (10%)
has been maintained for the updated rates. The off-peak rate is applied to billed consumption from
November to June, whereas the peak rate is applied to billed consumption from July to October. The off-
peak and peak rates and the RFS and CBC rates are presented in Table 8.8.

Table 8.2: Large Volume Castomers Water Volumelric User Rates

2017 Approved Rates New Model Rates {(Full COS)

Customer Off Peak Peak Customer Off Peak Peak
Spansion $5.44 $5.98 Spansion $4.97 $5.47
NXP - Ed Bluestein $5.04 $5.55 NXP - Ed Bluestein $4.72 $5.19
NXP - W William Cannon $5.58 $6.13 NXP - W William Cannon $4.98 $5.48
Samsung $5.62 $6.18 Samsung $5.18 $5.70
Novati $5.48 $6.03 Novati $4.97 $5.46
University of Texas $5.97 $6.57 University of Texas $5.51 $6.06
Reserve Fund $0.19 Reserve Fund $0.19
Surcharge Surcharge
Community n/a Community $0.14
Benefit Charge Benefit Charge
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8.8 WHOLESALE RATES

Like large volume customers, each wholesale customer is treated as a separate class, and is assessed a
combination of fixed fees/charges and volumetric or usage based rates.

8.8.1 WHOLESALE WATER FIXED CHARGE

Like large volume customers, each wholesale customer is treated as a separate class. The first of two fixed
charges is a monthly charge based on the size of the customer’s meters. These meter charges differ slightly
than those developed for retail customers. Wholesale customers also pay an additional fixed charge
unique to the wholesale customer that achieves an 11% fixed revenue recovery by customer. Table 8.9
presents the water fixed user charges for the wholesale customers.

It should be noted that several wholesale customers (the four petitioners) do not currently pay an
additional fixed charge. This is the result of the PUCT ruling. AW intends to assess the additional fixed
charge to all wholesale customers in the future as wholesale rates are adjusted.
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Table 8.9 Wholesale Wader Fined User Chavges

2017 Approved Fixed Charges New Model Fixed Charges (Full COS)

Meter Size Fixed Charge Meter Size Fixed Charge
5/8" $8.00 5/8" $8.00
3/4" $9.00 3/4" $9.00
1" $10.00 1" $10.00
11/2" $14.00 11/2" $14.00
2" $19.00 2" $19.00
3" $31.00 3" $31.00
4" $45.00 4" $45.00
6" $84.00 6" $84.00
8" $131.00 8" $131.00
10" $186.00 10" $186.00
12" $271.00 12" $271.00

Customer Additional Fixed Charge

Creedmore-Maha $2,800.00 Creedmore-Maha $3,500.00
High Valley $250.00 High Valley $280.00
Manor, City of $0.00 Manor, City of $0.00
Mid Tex Utilities $0.00 Mid Tex Utilities $0.00
Marsha Water $4.50 Marsha Water $500.00
Morningside $75.00 Morningside $70.00
Nighthawk $450.00 Nighthawk $750.00
North Austin MUD $0.00 North Austin MUD $13,000.00
Northtown MUD $0.00 Northtown MUD $11,200.00
Rivercrest $4,500.00 Rivercrest $5,800.00
Rollingwood $5,000.00 Rollingwood $6,100.00
Shady Hollow $7,500.00 Shady Hollow $9,500.00
Sunset Valley MUD $4,000.00 Sunset Valley MUD $4,900.00
Village of San Leanna $200.00 Village of San Leanna $160.00
Water District 10 $0.00 Water District 10 $38,600.00
Wells Branch MUD $0.00 Wells Branch MUD $18,400.00
Southwest Water $0.00 Southwest Water $0.00

8.8.2 WHOLESALE WATER VOLUMETRIC RATES

Like multi-family, commercial, and large volume, wholesale customers are assessed uniform rates on a
per 1,000-gallons basis; however, wholesale rates do not incorporate seasonality, or the rate does not
change throughout the year based on peak or off peak months. Instead, the unique rates stay the same,
and are developed to recover the remainder of the wholesale revenue for each customer. Wholesale
customers pay a lower RFS and will not be subject to the CBC surcharge. Table 8.10 presents the approved
and revised rates.

It should be noted here as well that all wholesale customers are assessed rates in FY 2017 that are below
their cost of service. Due to the rate case litigation, some wholesale customers are assessed rates below
those from 2012 while others are assessed rates that have been in place since 2015. In the “New Model
Rates” schedule, the rates reflect full cost of service recovery, and in some cases, are materially higher
than the current rates.
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Table 80100 Whelesale Water Volumetrie User Rates

2017 Approved Rates

New Model Rates (Full COS)

Customer Uniform Rate Customer Uniform Rate

Creedmore-Maha
High Valley
Manor, City of

Mid Tex Utilities
Marsha Water
Morningside
Nighthawk

North Austin MUD
Northtown MUD
Rivercrest
Rollingwood
Shady Hollow
Sunset Valley MUD
Village of San Leanna
Water District 10
Wells Branch MUD
Southwest Water

Reserve Fund
Surcharge

Community
Benefit Charge

$3.89
$3.87
$5.09
$4.10
$3.92
$5.09
$3.90
$3.71
$3.57
$4.35
$4.65
$4.45
$4.24
$4.06
$3.97
$3.46
$4.10

$0.10

n/a

Creedmore-Maha
High Valley

Manor, City of
Mid Tex Utilities
Marsha Water
Morningside
Nighthawk

North Austin MUD
Northtown MUD
Rivercrest
Rollingwood
Shady Hollow
Sunset Valley MUD
Village of San Leanna
Water District 10
Wells Branch MUD
Southwest Water

Reserve Fund
Surcharge

Community
Benefit Charge

$4.35
$4.34
$5.09
$7.57
$4.18
$4.45
$5.96
$5.02
$4.54
$5.26
$5.54
$6.11
$5.25
$4.06
$5.53
$4.66
$4.97

$0.10

n/a
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9. WASTEWATER REVENUE REQUIREMENTS

8.1 SUMMARY OF CASH BASIS REVENUE REQUIREMENTS

AW establishes the annual test year revenue requirement for its water and wastewater utilities using a
cash basis revenue requirement methodology. The test year revenue requirement reflects the total
amount of rate revenue that must be collected from AW ratepayers during the fiscal year. A summary of
the test year FY 2017 wastewater utility revenue requirement is shown in Table 9.1. The wastewater utility
revenue requirement is the same in both AW's current wastewater cost of service model and the new
wastewater cost of service model developed by the Raftelis Team.

Table 9.1: Surmumary of FY 2017 Wastewater Utility Revenue Requirement

o ~ Revenue Reguirement: Shait L
Operations and Maintenance Expenses $112,303,247
General Fund Transfers (Referred to as Revenue Allocated Costs in the Wastewater COS Model) 20,192,004
Capital Costs

Debt Service (Debt Service Payments and Transfers to Defeasance) 99,055,347

Capital Improvement Program Funding (Transfers to Capital Funds and Capital Outlays) 29,802,536

Total Capital Cost Revenue Requirement 128,857,883
Total Wastewater Utility Gross Revenue Requirement from Rates 261,353,134
Less: Non-Rate Revenues

Non-Rate Revenues Applicable to O&M Expenses 3,782,589

Non-Rate Revenues Applicable to Capital Costs (13.951,260)

Total Non-Rate Revenues (10,168,671)
Total Wastewater Utility Net Revenue Requirement from Rates $271,521,805

8.2 OPERATIONS AND MAINTENANCE EXPENSRS

AW determines the operating and maintenance expenses included in the test year revenue requirements
for its water and wastewater utilities as part of its annual budgeting process. A summary of the O&M
expenses included in the test year FY 2017 water utility revenue requirement is shown in Table 9.2.
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Table 9.2 Suumary of Test FY J0TT Wastewater &) Expenses

‘ Operating

Treatment $39,653,089
Pipeline 18,688,829
Engineering 6,952,209
Water Resources 4,559,967
Environmental Affairs 2,986,624
Support Services 12,833,279
One Stop Shop 472,875
Other Operating Expenses 14,314,283
Total Operations 100,461,155
Other Requirements
Utility Customer Services Office - Austin Energy 7,547,142
Operating Transfers 1.250.039
Total Other Requirements 8,797,181
Miscellaneous Expenses
Economic Development Fund 1,344,911
Reclaimed Utility Fund 1,700,000
Total Miscellaneous 3,044,911
Total Wastewater Operations & Maintenance Expenses $112,303,247

9.3 GENERAL FUND TRANSFERS

The annual test year revenue requirement for AW's water and wastewater utilities includes a transfer to
the City of Austin's General Fund. The rates paid by all water and wastewater utility customers, both retail
and wholesale, contribute to the payment of the General Fund transfer which is currently set at 8.2% of
the three-year average of AW's total revenue. Within the water and wastewater cost of service models,
the General Fund Transfer is referred to as a revenue allocated cost because the amount of the transfer
included in the cost of service for each customer class is based on their proportionate contribution to
overall system revenue revenues. The test year FY 2017 wastewater utility revenue requirement includes
a General Fund transfer of $20,192,004.

9.4 CAPITAL COSTS

The annual test year revenue requirement for AW's water and wastewater utilities includes capital costs
for debt service and transfers to capital funds used to pay for capital improvement program expenditures.
Table 9.3 shows the capital costs included in the test year FY 2017 wastewater utility revenue
requirement.
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Table 3 Sminmary of the FY 2077 Wastewaier By Copital Costs

A NN

Dbt eice
Debt Service Payments $93,805,347
Transfer to Debt Defeasance 5,250,000
Total Debt Service $99,055,347
Capital Improvement Program Funding
Transfer to Wastewater Construction Fund/Capital Outlay 29,200,000
Capital Project Management Fund 602,536
Total Capital Improvement Program Funding 29,802,536
Total Wastewater Utility Capital Costs $128,857,883

9.5 NON-RATE REVENUES

The annual test year revenue requirement for AW's water and wastewater utilities includes non-rate
revenue items which are quantified during AW's annual budgeting process. Some non-rate revenue items
such as interest income or capital recovery fees reduce the amount of test year revenue that must be
recovered through the water and wastewater rates paid by customers. Other non-rate revenue items
increase the amount of test year revenue that must be recovered through the rates paid by customers. in
addition to these traditional non-rate revenue items, AW also reflects changes in cash reserve balances
as non-rate revenue items. Thus, a reduction in test year cash reserves is considered a non-rate revenue
item that reduces the amount of test year revenue that must be recovered through the water and

wastewater rates paid by customers. Similarly, an increase in test year cash reserve balances is considered
a non-rate revenue item that increases the amount of test year revenues that must be recovered through
rates. Table 9.4 shows a summary of test year FY 2017 non-rate revenue items for AW's wastewater utility.

Table @.4: Summary of the FY 28T Wastewaler Utility Non-Rate Revenue Homs

RSN -1 Applicable to
Non-Rate Revenue tem.; -~ - 5 L D&M Expenses .

Late Payment Penalties 1,255,400 0
Liquid Wastehauler's Fee 609,900 0
Industrial Waste Permits 503,500 0
New Service Connections 440,400 0
Special Bill - Water Financial Management 224,600 0
Compost/Siudge Sales 197,400 0
Miscellaneous ltems 551,389 0
Decrease {Increase) in Operating Reserves 0 (19,817,366)
Interest Income (Capital Portion) 0 335,384
Transfer In from CIP 0 5,250,000
Transfers In (from CRF's & Public Works) 0 280.722
Total Wastewater Utility Non-Rate Revenue $3,782,589 ($13,951,260)
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9.6 WHOLESALY ADJUSTMENTS

As discussed in a previous section of this report, wholesale adjustments are those water and wastewater
test-year revenue requirement items (i.e., test year costs) the AW Executive Team has determined should
not be allocated to wholesale customers. Although not included in the costs paid by wholesale customers,
such costs are a legitimate part of AW's overall total system test year revenue requirement. Thus, these
costs must be entirely recovered through the rates paid by retail customers.

For example, consider a hypothetical test year O0&M expense item in the amount of $1 million. Further
assume that, after considering the water consumption characteristics of each AW water customer class,
$900,000 of this expense would normally be allocated to retail customers as an outcome of the cost of
service process and $100,000 would be allocated to wholesale customers. If this $1 million O&M expense
item was designated as a wholesale adjustment by the AW Executive Team, the $100,000 in costs normally
recovered though the rates of wholesale customers will be shifted to recovery from retail customers. This
has the effect of reducing the overall wholesale customer revenue requirement by $100,000 and
increasing the overall retail customer revenue requirement by $100,000. Table 9.5 shows a summary of
the test year FY 2017 wholesale adjustments for AW's wastewater utility. Note that the amounts for each
wholesale adjustment shown in Table 9.5 are gross amounts before their allocation to individual retail
and wholesale customer classes.

Table 9.5: FY 2817 Wastowater ULty Whelesale Adiustments

.s\“ PO U A \ N R .- \,Monm .....
Bad Debt Expense 1,850,456
One Stop Shop: Land Use Review 286,722
One Stop Shop: Permit and License Center 123,781
311 System Support 84,595
Lobbyist - Legislative 80,648
One Stop Shop; Building Plan Review - WP 62,372
Public Improvement District 37,500
Total $2,526,074

9.7 TOTAL ADJUSTED REVENUE REQUIREMENTS

Table 9.6 shows a summary of the test year FY 2017 wholesale adjustments for AW's wastewater utility
before the allocation of costs to individual retail and wholesale customer classes.
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Table Do dyumamary of the FY 2007 Wastewater Utiiiny Adjusiad Roveonye Requirement

\’:\?\ (;ms e ] Adjast@d
. _Revenue S Whalesals L s
Roquirement Non-Rate o Costs ~ -~ Y .
. Before Révenlie . | Reallotatedto | Net Revenue
Adjustments | Difsat Retail. Reduitment: . |
O&M Expenses
Retail $109,453,158 ($3,712,109) $16,669 $105,757,717
Wholesale 2,850,089 {70.,480) (16,669) 2,762,941
Total O&M 112,303,247 {3,782,589) 0 108,520,658
General Fund Transfers
(Revenue Aliocated Costs)
Retail 19,595,762 0 19,595,762
Wholesale 596,242 0 596,242
Total General Fund Transfers 20,192,004 0 20,192,004
Capital Costs
Retail 125,648,635 13,592,878 0 139,241,513
Wholesale 3,209,248 358,382 0 3,567,630
Total Capital Costs 128,857,883 13,951,260 0 142,809,143
Total Wastewater Utility
Revenue Requirement $261,353,134 $10,168,671 $0 $271,521,805
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10. WASTEWATER COST OF SERVICE PROCESS

10.1 OVERVIEW OF THE COST OF SERVICE PROCESS

After forecasting the overall FY 2017 test year wastewater utility revenue requirement from rates as
discussed in Section 9 of this report, a cost of service study must be conducted to determine the amount
of rate revenue appropriate to be recovered from each AW retail and wholesale customer class based on
their unique demand characteristics. The new wastewater cost of service model developed by the Raftelis
Team accomplishes this objective by: 1) conducting an analysis of customer consumption characteristics
to determine the cost allocation percentages for each class; and, 2) engaging in a multi-step process to
allocate each component of the total system revenue requirement to each customer class based on their
unique wastewater consumption characteristics. in general, the cost of service procedures followed in
each model are in conformance with industry standard methodologies as published by the Water
Environment Federation (WEF) in the Manual of Practice No. 27, Financing and Charges for Wastewater

Systems (Manual 27).

10.2 ANALYSIS OF CUSTOMER WASTEWATER CONSUMPTICN
CHARACTERISTICS

The diagram in Table 10.1 illustrates the process used in the wastewater cost of service model to analyze
customer consumption characteristics and determinant the cost allocation percentages for each customer
class. A summary of each of these steps is discussed below.

Table 10.1: Process of Aualyzing Customer Wastewater Cousumption Characteristics

1 Step #1: Step #2: i Step #3: x Step #4: . § Step #5: !
§ Forecast of Test Year Determine Customer § Determine Customer ! Assign Customer ! Determine Customer ;
E Flows for Each Class Wastewater ; Class Units of Service Classes to Cost Pools: Class Demand
g Customer Class Discharge Strength | as a Percentage of Parameter
i Loadings: % Total System Units o Joint Percentages for Each
¢ Billed Wastewater i o Retail Only Cost Pool:
Consumption « Biochemical | | e Flow  Wholesale !
o Assumed Flows Oxygen Demand E . o BOD Pounds o Contract Revenue ‘ * Flow
from Infiow and (BOD) { 1 e TSSPounds Bonds i\ e BOD
Infiltration (1/1)  Total Suspended ; « Equivalent * Commercial & § * TSS
i o Total Flows (Billed Solids (TSS) ; Accounts Industrial z o Equivalent
+1/1) « Equivalent Meters Monitoring ! Accounts :
| o Extra Strength § ¢ Equivalent Meters §
: 1 Surcharge §
§ ; Customers ;
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10.2.1 CUSTOMER CLASS FORECAST FLOWS

Step #1 in the process of analyzing customer consumption is the preparation of a forecast of test year
wastewater flows from both billed wastewater consumption and assumed flows from inflow and
infiltration on the AW wastewater system. AW prepares an annual forecast of test year billed wastewater
consumption for each customer class in a revenue forecasting model that is separate from the wastewater
cost of service models (both existing and new). This forecast is based on an analysis of key factors such
actual historical billed wastewater flows, actual historical customer account growth, and anticipated test
year average flows per account for each customer class. Flows from infiltration and inflow are assumed
to be 10.5% of total contributed flow from each customer class {both retail and wholesale). Table 10.2
shows a summary of forecast FY 2017 wastewater flows.

Table 10.2: Forecast FY 2017 Billed Water (onsumption

2. . ForecastBilled | AssumedFlows | -7

Wastewater . ot
N Consurhption (i : Contributed Flow -
Customer.Class \ . {Th SN B}

Retail
Residential 8,725,482 1,023,660 9,749,142
Multi-Family 7,710,748 904,613 8,615,361
Commercial 7,184,897 842,921 8,027,818
Residential CAP 863,115 101,259 964,375
Spansion 204,990 24,049 229,039
NXP - £d Bluestein Bivd 226,247 26,543 252,790
NXP - W William Cannon 230,115 26,997 257,112
Samsung 1,347,705 158,111 1,505,816
Novati 43,100 5,056 48,156
University of Texas 180,000 22,291 212,291
Extra Strength Surcharge Customers Q 4] Q
Total Retail 26,726,399 3,135,499 29,861,899

Wholesale
Mid Tex Utilities (Avana Sub) 19,200 2,253 21,453
Comanche Canyon (WCID17) 5,496 645 6,141
Manor, City of 90,010 10,560 100,570
North Austin MUD 230,000 26,983 256,983
Northtown MUD 231,000 27,101 258,101
Rollingwood 39,600 4,646 44,248
Shady Hollow 83,458 9,791 93,249
Sunset Valley MUD 70,200 8,236 78,436
Steiner Ranch (WCID17) 24,000 2,816 26,816
Wells Branch MUD 357,700 41,965 399,665
Westlake Hills 40,800 4,787 45,587
Total Wholesale 1,191,464 139,781 1,331,245

Total Billed Wastewater Consumption 27,917,863 3,275,280 31,193,143

10.2.2 CUSTOMER CLASS STRENGTH LOADINGS

Step #2 in the process of analyzing customer wastewater consumption is the estimation of the wastewater
discharge strength loadings for each customer class. AW develops wastewater rates based on the
consideration of two strength loading parameters: biochemical oxygen demand (BOD) and total
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suspended solids (TSS). Contributions to the strength loadings of these two parameters are made by both
billed wastewater volumes and infiltration and inflow volumes. Table 10.3 shows the BOD and TSS
strength loadings used in both AW's existing wastewater cost of service model and the new wastewater
cost of service model designed by Raftelis.

Table 10.2: VY 2017 Customer Class Steougth Loodhsgs

— " Strength Loadings from Strength Lﬁadings from
_ Contributed Flow (mg i :..

Customer Class . BROD._ ] T I8E

Retail
Residential 200 200 40 95
Multi-Family 200 200 40 95
Commercial 200 200 40 95
Residential CAP 200 200 40 95
Spansion 37 38 40 95
NXP - Ed Bluestein Blvd 172 100 40 95
NXP - W William Cannon 133 93 40 95
Samsung 51 32 40 95
Novati 19 9 40 95
University of Texas 171 170 40 95
Extra Strength Surcharge Customers 0 0 0 0

Wholesale
Mid Tex Utilities (Avana Sub) 200 200 40 95
Comanche Canyon (WCID17) 3 4 40 95
Manor, City of 200 200 40 95
North Austin MUD 200 200 40 95
Northtown MUD 200 200 40 95
Rollingwood 200 200 40 95
Shady Hollow 200 200 40 95
Sunset Valley MUD 200 200 40 95
Steiner Ranch (WCID17) 3 4 40 95
Wells Branch MUD 200 200 40 95
Westlake Hills 200 200 40 95

10.2.3 CUSTOMER CLASS UNITS OF SERVICE

Step #3 in the process of analyzing customer consumption is the calculation of customer class units of
service. The AW wastewater models (both existing and new) calcuiate customer class units of service for
the demand parameters listed below based on inputs such as forecast test year flows, strength loadings,
customer accounts and meter sizes. These units of service, along with the customer class cost pool
assignments discussed in Section 10.3.4, determine what percentage of the test year water utility revenue
requirement is allocated to each customer class.

e Total Flows

e BOD Pounds

e TSS Pounds

e Equivalent Accounts
e Equivalent Meters
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Table 10.4 shows the test year FY 2017 customer class units of service used in the new wastewater coast

of service model.

Tabie 164 FY 2017 Customer Class Thitts of Sorvee

: Pounds

Retail
Residential 9,749.1 31.3% 45517 28.1% 46,805 33.0% 180,551 83.7%
Multi-Family 8,615.4 27.6% 40,224 24.9% 41,361 29.2% 4,819 2.2%
Commercial 8,027.8 25.7% 37,481 23.2% 38,541 27.2% 12,452 5.8%
Residential CAP 964.4 3.1% 4,503 2.8% 4,630 3.3% 17,844 8.3%
Spansion 229.0 0.7% 216 0.1% 251 0.2% 1 0.0%
NXP - Ed Bluestein Blvd 252.8 0.8% 1,018 0.6% 636 0.4% 1 0.0%
NXP - W William Cannon 257.1 0.8% 807 0.5% 605 0.4% 1 0.0%
Samsung 1,505.8 4.8% 1,900 1.2% 1,445 1.0% 1 0.0%
Novati 48.2 0.2% 26 0.0% 21 0.0% 1 0.0%
University of Texas 2123 0.7% 850 0.5% 874 0.6% 14 0.0%
Extra Strength
Surcharge Customers 0 0 23,107 14.9% 250 0.2% n/a n/a

Wholesale
Mid Tex Utilities (Avana

Sub) 215 0.1% 100 0.1% 103 0.1% 1 0.0%
Comanche Canyon

(WCID17) 6.1 0.0% 1 0.0% 2 0.0% 1 0.0%
Manor, City of 100.6 0.3% 470 0.3% 483 0.3% 1 0.0%
North Austin MUD 257.0 0.8% 1,200 0.7% 1,234 0.9% 1 0.0%
Northtown MUD 258.1 0.8% 1,205 0.7% 1,239 0.9% 1 0.0%
Rollingwood 442 0.1% 207 0.1% 212 0.1% 1 0.0%
Shady Hollow 93.2 0.3% 435 0.3% 448 0.3% 1 0.0%
Sunset Valley MUD 78.4 0.3% 366 0.2% 377 0.3% 1 0.0%
Steiner Ranch (WCID17) 26.8 0.1% 4 0.0% 9 0.0% 1 0.0%
Wells Branch MUD 399.7 1.3% 1,866 1.2% 1,919 1.4% 1 0.0%
Woestiake Hills 456 0.1% 213 0.1% 219 0.2% 1 0.0%

10.2.4 COST POOL ASSIGNMENTS

Step #4 in the process of analyzing wastewater customer consumption is the assignment of customer
classes to cost pools. Cost pool assignments define the specific types of costs that are allocated to each
AW retail and wholesale customer class. For example, wastewater treatment-related costs benefit all
customers, both retail and wholesale. Therefore, they are considered to be a joint, or common-to-all cost.
In contrast, costs associated with the AW collection system are generally considered to be retail only costs
because wholesale customers do not benefit from AW's retail wastewater collection system. Instead,
wholesale customers own and operate their own collection systems to serve their downstream retail
customers. Table 10.5 shows the test year FY 2017 cost pool assignments for each wastewater customer

class.
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Table IS FY 2017 Cost Pood Assignments

1" Cobiract |

Revenue
L . Bonds

Residential 100% 100% 0% 100% 0% 0%
Multi-Family 100% 100% 0% 100% 0% 0%
Commercial 100% 100% 0% 100% 100% 0%
Residential CAP 100% 100% 0% 100% 0% 0%
Spansion 100% 100% 0% 100% 57% 0%
NXP - Ed Bluestein Blvd 100% 100% 0% 100% 57% 0%
NXP - W William Cannon 100% 100% 0% 100% 57% 0%
Samsung 100% 100% 0% 100% 57% 0%
Novati 100% 100% 0% 100% 57% 0%
University of Texas 100% 100% 0% 100% 57% 0%
Extra Strength Surcharge

Customers 100% 0% 0% 100% 0% 100%

Wholesale

Mid Tex Utilities {Avana Sub) 100% 0% 100% 100% 0% 0%
Comanche Canyon (WCID17) 100% 0% 100% 100% 0% 0%
Manor, City of 100% 0% 100% 100% 0% 0%
North Austin MUD 100% 0% 100% 100% 0% 0%
Northtown MUD 100% 0% 100% 0% 0% 0%
Rollingwood 100% 0% 100% 100% 0% 0%
Shady Hollow 100% 0% 100% 100% 0% 0%
Sunset Valley MUD 100% 0% 100% 100% 0% 0%
Steiner Ranch (WCID17) 100% 0% 100% 100% 0% 0%
Wells Branch MUD 100% 0% 100% 100% 0% 0%
Westlake Hills 100% 0% 100% 100% 0% 0%

10.2.5 COST POOL DEMAND PARAMETER PERCENTAGES

Step #5 in the process of analyzing customer wastewater consumption is the calculation of the customer
class demand parameter percentages associated with each cost pool. These percentages define the
percentage share of costs that will be allocated to each customer class, for each demand parameter and
each cost pool. This process reflects the product of the customer class units of service percentages
developed in the units of service analysis (see Section 10.2.3) and the assignment of customer classes (see
Section 10.2.4).

Table 10.6 shows the FY 2017 demand parameter percentages for the Joint cost pool. Table 10.7 shows
the FY 2017 demand parameter percentages for the Retail Only cost pool. Due to space limitations, the
demand parameter percentages for the Wholesale, Contract Revenue Bond, Commercial & Industrial
Marketing, and Extra Strength Customer cost pools have not been shown.
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Table 106 FY 2017 Jeint Cost Pool Demand Panunvieor Pereentages

Customer Class ~ " ‘I <Flow. - [.. BOD = 188

Retail
Residential 31.3% 28.1% 33.0% 83.7% 83.7%
Multi-Family 27.6% 24.9% 29.2% 2.2% 2.2%
Commercial 25.7% 23.2% 27.2% 5.8% 5.8%
Residential CAP 3.1% 2.8% 3.3% 8.3% 8.3%
Spansion 0.7% 0.1% 0.2% 0.0% 0.0%
NXP - Ed Bluestein Blvd 0.8% 0.6% 0.4% 0.0% 0.0%
NXP - W William Cannon 0.8% 0.5% 0.4% 0.0% 0.0%
Samsung 4.8% 1.2% 1.0% 0.0% 0.0%
Novati 0.2% 0.0% 0.0% 0.0% 0.0%
University of Texas 0.7% 0.5% 0.6% 0.0% 0.0%
Extra Strength Surcharge
Customers 0.0% 14.3% 0.2% 0.0% 0.0%

Wholesale
Mid Tex Utilities (Avana Sub) 0.1% 0.1% 0.1% 0.0% 0.0%
Comanche Canyon (WCID17) 0.0% 0.0% 0.0% 0.0% 0.0%
Manor, City of 0.3% 0.3% 0.3% 0.0% 0.0%
North Austin MUD 0.8% 0.7% 0.9% 0.0% 0.0%
Northtown MUD 0.8% 0.7% 0.9% 0.0% 0.0%
Rollingwood 0.1% 0.1% 0.1% 0.0% 0.0%
Shady Hollow 0.3% 0.3% 0.3% 0.0% 0.0%
Sunset Valley MUD 0.3% 0.2% 0.3% 0.0% 0.0%
Steiner Ranch (WCID17) 0.1% 0.0% 0.0% 0.0% 0.0%
Wells Branch MUD 1.3% 1.2% 1.4% 0.0% 0.0%
Westlake Hiils 0.1% 0.1% 0.2% 0.0% 0.0%

Total System 100.0% 100.0% 100.0% 100.0% 100.0%
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Retail

Residential 32.6% 34.3% 34.6% 83.7% 83.7%
Multi-Family 28.9% 30.3% 30.6% 2.2% 2.2%
Commercial 26.9% 28.3% 28.5% 5.8% 5.8%
Residential CAP 3.2% 3.4% 3.4% 8.3% 8.3%
Spansion 0.8% 0.2% 0.2% 0.0% 0.0%
NXP - Ed Bluestein Blvd 0.8% 0.8% 0.5% 0.0% 0.0%
NXP - W William Cannon 0.9% 0.6% 0.4% 0.0% 0.0%
Samsung 5.0% 1.4% 1.1% 0.0% 0.0%
Novati 0.2% 0.0% 0.0% 0.0% 0.0%
University of Texas 0.7% 0.6% 0.6% 0.0% 0.0%
Extra Strength Surcharge Customers 0.0% 0.0% 0.0% 0.0% 0.0%
Wholesale
Mid Tex Utilities (Avana Sub) 0.0% 0.0% 0.0% 0.0% 0.0%
Comanche Canyon (WCID17) 0.0% 0.0% 0.0% 0.0% 0.0%
Manor, City of 0.0% 0.0% 0.0% 0.0% 0.0%
North Austin MUD 0.0% 0.0% 0.0% 0.0% 0.0%
Northtown MUD 0.0% 0.0% 0.0% 0.0% 0.0%
Rollingwood 0.0% 0.0% 0.0% 0.0% 0.0%
Shady Hollow 0.0% 0.0% 0.0% 0.0% 0.0%
Sunset Valley MUD 0.0% 0.0% 0.0% 0.0% 0.0%
Steiner Ranch (WCID17) 0.0% 0.0% 0.0% 0.0% 0.0%
Wells Branch MUD 0.0% 0.0% 0.0% 0.0% 0.0%
Westlake Hills 0.0% 0.0% 0.0% 0.0% 0.0%
Total System 100.0% 100.0% 100.0% 100.0% 100.0%

10.3 OVERVIEW OF THE COST ALLOCATION PROCESS

The process of allocating costs to wastewater customer classes results in the determination of the test
year revenue requirement from rates. Table 10.8 summarizes this process.

Table 10.8: Detersunation of Customer Class Revepue Reguiromoent

Test Year Test Year Generl Fund ) Test Year ‘ Test Year

O&M Expenses Transfer Capital Costs Total Costs
+/- Wholesale +/- Wholesale +/- Wholesale +/- Total Wholesale
Adjustments Adjustments Adjustments Adjustments
+ O&M Non-Rate n/a + Capital Non-Rate + Total Non-Rate
Revenues _ Revenues Revenues
Customer Class O&M Customer Class General Customer Class To(t:a‘lag:sggger
Expense Revenue +  Fund Transfer Revenue + Capital Cost = Revenue
Requirement Requirement Revenue Requirement Requirement

Table 10.9 summarizes the steps in cost allocation process used in the new AW wastewater cost of service
model developed by the Raftelis Team. Each of these steps is undertaken to determine the customer class
revenue requirement for O&M Expenses, General Fund Transfers, and Capital Costs. Unless otherwise
noted in the subsequent discussion, the cost allocation process is like that used in AW's existing

Page 150
Cost of Service Study Report | 85



EXHIBIT JJJ-6

wastewater cost of service model. Section 10.4 of this report provides a comprehensive example of the

allocation of O&M expenses to customer classes.

Table 10.9: Steps in the Wastewater Cost Allocation Frecess

Steps in the Wastewater Cost Allocation Process {Applicable to All Revenue Requirement Components)

Step #1:
Allocate Costs to
Functional Category.
Examples”

o Collection

¢ interceptors

o Lift Stations

¢ Plant Pumping

o Preliminary
Treatment

« Industrial Waste
Control

o Primary Clarifiers

s Flow Equalization
Basins

» Disinfection and
Outfalis

« Biosolids
Management

Step #2:
Assign
Functionalized Costs
to Cost Pools

* Joint

o Retail Only

¢ Wholesale Only

» Contract Revenue
Bonds

¢ Commercial &
Industrial
Monitoring

« Extra Strength
Surcharge
Customer

Step #3:
Allocate the Costs
Assigned to Cost
Pools to Demand
Parameters

¢ Flow

e BOD

o TSS

¢ Equivalent
Accounts

¢ Equivalent Meters

Step #4:
Determine the Gross
Customer Class
Revenue
Requirement

Functionalized Costs
in Each Cost Pool
X
Customer Class
Demand Parameter
Percentage for Each
Cost Pool

Step #5:
Determine the Net
Customer Class
Revenue
Requirement Before
Additional
Adjustments (See
Section 10.10 of
Report)

10.4 EXAMPLE OF THE COST ALLOCATION PROCESS: O&M EXPENSES

10.4.1 ALLOCATION OF O&M EXPENSES TO FUNCTION

To provide an example of the process of allocating costs to customer classes, this section of the report
provides a comprehensive example of the process followed to allocate O&M expenses to customer

classes.

Step #1 in the process of allocating costs to customer classes is to allocate the O&M expenses to functional
categories. Each O&M expense included in the test year revenue requirement is allocated to specific
functional categories based on the type of operational activity the cost is incurred to provide. Table 10.10
presents a summary of the functionalized FY 2017 test year O&M revenue requirement.
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Table 1010 &M Expeuses - Supmary Allacation to Function

Collection $31,613,166
Interceptors 15,304,804
Lift Stations (Conveyance) 8,540,368
Plant Raw WW Pumping 2,553,881
Preliminary Treatment 900,223
Industrial Waste Control 2,415,787
Primary Clarifiers 1,601,347
Flow Equalization Basins 1,860,264
Aeration Basins 5,890,042
Secondary Clarifiers 2,876,628
Return Sludge Pumping 197,058
Waste Sludge Pumping 142,219
Filters 4,103,193
Disinfection and Outfall 6,334,608
Sludge Thickening 804,851
Biosolids Management 15,152,344
Wholesale & Industrial Services 104,469
Customer Service 11,514,771
Indirect Treatment 393,225
Total O&M Costs $112,303,247

10.4.2 ASSIGNMENT OF O&M EXPENSES TO COST POOLS

Step #2 in the process of allocating costs to customer classes is to assign functionalized O&M expenses to
cost pools based on which functions serve each cost pool. Table 10.11 presents the cost pool assignments

of the functionalized FY 2017 test year O&M revenue requirement.
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Table 1L O&M Expensey - Coast Poal Assipnments

© Extra

Contra Wweicial. | Strength

¥ Catongey | Retail Only | Wholesale | &Hings ohitoring.. Total
Collection $0 $31,613,166 $0 $0 $0 $0 31,613,166
Interceptors 15,304,804 0 0 0 0 0 15,304,804
Lift Stations
{Conveyance) 8,540,368 0 0 0 0 0 8,540,368
Plant Raw WW
Pumping 2,553,881 0 0 0 0 2,553,881
Preliminary Treatment 900,223 0 0 0 0 0 900,223
Industrial Waste
Control 0 0 0 0 1,207,893 1,207,893 2,415,787
Primary Clarifiers 1,601,347 0 0 0 0 0 1,601,347
Flow Equalization
Basins 1,860,264 0 0 0 0 0 1,860,264
Aeration Basins 5,890,042 0 0 0 0 0 5,890,042
Secondary Clarifiers 2,876,628 0 0 0 0 0 2,876,628
Return Sludge
Pumping 197,058 0 0 0 0 0 197,058
Waste Sludge
Pumping 142,219 0 0 0 0 142,219
Filters 4,103,193 0 0 0 0 0 4,103,193
Disinfection and
Outfall 6,334,608 0 0 0 0 0 6,334,608
Sludge Thickening 804,851 0 0 0 0 0 804,851
Biosolids
Management 15,152,344 0 0 0 0 0 15,152,344
Wholesale &
Industrial Services 0 0 83,575 0 20,894 0 104,469
Customer Service 11,514,771 0 0 0 o 0 11,514,771
Indirect Treatment 393,225 0 0 0 0 0 393,225
Total O&M Expenses  $78,169,826 $31,613,166 $83,575 $0 $1,228,787 $1,207,893  $112,303,247

10.4.3 O&M EXPENSE COST POOL DEMAND PARAMETER ALLOCATIONS

Step #3 in the process of allocating costs to customer classes is to allocate functionalized O&M expenses
in each cost pool to specific demand parameters based on the type(s) of demands they are used to serve.
Table 10.12 presents the summation of the allocation of 0&M expenses to the demand parameters across
all cost pools.

Page 153
88 | Austin Water



EXHIBIT JJJ-6

Tahie 14012 OKM Expenses - Allocation Lo Pomand Favaneters

X

1 T Vs Blmof. Sumef -] Suhof [ Sumof
Sum of Flow BOD “TS8 Y| Lustomer |, Meter

Mlocitions- | Alloeatlons | Allocations | Aflocations | Allogations | - .«
Across All AcrosS All Across Al
CostPools | > | GostPools | ¢ . dis " - . Tobst

970

Mains $46,917,970 $0 $0 $0 $0 46,917

Lift Stations 8,540,368 0 0 0 0 8,540,368
Preliminary Treatment 5,363,295 0 0 0 5,363,295
Primary Treatment 0 565,632 1,050,459 0 0 1,616,090
Aeration 0 5,944,269 0 0 0 5,944,269
Secondary Treatment 0 3,101,984 0 0 0 3,101,984
Sludge Pumping 0 71,764 71,764 0 0 143,528
Other Sludge-Related 0 406,131 406,131 0 0 812,261
Effluent Disposal 10,533,896 0 0 0 0 10,533,896
Biosolids Management 0 7,647,280 7,647,280 0 0 15,294,561
Services 104,469 0 0 0 0 104,469
Industrial Waste Controf 1,207,893 1,194,965 12,928 0 0 2,415,787
Customer Services 0 0 0 11,514,771 0 11,514,771
Revenue Allocated Costs 0 0 0 0 0 1]
Total O&M Expenses $72,667,891 $18,932,024 $9,188,562  $11,514,77 $0  $112,303,247

10.4.4 CUSTOMER CLASS GROSS O&M EXPENSE REVENUE REQUIREMENT

Step #4 in the process of allocating costs to customer classes is to determine the gross O&M expenses
allocated to each customer class before the consideration of wholesale adjustments and non-rate
revenues. This is accomplished using the following formula:

Functionalized Customer Class Demand Gross Customer Class
Summation of: Costsin Each x  Parameter Percentages = Revenue Requirement before
Cost Pool for Each Cost Pool Wholesale Adjustments and

Non-Rate Revenue Offsets

For example, all flow demand costs are associated with the joint cost pool. Further, $72,667,891 in flow
demand costs have been allocated across all cost pools (see Table 10.12 above). The single family
residential customer proportionate share of flow units of service is 31.3% (see Table 10.6). Thus, as shown
in Table 10.13, the amount of base costs included in the revenue requirement for single family residential
customers is $22,742,011 (572,667,891 X 31.3%).

Table 10.13 presents the gross O&M expense revenue requirement for each customer class before the
consideration of wholesale adjustments and non-rate revenue offsets.
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Tahle 10,330 Costomev Class Grosy &M Expeise Kevevwe Hogquireaiont

8

Residential $22,742,011  $4,992,363  $3,031,597 $9,638,585 $0 $40,404,556
Multi-Family 20,097,217 4,411,774 2,679,036 257,263 0 27,445,290
Commercial 19,769,866 4,110,903 2,496,333 664,737 0 27,041,839
Residential CAP 2,249,615 493,839 299,882 952,585 0 3,995,921
Spansion 551,249 23,664 16,273 53 0 591,240
NXP - Ed Bluestein Blvd 608,413 111,699 41,171 53 0 761,336
NXP - W William Cannon 618,814 88,463 39,209 53 0 746,540
Samsung 3,624,185 208,447 93,605 53 0 3,926,290
Novati 115,902 2,802 1,353 53 0 120,111
University of Texas 510,939 93,271 56,582 747 0 661,540
Extra Strength Surcharge 0 3,729,373 29,121 0 0 3,758,495
Total Retail 70,888,212 18,266,598 8,784,164 11,514,183 0 109,453,158

Wholesale
Mid Tex Utilities (Avana

Sub) 28,679 10,985 6,671 53 0 46,389
Comanche Canyon

(WCID17) 8,209 111 127 53 0 8,501
Manor, City of 134,447 51,500 31,273 53 0 217,274
North Austin MUD 343,549 131,597 79,912 53 0 555,110
Northtown MUD 345,043 132,169 80,259 53 0 557,524
Rollingwood 59,150 22,657 13,759 53 0 95,620
Shady Hollow 124,660 47,751 28,997 53 0 201,462
Sunset Valley MUD 104,857 40,166 24,390 53 0 169,466
Steiner Ranch (WCID17) 35,849 484 555 53 0 36,941
Wells Branch MUD 534,293 204,661 124,280 53 0 863,288
Westlake Hills 60,943 23,344 14,176 53 0 98,516
Total Wholesale 1,779,678 665,425 404,398 587 0 2,850,089

Total O&M Expenses 72,667,891 18,932,024 9,188,562 11,514,771 0 112,303,247

10.4.5 CUSTOMER CLASS NET O&M EXPENSE REVENUE REQUIRMENT

Step #5 and final step in the process of allocating costs to customer classes is determine the net O&M
expenses allocated to each customer class after the consideration of wholesale adjustments and non-rate
revenues. Table 10.14 presents the allocation of O&M expenses to each customer class after the
consideration of wholesale adjustments and non-rate revenue offsets.
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Tuaple B4 Custowmer Class Net O&M Exvpense Bovenue Reguivemoent

RETANE TNy, . v ) MO;W{Q . 3 N 3. T :S R :
Total Gross O&M Adjustmants 1 s o o S T
‘Revenue Resllocstedto | O&MNon-Rate * | Net OSMRevenus -
aciiiiroment | ‘Retall ' V. Revesive Offset . 4o Requitement
Retail
Residential $40,404,556 $5,222 {$1,241,302) $39,168,477
Muiti-Family 27,445,290 4,612 (1,040,082) 26,409,821
Commercial 27,041,839 4,451 (987,521) 26,058,768
Residential CAP 3,995,921 517 (122,782) 3,873,656
Spansion 591,240 20 (26,060) 565,270
NXP - Ed Bluestein Blvd 761,336 124 (29,988) 731,472
NXP - W William Cannon 746,540 120 (30,204) 716,456
Samsung 3,926,290 602 (171,658) 3,755,234
Novati 120,111 18 (5,426) 114,703
University of Texas 661,540 110 (25,521) 636,129
Extra Strength Surcharge 3,758,495 802 (31.565) 3,727,732
Total Retail 109,453,158 16,669 (3,712,109) 105,757,717
Wholesale
Mid Tex Utilities (Avana Sub) 46,389 271) (1,141 44,976
Comanche Canyon
(WCID17) 8,501 (50) (269) 8,182
Manor, City of 217,274 {1,271) {5,348) 210,655
North Austin MUD 555,110 (3,247) (13,665) 538,198
Northtown MUD 557,524 (3,261) {13,725) 540,538
Rollingwood 95,620 (559) (2,353) 92,707
Shady Hollow 201,462 (1,178) {4,959) 195,325
Sunset Valley MUD 169,466 (991) 4,171) 164,304
Steiner Ranch (WCID17) 36,941 (216) (1,172) 35,553
Wells Branch MUD 863,288 (5,049) (21,252) 836,986
Waestiake Hilis 98,516 {576} {2424) 95515
Total Wholesale 2,850,089 (16,669) (70,480) 2,762,941
Total O&M Expenses $112,303,247 $0 ($3,782,589) $108,520,658

165 KEY DIFFERENCES IN THE WASTEWATER CQOST OF SERVICE MODELS

There are two important things to note about the results of the O&M expense cost allocation shown Table
10.14. First, as noted previously in this report, the current AW water and wastewater cost of service
models do not transparently reflect wholesale adjustments. Thus, the treatment of wholesale
adjustments shown in Table 10.14 differs significantly from those used in AW's current water cost of
service model. This is true for both O&M expense wholesale adjustments and the capital cost wholesale
adjustments.

Second, to more accurately assign non-rate revenues to functions, the non-rate revenue adjustments
shown in in Table 10.14 allocated to functional categories based on a line item review of each non-rate
revenue item. In the current AW wastewater cost of service model, non-rate revenues are allocated to
function based on the percentage outcomes of the gross 0&M expense allocation process (i.e., they mimic
the functional allocation of gross O& M expenses.)
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10.6  CUSTOMER CLASS GENERAL FUND TRANSFER REVENUE
REQUIREMENT

As noted previously, the annual test year revenue requirement for AW's water and wastewater utilities
includes a transfer to the City of Austin's General Fund. The rates paid by all water and wastewater utility
customers, both retail and wholesale, contribute to the payment of the General Fund transfer which is
currently set at 8.2% of the three-year average of AW's total revenue. Within the water and wastewater
cost of service models, the General Fund Transfer is referred to as a revenue allocated cost because the
amount of the transfer included in the cost of service for each customer class is based on their
proportionate contribution to overall system revenue revenues. The test year FY 2017 wastewater utility
revenue requirement includes a General Fund transfer of $20,192,004. Table 10.15 presents the
allocation of General Fund Transfers to customer classes. Note that there are no wholesale adjustments
or non-rate revenue offsets associated with the General Fund Transfer revenue requirement.

Tuble 10.15: Net General Fund Transfer Revenue Regquiremont

| . General Fund | ¥

Transfer ; g Transfor -
Revenue ~ .| Reallocated: _ Non-Rate '[. Revenue
Requirement . FHOE] .M Requirement
Retail
Residential $7,154,592 $0 $0 $7,154,592
Multti-Family 5,651,661 0 0 5,651,661
Commercial 4,908,277 0 0 4,908,277
Residential CAP 517,341 0 0 517,341
Spansion 140,455 0 0 140,455
NXP - Ed Bluestein Blvd 146,029 0 0 146,029
NXP - W William Cannon 157,771 0 0 157,771
Samsung 743,408 0 0 743,408
Novati 26,530 0 0 26,530
University of Texas 149,698 0 0 149,698
Extra Strength Surcharge Q 0 0 4]
Total Retail 19,595,762 0 0 19,595,762
Wholesale
Mid Tex Utilities (Avana Sub) 1,188 0 0 1,188
Comanche Canyon (WCID17) 2,005 0 0 2,005
Manor, City of 42,368 0 0 42,368
North Austin MUD 115,149 0 0 115,149
Northtown MUD 115,547 0 0 115,547
Rollingwood 19,331 0 0 19,331
Shady Hollow 46,701 0 0 46,701
Sunset Valley MUD 34,983 0 0 34,983
Steiner Ranch (WCID17) 18,743 0 0 18,743
Wells Branch MUD 179,644 0 0 179,644
Westlake Hills 20.584 0 0 20.584
Total Wholesale 596,242 0 0 596,242
Total General Fund Transfers $20,192,004 $0 $0  $20,192,004
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10,7 CUSTOMER CLASS NET CAPITAL COST REVENUE REQUIREMENT

Table 10.16 presents the allocation of capital costs to each customer class gfter the consideration of
wholesale adjustments and non-rate revenue offsets. It is important to note that the capital cost non-rate
revenue offsets shown in Table 10.16 have been allocated to functions based on the overall functional
allocation percentages for AW's wastewater utility assets. This is like the method used to functionalize
capital cost related non-rate revenues in AW's existing wastewater cost of service model. However, it
differs from the process used to allocate O&M expense non-rate revenue offsets in the new AW
wastewater cost of service model developed by the Raftelis Team (see the discussion in Section 10.5 of
this report).

Table 10.16: Customer Class Net Capital Cost Revenue Requirewment

Total Gross Wholesale ' N N
Capital Cost Adjustments Capital Cost --Net Capital
Revenue Resliocatedto - - - Non-Rate | CostRevenue
. Requirement © Retail .. i Revenue Offset | Reguirement
Retail
Residential $40,906,809 $0 4,424,257 $45,331,066
Multi-Family 36,149,530 0 3,909,736 40,059,267
Commercial 33,684,235 0 3,643,103 37,327,338
Residential CAP 4,046,457 0 437,643 4,484,100
Spansion 887,187 0 95,567 982,754
NXP - Ed Bluestein Bivd 1,028,427 0 111,088 1,139,515
NXP - W William Cannon 1,034,349 0 111,652 1,146,002
Samsung 5,844,487 0 629,674 6,474,161
Novati 184,285 0 19,839 204,124
University of Texas 878,330 0 94,931 973,261
Extra Strength Surcharge 1,004,538 0 115,387 1,119,925
Total Retail 125,648,635 0 13,592,878 139,241,513
Wholesale
Mid Tex Utilities (Avana Sub) 51,823 0 5,789 57,722
Comanche Canyon (WCID17) 12,469 0 1,388 13,857
Manor, City of 243416 0 27,184 270,600
North Austin MUD 621,993 0 69,463 691,456
Northtown MUD 624,698 0 69,765 694,463
Rollingwood 107,091 0 11,960 119,051
Shady Hollow 225,697 0 25,205 250,902
Sunset Valley MUD 189,843 0 21,201 211,045
Steiner Ranch (WCID17) 54,449 0 6,063 60,512
Wells Branch MUD 967,335 0 108,030 1,075,365
Westlake Hills 110,336 0 12,322 122,658
Total Wholesale 3,209,248 0 358,382 3,567,630
Total Capital Costs $128,857,883 $0 $13,951,260 $142,809,143
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10.8  TOVAL NET WASTEWATER CUSTOMER CLASSH REVENUE REQUIREMENT
BEFORE ADJUSTMENT

The test year FY 2017 net wastewater customer class revenue requirement before the consideration of
any additional adjustments (see Section 10.9} is calculated by summing the customer class revenue
requirements for: O&M expenses, General Fund Transfers, and Capital Costs. Table 10.17 presents the
final net water customer class revenue requirement.

‘Table 10.17: Custemer Class Net Revenue Requivement Before Additional Adjustments

. Total Gross Wholesale
CapHial Cost:. | . Adjustments
Revenue - Rialiddated to - 5
Reguirement Retall . 1 Reqguirement '
Residential $88,465,957 $3,182,956 $5,222 91,654,135
Multi-Family 69,246,482 2,869,655 4,612 72,120,749
Commercial 65,634,351 2,655,582 4,451 68,294,383
Residential CAP 8,559,720 314,860 517 8,875,097
Spansion 1,618,882 69,507 80 1,688,479
NXP - Ed Bluestein Bivd 1,935,792 81,099 124 2,017,016
NXP - W William Cannon 1,938,660 81,448 120 2,020,229
Samsung 10,514,185 458,016 602 10,972,802
Novati 330,925 14,413 18 345,357
University of Texas 1,689,568 69,410 110 1,759,088
Extra Strength Surcharge 4.763.032 83,822 802 4.847.657
Total Retail 254,697,554 9,880,769 16,669 264,594,992
Wholesale
Mid Tex Utilities (Avana Sub) 99,500 4,658 (271) 103,886
Comanche Canyon (WCID17) 22,974 1,120 (50) 24,044
Manor, City of 503,057 21,836 (1.271) 523,623
North Austin MUD 1,292,253 55,798 (3,247) 1,344,804
Northtown MUD 1,297,768 56,040 (3,261) 1,350,548
Rollingwood 222,042 9,607 (559) 231,089
Shady Hollow 473,859 20,247 (1,178} 492,928
Sunset Valley MUD 394,293 17,030 (991) 410,332
Steiner Ranch (WCID17) 110,132 4,891 {216) 114,807
Wells Branch MUD 2,010,267 86,778 (5,049) 2,091,996
Westiake Hills 229,436 9.898 (576} 238,757
Total Wholesale 6,655,580 287,901 (16,669) 6,926,813
Total Wastewater Utility Revenue
Requirement before Additional
Adjustments $261,353,134 $10,168,671 $0 $271,521,805

109 TOTAL WASTEWATER CUSTOMER CLASS REVENUE REQUGREMENT

AFTER ADDITIONAL ADJUSTMENTS

The test year FY 2017 net wastewater customer class revenue requirement shown in Table 10.17 must be
adjusted for an additional item before finalizing the FY 2017 wastewater customer class revenue
requirements. This item is the $0.14 per thousand gallon community benefit charge that will be used to
help subsidize the wastewater rates paid by single family residential retail customers enrolled in AW's
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Customer Assistance Program (CAP). This surcharge applies to the billed customer of all retail customers
except single family residential CAP customers. This item does not result in an increase to the test year FY
2017 revenue requirement. Instead, it results in a $3,620,862 reduction in the revenue requirement for
single family residential CAP customers and an offsetting increase in the rates of other retail customers.
Table 10.18 presents the final wastewater customer class revenue requirement after making these two
adjustments.

Table 10.18: Final Post-Adjustment Customer Class Revenue Requivremont

Total Net | Adjustment for
Revarwe _ Reserve Fund
¢t .

Retail
Residential $91,654,135 S0 $1,221,568 $92,875,703
Multi-Family 72,120,749 0 1,079,504 73,200,253
Commercial 68,294,383 0 1,005,887 69,300,270
Residential CAP 8,875,097 0 (3,620,862) 5,254,235
Spansion 1,688,479 0 28,698 1,717,177
NXP - Ed Bluestein Bivd 2,017,016 0 31,676 2,048,692
NXP - W William Cannon 2,020,229 0 32,216 2,052,445
Samsung 10,972,802 0 188,678 11,161,480
Novati 345,357 ¢ 6,034 351,391
University of Texas 1,759,088 0 26,601 1,785,689
Extra Strength Surcharge 4,847,657 4] 0 4,847,657
Total Retail 264,594,992 0 ] 264,594,992

Wholesale
Mid Tex Utilities (Avana Sub) 103,886 0 0 103,886
Comanche Canyon (WCID17) 24,044 0 0 24,044
Manor, City of 523,623 0 0 523,623
North Austin MUD 1,344,804 0 0 1,344,804
Northtown MUD 1,350,548 0 0 1,350,548
Rollingwood 231,089 0 0 231,089
Shady Hollow 492,928 0 0 492,928
Sunset Valley MUD 410,332 0 0 410,332
Steiner Ranch (WCID17) 114,807 0 0 114,807
Wells Branch MUD 2,091,996 0 0 2,091,996
Westiake Hills 238,757 ] 4] 238,757
Total Wholesale 6,926,813 0 0 6,926,813

Total Water Utility Revenue

Requirement affer Additional

Adjustments $271,521,805 S0 S0 $271,521,805

1010 COMPARISON OF EXISTING AND NEW WASTEWATER COST OF SERVICE
MODELS

Table 10.19 presents a comparison of the test year FY 2017 customer class cost of service calculated in
the existing AW wastewater cost of service model and the new wastewater cost of service model
developed by the Raftelis Team.
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‘Custdiner Class | Customer Class
. Cost of Servive in | Costof Ssivice i |
. Existing .

: . . Cost of Service -

Lustomer Class Model

Retail
Residential $92,245,079 $92,875,703 $630,624 0.7%
Multi-Family 72,814,555 73,200,253 385,698 0.5%
Commercial 68,812,005 69,300,270 488,265 0.7%
Residential CAP 6,924,518 5,254,235 (1,670,283) -31.8%
Spansion 1,700,551 1,717,177 16,626 1.0%
NXP - Ed Bluestein Bivd 2,016,637 2,048,692 32,055 1.6%
NXP - W William Cannon 2,035,874 2,052,445 16,571 0.8%
Samsung 11,050,730 11,161,480 110,750 1.0%
Novati 347,720 351,391 3,671 1.0%
University of Texas 1,773,823 1,785,689 11,866 0.7%
Extra Strength Surcharge 4,758,925 4,847 657 88,732 1.8%
Total Retail 264,480,416 264,594,992 114,575 0.0%

Wholesale
Mid Tex Utilities (Avana Sub) 105,741 103,886 (1,855) -1.8%
Comanche Canyon (WCID17) 24,460 24,044 (415) 1.7%
Manor, City of 532,325 523,623 (8,702) -1.7%
North Austin MUD 1,367,042 1,344,804 (22,238) -1.7%
Northtown MUD 1,372,882 1,350,548 (22,335) -1.7%
Rollingwood 234,917 231,089 (3,828) -1.7%
Shady Holiow 500,996 492,928 {8,068) -1.6%
Sunset Valley MUD 417,118 410,332 (6,787) -1.7%
Steiner Ranch (WCID17) 116,625 114,807 (1,818) -1.6%
Wells Branch MUD 2,126,581 2,091,996 (34,585) -1.7%
Westiake Hills 242,701 238,757 (3,944) 1.7%
Total Wholesale 7,041,388 6,926,813 (114,576) -1.7%

Total Wastewater Utility

Revenue Requirement $271,521,805 $271,521,805 ($0) 0.0%
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11. WASTEWATER COST OF SERVICE RATES

1.1 WASTEWATER RATE DESIGN INTRODUCTION

Once the customer class cost responsibility is determined, the next step is to design customer rate
schedules to recover the revenues required from each customer class, which is the focus of discussion in
this section, similar to Section 8 for water rates. In many cases, wastewater rates are less complex than
water rates. The rate design analysis will illustrate how revenues are to be collected within each class by
updating or adapting the current rate structure to more accurately satisfy AW’s objectives for assessing
wastewater charges to stakeholders.

112 WASTEWATER USER CHARGES DISCLAIMER

Similar to water rates presented in Section 8, it is important to note that the primary objective of the
study was to refine the current cost of service methodology and then work that methodology into a new
model to be used for future annual updates. The resulting rates presented in this Section were not
provided to City Council for consideration of implementation. Rather, the rates shown are shown for
demonstrative purposes only. These are what FY 2017 rates would have been if the new wastewater cost
of service model and the refined cost of service methodologies developed by the Raftelis Team were used
rather than AW’s “Existing” model and methodology.

11.3  WASTEWATER COMMUNITY BENEFTT CHARGE

AW currently provides discounts to customers challenged in paying their utility bills through a customer
assistance program (CAP). CAP customers have discounts that cover their water and wastewater fixed
charges and discounted water volumetric rates. AW is seeking to implement a Community Benefit Charge
(CBC) that will be a uniform volumetric rate applied to all retail billed water and wastewater volume as a
per thousand gallons rate. Additionally, AW is looking to expand its current offering by providing a
discount on wastewater volumetric rates. The current discounts, this new level of discount and other
affordability initiatives would be funded through this CBC, which would be used exclusively for CAP
customers and provide greater transparency in AW’s charges.

For this version of the model, the CBC is set at $0.14 per thousand gallons, but may change prior to City
Council review based on continued calculations of the revenue needed from the CBC. In the wastewater
rate schedules provided in this section, the CBC is included in the New Model Rates for retail customers.

11.4 RESIDENTIAL WASTEWATER RATES

Residential customers are assessed wastewater user charges that are a combination of fixed fees/charges
and volumetrically or flow based rates. Customers, regardless of meter size, are assessed a base fee per
month, or account charge.
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Residential wastewater volumetric rates recover the remaining residential revenue requirements. The
current two tier rate structure is retained because it currently still meets the utility’s affordability
objectives for financially challenged customers. The rates have been updated to reflect full cost of service
and the current ‘steepness’ of rates between the two tiers has been retained.

One nuance of wastewater billing for residential customers is that wastewater rates are not necessarily
billed at the recorded water consumption for the month. Instead a winter period average is used for every
customer to estimate the amount of water that is returned to the wastewater system. The averaging
period is calculated using 3 billing periods for December through February covering water consumption
from mid-November to mid-March depending on a customers’ billing cycle, when most of the water goes
directly into the sanitary sewer system versus being used for outdoor watering. This resulting average is
unique for each customer and is incorporated into the billing process. Residential customers are billed
based on this average, or monthly metered water consumption, whichever is lower.

Table 11.1 presents the 2017 approved and new model fixed and volumetric user charges, including the
proposed implementation of the CBC surcharge mentioned above.

Table 111 Ressdential Wastewater User Charges

2017 Approved User Charges New Model User Charges (Full COS)
Account Charge Fixed Charge Account Charge Fixed Charge
All Meter Sizes $10.30 All Meter Sizes $10.30
Tiers (Gallons) Rate Tiers (Gallons) Rate
RESIDENTIAL
0-2,000 $5.30 0-2,000 $5.07
2,001 & over* $10.35 2,001 & over* $10.44
CAP CUSTOMERS
0-2,000 $5.30 0-2,000 $3.78
2,001 & over* $10.35 2,001 & over* $7.78

* Customers are billed based upon water usage during the Wastewater Averaging Period, or
monthly water consumption, which ever is lower.

Community n/a Community $0.14
Benefit Charge Benefit Charge

1.5 MULTHFAMILY WASTEWATER RATES

For its multi-family customers AW currently has in place user charges that are a combination of fixed
fees/charges and volumetrically or usage based rates. Customers, regardless of meter size, are assessed
a base fee, or account charge, per month. AW incorporates the averaging period for multi-family
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customers, like Residential customers. However, for those multi-family customers with separate domestic
and irrigation meters, wastewater is billed on a gallon for gallon basis reflective of their domestic meter
use. The multi-family volumetric rate is a uniform rate per thousand gallons for all customer consumption
at the winter average, or monthly metered water usage, whichever is lower.

Table 11.2 presents the 2017 approved and new model user charges and the new CBC surcharge.

Takie 112 Multi-Family Wastewater User Charges

2017 Approved User Charges New Model User Charges (Full COS)
Account Charge Fixed Charge Account Charge Fixed Charge
All Meter Sizes $10.30 All Meter Sizes $10.30
Billed Volume Rate Billed Volume Rate
All Consumption * $9.48 All Consumption * $9.30

* Customers are billed based upon water usage during the Wastewater Averaging Period, or
monthly water consumption, which ever is lower.

Community n/a Community $0.14
Benefit Charge Benefit Charge

11.6  COMMERCIAL WASTEWATER RATES

Commercial customers are assessed user charges similar to the way Multi-Family customers are assessed
charges. Customers, regardless of meter size, are assessed a base fee, or account charge, per month. AW
incorporates the averaging period for commercial customers. However, for those commercial customers
with separate domestic and irrigation meters, wastewater is billed on a gallon for gallon basis reflective
of their domestic meter use. The volumetric rate is a uniform rate per thousand gallons for all customer
consumption at the winter average, or monthly metered water usage, whichever is lower.

Table 11.3 presents the 2017 approved and new model user charges and the new CBC surcharge.
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Table T Commercial Wastewader User Charges

2017 Approved User Charges New Model User Charges (Full COS)
Account Charge Fixed Charge Account Charge Fixed Charge
All Meter Sizes $10.30 All Meter Sizes $10.30
Billed Volume Rate Billed Volume Rate
All Consumption * $9.48 All Consumption * $9.31

* Customers are billed based upon water usage during the Wastewater Averaging Period, or
monthly water consumption, which ever is lower.

Community n/a Community $0.14
Benefit Charge Benefit Charge

11.7 LARGE VOLUME CUSTOMER WASTEWATER RATES

Large Volume customers, regardless of meter size, are assessed a base fee, or account charge, per month
that is the same as all other retail customers. However, as discussed in the cost of service of large volume
customers, each customer is accounted as its own class, and in the case of wastewater volumetric rates,
will have unique uniform volumetric rates based on the customer’s designated cost of service. AW
incorporates the averaging period for large volume customers. However, for those large volume
customers with separate domestic and irrigation meters, wastewater is billed on a gallon for gallon basis
reflective of their domestic meter use. Large volume customers are also assessed the CBC surcharge, like
Residential, Multi-Family, and Commercial customers.

Table 11.4 presents the 2017 approved and new model user charges and the new CBC surcharge.

Table 11.4: Large Volunte Custoiners Wastewater Fixed Usor Charges

2017 Approved User Charges New Model User Charges (Full COS)
Account Charge Fixed Charge Account Charge Fixed Charge
All Meter Sizes $10.30 All Meter Sizes $10.30
Billed Volume Rate Billed Volume Rate
Spansion $8.39 Spansion $8.28
NXP - Ed Bluestein $8.93 NXP - Ed Bluestein $8.96
NXP - W William Cannon $8.95 NXP - W William Cannon $8.81
Samsung $8.28 Samsung $8.18
Novati $8.13 Novati $8.06
University of Texas $9.42 University of Texas $9.28
Community n/a Community $0.14
Benefit Charge Benefit Charge
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118 WHOLESALE WASTEWATER RATES

Like large volume customers, each wholesale customer is treated as a separate class, and is assessed a

combination of fixed and volumetric charges. Customers are assessed a base fee, or account charge, per
month. Each wholesale customer has a unique uniform volumetric rate based on the customer’s
designated cost of service, and that rate is assessed to billed water consumption during the monthly
period. The CBC surcharge is not applicable to wholesale customers.

Table 11.5 presents the 2017 approved and new model user charges.

Table 11.5: Wholesale Wastewater User Charges

2017 Approved User Charges

New Model User Charges (Full COS)

Account Charge Fixed Charge Account Charge Fixed Charge

All Meter Sizes $10.30

All Meter Sizes $10.30

Customer Rate Customer Rate

Mid Tex Utilities (Avana Sub) $5.66
Comanche Canyon (WCID17) $3.98
Manor, City of $5.64
North Austin MUD $5.19
Northtown MUD $5.11
Rollingwood $5.67
Shady Hollow $5.73
Sunset Valley MUD $5.71
Steiner Ranch (WCID17) $3.80
Wells Branch MUD $5.19
Westlake Hills $5.68
Community n/a
Benefit Charge

Mid Tex Utilities (Avana Sub) $5.38
Comanche Canyon (WCID17) $4.39
Manor, City of $5.83
North Austin MUD $6.00
Northtown MUD $6.00
Rollingwood $5.85
Shady Hollow $5.92
Sunset Valley MUD $5.84
Steiner Ranch (WCID17) $4.87
Wells Branch MUD $6.02
Westlake Hills $5.86
Community n/a
Benefit Charge
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12. RECLAIMED WATER

2.1 RECLAIMED WATER OVERVIEW

While more than 99% of AW’s budget is expended on the water and wastewater services, AW provides
an additional service to some customers: reclaimed water service. Reclaimed water is water that has been
treated at a wastewater treatment plant that, instead of being discharged into the surface water system,
is ‘reclaimed’ or reused for AW customer purposes. The water is actually pumped from the wastewater
treatment plant to customers through secondary water delivery infrastructure, typically called purple
pipe, for purposes such as irrigation, that does not require full water treatment to potable standards.

AW currently pumps approximately 1.3 billion gallons of reclaimed water to 79 customers through 51
miles of reclaimed water pipe. AW has plans for significant expansion over the next 5 years, increasing
both its number of customers and reclaimed water usage by approximately 70%.

12.2 REVENUE REQUIREMENTS

The total budget for FY 2017 for reclaimed water service is $4.9 million. As presented in Table 12.1, the
majority of annual cost is interfund transfers, which are related to debt payments for financing capital
projects for installing the piping infrastructure. Put another way, approximately 88.6% of the annual
budget is spent on capital. This is not uncommon for utilities that provide reclaimed water service.
Establishing reclaimed water service is very capital intensive because a brand new system is being
installed.

Table 12.1: Reclaimed Wator Seyvive Rovenne Requirementds

Salaries / Fringes $338,221 $365,118
Contractual Services 39,986 155,336
Commodities / Other 38,032 39,348
indirect Cost - -
Expense Refunds (2,004) (2,004)
Capital Equipment - -
Interfund Transfers 3,938,494 4,350,700
Total Revenue Requirement $4,304,635 $4,908,498

12,3 REVENUE AND INTERFUND TRANSFERS

Given the current limited customer base and overall high capital needs to provide service, AW has elected
not to charge full cost of service to the reclaimed water customers. The unit rate for reclaimed water
would far surpass that of potable water, and thus no longer be economically viable for customers to switch
from potable water for irrigation or other non-potable needs. Therefore, AW has chosen to partially
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subsidize the reclaimed water service from the water and wastewater funds in an effort to make reclaimed
water affordable and an attractive alternative to potable water use.

in FY 2017, AW projected revenue from reclaimed water sales at approximately $1.5 million. AW will
continue to evaluate the rates for reclaimed water service, balancing revenue collection, overall cost, and
incentivizing future use. To fully fund the reclaimed water utility, however, AW transferred $1.7 million
from both the water and wastewater fund for a total subsidy of $3.4 million.

12.4 RECLAIMED WATER IS AWATER SUPPLY

During the PIC and WIC meetings, a member of the Raftelis Team, Steve Coonan of Alan Plummer
Associates, Inc. prepared and presented on AW’s reclaimed water system. The overarching message
during this discussion was that reclaimed water is actually a very important piece of AW’s existing and
future total water supply portfolio. Transitioning some customers that have needs that could be served
by non-potable water, such as reclaimed water, may free up existing potable water capacity to
accommodate additional growth before AW would need to secure the next increment of water supply,
which is typically very costly.

Furthermore, the State of Texas considers reclaimed water a viable and valuable component of an overall
water supply plan. Senate Bill 1 of the 75™ Legislature states:

Each regional water planning group shall submit to the board a regional water plan that considers:
(C) all potentially feasible water management strategies, inciuding but not limited to improved
conservation, reuse [reclaimed water], and management of existing water supplies, acquisition of
available existing water supplies, and development of new water supplies

The Senate Bill 1 language indicates that the State of Texas now mandates the consideration of reuse, or
reclaimed water in the regional water plan, inferring that reclaimed water is actually a water supply.

12.5 RECLAIMED WATER AND THE COST OF SERVICE STUDY

The primary objectives of the cost of service study were the determination of the customer class cost of
service and development of rates for the water and wastewater services. Given that reclaimed water rates
are currently set at a percentage of the potable water rate (40% to current and 70% to mandatory connect
customers) to incentivize use of reclaimed water, developing rates was not a central task. Instead,
developing a clear understanding of reclaimed water, its purpose within the utility, and how the water
and wastewater fund subsidies should be recovered were the primary objectives. In other words, is the
50/50 split of the subsidy from the water and wastewater funds appropriate.

As a result of the discussions with the PIC and the WIC and the Executive Team, the 50/50 split of the
water and wastewater funds’ subsidy of the reclaimed water was revisited. The impact of establishing
that reclaimed water is a water supply is that it is more appropriate for AW to transfer funds from water
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fund than wastewater fund to support the reclaimed water service. Therefore, AW has decided to phase-
in the increase of subsidy from the water fund and decrease from the wastewater fund. In FY 2018, AW is
targeting a 75/25 transfer of subsidy from the water and wastewater funds, respectively.
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13. APPENDICES

13.1  APPENDIX A - PIC/WIC INTRO PACKET

13.2 APPENDIX B — DECISION PQINTS

Page 170
Cost of Service Study Report | 105



EXHIBIT JJJ-6 .
Austin

§
JLATER

RAFTELIS

FINANCESL SONTLLTANTS, aNL

Austin Water
Cost of Service Rate Study - 2016

Facilitation Ground Rules for
Public Involvement Committee

Wholesale Involvement Committee

Meetings

1.

All meetings will be conducted as follows:
a. Discussion will be facilitated to maintain a productive and efficient process;
b. Meeting materials will be posted to the Austin Water website;
c. Proceedings are open to public and will include a comment period for public, non-
committee attendees; and
d. Proceedings will be electronically recorded.

Individual Participants

(W8]

10.

Members are responsible for staying informed and attending meetings.

Only one person will speak at a time, and no one will interrupt when another person is speaking.
Each person agrees to advocate for the interests of the constituency he/she represents and express
his/her own views, rather than speaking for others at the table or attributing motives to them.
Each person will avoid grandstanding (i.e., making extended comments or asking same question
repeatedly), so that everyone has a fair chance to speak and to contribute.

Personal attacks will not be permitted. Participants agree to challenge ideas, not people.

Each person will make every effort to stay on track with the agenda and to move the
deliberations forward.

Each person will seek to focus on the merits of what is being said, making a good faith effort to
understand the concerns of others. Clarifying questions are encouraged; rhetorical questions and
disparaging remarks are discouraged.

Each person will seek to follow a “no surprises” rule — voicing his/her concerns when they arise.
The intent is to avoid raising unexpected objections late in the deliberations.

Each person reserves the right to disagree with any proposal and accepts responsibility for
offering alternatives that accommodate his/her interests as well as the interests of others.
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11. Each person agrees to keep the constituencies he/she represents informed about the issues under
discussion and to seek their input and advice on any developments that emerge.

12. Each meeting will end with a brief summary of the major topics discussed, and a preview of next
meeting.

13. Members will not contact Raftelis Financial Consultants between meetings.

14. Cell phones will not be used during meetings except for genuine emergencies.
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Introduction

Austin Water (AW) is conducting a comprehensive study to update and improve its methods for
determining fair and defensible rates for its services. The study will use accepted Cost of Service
(COS) principles that seek the most equitable ways to link the cost involved in serving each
category of “class” of customer (e.g., residential, multi-family, commercial, industrial or
wholesale) with the amount each pays.

The study is being conducted from September 2016 through May 2017. The timeframe meshes
with the City’s budget cycle and the new rate methodology is scheduled to be ready for use
beginning in November 2018.

The Austin City Council made a commitment to COS principles in 1992. Studies in 1999 and
2007 updated the Cost of Service methodologies, and City Council again adopted the rate-setting
methods that have been used since that time.

In conducting a rate study, AW’s job is to balance and reconcile the interests of all its customers.
This means allocating costs, and recognizing that any costs not covered by one customer class
must be borne by the others. Rate studies can be controversial because each customer class
would like to shoulder less of the total burden by having other customer classes shoulder more.

The current rate model has been updated each year since 2008. AW has engaged Raftelis
Financial Consultants, Inc. (RFC) to review the existing model and develop changes or a new
model to better address current AW objectives.

AW is committed to making its customers aware of the rate study and to providing opportunities
for the public to offer input. Toward that end, AW is providing each customer class a seat on an
advisory committee whose role is to examine issues related to the study and advise the AW
executive team and staff.

This Public Involvement Plan explains the tools and tactics that will be used to make information
available to the public and solicit comments from them.

Public Involvement Consultant

A team of rate experts led by RFC has been contracted by the City of Austin to assist with
updating and improving the existing COS methodology. RFC has contracted with Laura Raun
Public Relations (LRPR) as its public involvement consultant. LRPR is an Austin, Texas-based
public involvement firm with a 15-year track record of informing and engaging stakeholders, and
facilitating communication and problem solving on complex issues. LRPR has worked with
clients such as the City of Wimberley, the Lower Colorado River Authority, the Texas
Commission on Environmental Quality, the South Central Texas Regional Water Planning
Group, the Texas Ground Water Association, and the Barton Springs Edwards Aquifer
Groundwater Conservation District.
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e To provide clear, timely, and accurate information for the public;

e To promote involvement by representatives of all AW customer classes in reviewing issues,
weighing tradeoffs, and advising AW on the study;

e To define roles in the rate study process so that the public understands who has responsibility

for decision-making; and,

e To provide opportunities for public comment and input throughout the study.

Decision-Making Responsibilities

Within limits established by the Texas Public Utilities Commission, the Austin City Council
makes the final decision about the rates charged by AW. The following table outlines the support
roles that others play in the COS Rate Study.

GROUP

MEMBERS

RESPONSIBILITY

AW Project Team

Financial Management
Division

Provides supporting
documentation for COS
calculations; provides staff
support for the study

Consulting Team

Raftelis Financial
Consultants

Laura Raun Public Relations
Alan Plummer Associates

Provides technical guidance and
expertise; prepares issue papers;
makes technical
recommendations; facilitates PIC
and WIC meetings and submits
Rate Study Report

Public Involvement Committee
(PIC)

Representatives of AW retail
customer classes

Examines key issues and advises
AW on impacts to retail
customers (residential,
multifamily, commercial,
industrial)

Wholesale Involvement
Committee (WIC)

Representatives of AW
wholesale customers

Examines key issues and advises
AW on impacts to wholesale
customers

Public and Special Interest
Groups

Open membership

Reviews issues and provides
comments to the AW and/or City
Council

4
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AW Executive Committee e AW Director, Assistant Determines AW's rate
Directors, Budget and recommendations to City Council
Finance Manager, City Legal | after considering input of all
Department parties

Water and Wastewater e Members appointed by City | Advises the City Council,

Commission Council including advising the Council

on recommendations on rates

Resource Management ¢ Members appointed by City | Advises City Council on water
Commission Council conservation, energy, alternative
energy technologies, renewable
energy sources

Tools and Techniques

Efforts will be made to ensure that information is readily available to the public, and that
customer representatives and interested parties are involved throughout the study. These efforts
are described below.

Media Outreach

News releases will be issued to newspapers and radio stations in the Austin area. The releases,
which will be developed by the AW Public Information Officer, will serve to announce each of
the Public Involvement Committee meetings.

Website

A web page on the AW website will be maintained by AW to provide the public and stakeholder
committees with information. Through the web page, the public and stakeholders will be able to
access meeting dates and locations, meeting agendas, issue papers, and comments from Public
Involvement Committee and Wholesale Involvement Committee members on study issues. An
email feature will allow comments from the public to be easily submitted to AW.

AW will complete frequent updates to keep information current. The project web page address is
http://www.austintexas.gov/department/2016-cost-service-rate-study.

Information Library

The AW is providing electronic copies on all relevant study data on the study website referenced
above. Hard copies can be provided upon request at the expense of the requestor.

Public Involvement Committee (PIC)
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A Public Involvement Committee will be established and include representatives from all AW
retail customer classes (e.g., residential, multi-family, commercial or industrial). Members will
be selected by a diverse group of organizations with direct interest in the study. Included in the
PIC membership will be a Residential Customer Rate Advocate (the Advocate). The firm of
NewGen Strategies & Solutions, LLC (NewGen) has been retained by the Utility to serve in this
capacity. Representatives from NewGen will attend PIC meetings and participate in similar
manner to any other PIC member — see description presented late in this document.

The PIC will hear from subject matter experts, examine issues and advise AW on study issues.
PIC members represent their customer class and are responsible for communicating with their
constituency, while considering what is best for the City as a whole. The PIC is expected to meet
approximately ten (10) times over the course of the study.

A roster of PIC members will be provided.
Wholesale Involvement Committee (WIC)

A  Wholesale Involvement Committee will be established and include self-selected
representatives from the Utility’s Wholesale customers.

The WIC will hear from subject matter experts, examine issues and advise AW on study issues.
WIC members represent their agencies and their customers and are responsible for
communicating with their constituency (e.g., board members and end-use customers), while
considering what is best for the City as a whole. The committee is expected to meet
approximately five (5) times over the course of the study.

A roster of WIC members will be provided.
Meetings and Public Comment

All PIC and WIC meetings are open to the public. Interested persons and members of special
interest groups may attend. Meeting times and agendas will be posted on the study web page.

Comments, questions and requests for information from members of the public in attendance
may be formally submitted in writing through the study web page throughout the study process.
Written comments on the recommended rate methodology will be included in the Final Report,
prepared by RFC and submitted to the City Council, at the conclusion of the study.

Residential Customer Rate Advocate

The City of Austin has contracted with a Residential Customer Rate Advocate to represent the
interests of residential customers on the PIC, and to conduct outreach and provide information to
single family residential customers. The Advocate will advocate on behalf of residential
interests, review information from the study consultant (RFC), assess potential impacts on
residential customers, and provide a written analysis to AW.
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Issue Papers

Raftelis Financial Consultants will prepare issue papers on topics identified by AW as relevant to
the cost of service rate study. The papers will explain decisions to be made and identify options,
pros-cons and preliminary recommendations.

Issue papers will be sent to PIC members in advance of the relevant committee meeting and will
be discussed during the PIC meeting. Issue papers will also be posted on the study web page for
public review and comment.

Presentations to City Council, Water and Wastewater Commission, Resource Management
Commission

AW will routinely update the Water and Wastewater Commission on the progress of the rate
study and will provide periodic updates to the City Council.

Cost of Service Rate Study updates will be posted on the agendas of the respective bodies.
Meetings are open to the public, and anyone may comment during designated public comment

periods.

Prior to the adoption of new rates, City Council will hold a public hearing and receive public
feedback on the proposal.
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EXHIBIT JJJ-6

Issue #1: Revenue Requirement Determination for Wholesale Customers

Change? If Yes, Cash Basis Utility Basis (Option for Change)
(Yesor | Option for
Issue No) Change Pros Cons Pros Cons

How should the Utility Basis Historicaily used — “generally” accepted by 1. O/C customers start paying for assets Provides explicit return to I/C customers for | 1. New approach for customers to understand

revenue requirement all customers before placed into service investment and risk to serve O/C customers | 2. Absent an agreed upon methodology,

Z?Jrs:)r:elfssi:: Simple, easy to understand, determine, 2. No explicit return to I/C customers for (O/C rates are higher for the same level of potential exists for extensive debate

determined? update and administer investment and nisk to serve O/C customers service) regarding determination of the cost of

All customers treated the same, same 3. Potenttal for matenal rate changes based Fairness and equity In terms of return equity capital
methodology used for everyone on capital financing decisions (e.g., debt vs. provided to I/C customers (O/C rate are 3 Requires the determination of the used and

Status Quo: Matches City’s budget and accounting cash funding) higher for the same level of service) useful rate base — potential for debate

:::’:':::I‘se::venue methodology, i.e , cash method Fairness and equity for O/C customers in regarding in-service date and “usefulness”

Determination terms of elimination of subjective decisions for assets under construction
by AW regarding method of capital 4 Represents costs in a manner different than
financing which can cause material rate the City’s current cash budget methodology
changes 5 Transitioning to the Utility Basis for O/C
Enhanced level of rate stability for O/C customers may raise questions regarding
customers the recovery of capital-related costs. During
0/C customer do not pay a return on assets WIC meeting discussions, concern was
or depreciation until assets are In service raised of “paying for assets twice”, based on
Consistent with methodology used by PUCT the disconnect between financing penods
in the regulation of investor-owned utilities and asset life, on which depreciation and
Widely used by other local government rate of return i1s paid under the Utility Basis
utiity providers across the US in O/C service { 6  When considering fairness of utility rates,

arrangements

The PUC is currently considering a Notice of
Proposed Rulemaking that would require
municipal/local government electric utilities
to use the Utility Basis for O/C customers,
This may indicate a preference that
municipal water utilities will also be
required to employ the Utility Basis for O/C
customers.

PUC ruling guidehines may favor the
consistency of method apphed, regardless
of the method in use. This “fairness”
concern I1s a consideration when evaluating
a move from the Cash to the Utility Basis.

PIC Meeting Dates

PIC Meeting #2 on October 5, 2016 / PIC Meeting #3 on October 25, 2016 / PIC Meeting #7 January 4, 2017 / PIC Meeting #10 February 21, 2017

WIC Meeting Dates.

WIC Meeting #2 on October 5, 2016 / WIC Meeting #3 on November 8, 2016 / WIC Meeting #6 January 4, 2017 / WIC Meeting #9 February 21, 2017

Consultant
Recommendation®

AW should use the utility basis method to determine the revenue requirement for wholesale customers (see consultant Technical Memorandum dated October 17, 2016)

PIC & WIC Comments.

Grant Rabon {P!C-Residential Rate Advocate)
| support Austin Water to utilize the utility basis for these (wholesale and outside city) customers
Chuck Loy {PIC-Multifamily}
The multi-family recommends the outside rates be determined by the utiity method For two reasons. 1) It 1s 8 method that the Texas PUC 1s most familiar with and understands and 2) it will allow for some flexibiity with the Rate Of

Return to cover any subsidies that could occur as a result of the recent PUC case.
Marcia Stokes (PIC-Multifamily}

| agree with previous comments by the residential rate advocate and multifamily PIC rep that the utiity basis be used for wholesale and outside city customers while inside city remain cost basis.

Jay Joyce (WIC-Wells Branch MUD}: since there’s no guarantee that either cash or utility basis will result in increase or decrease of cost of service, it will be tough for customer classes to decide without a rough estimate, | wouldn’t buy
a car without knowing the cost and don’t think it would that difficult to do a rough estimate
Gary Rose {WIC-Southwest Water Co.): preference for utihty basis with caveats capital expenses, used and useful, and reasonable rate of return concerns
Howard Hagemann {WIC-Wells Branch MUD): it seems the utility basis is used by a number of utilities and AW seems to be leaning that way, but 'm on the fence because the precedent seems to say utility basis will be difficuit to
implement and transparency can be an issue with respect to handling assets.

2
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Don Conklin (WIC-North Austin MUD #1): | worry about transparency and am concerned about the continued reference to cash needs vs revenue requirements when the PUCT has repeatedly said rates should be cost of service based
and not City of Austin revenue needs based

Lanetta Cooper (PIC-Residential/Low Income): The Inside city customers can’t intervene in PUCT cases, and want clear delineation of wholesale vs retail costs Recommend utiity basis for wholesale

Dave Yanke (PIC- Residential Rate Advocate): Initially | prefer utility basis, but don’t know methodology assumptions so it’s hard to be absolute. A conditional yes Utility basis for wholesale 1s not atypical, Fort Worth does it for
wastewater, too.

Grant Rabon {PIC. idential Rate Ad ): | agree with what Dave Yanke said.

Todd Davey {PIC-Industrial/Large Vol ): Splitting wholesale and retail will require additional palicy. A conditional yes as we don’t know the accounting, 1.e capital expenses funding vs debt funding What s the rate of return? Less
flexibility with utility basis equals less equitability for cash basis Have concern with how any new rules will impact the retail side Utility basis puts the onus on Austin Water to manage the rate of return. Cash 1s more flexible,
susceptible to swings In costs, etc. I'm generally in favor of utility basis for all Retail shouldn’t pay for wholesale cost under-recovery

Chuck Loy (PIC-Multifamily): Utility basis would be most equitable We need more details but I'm fairly firm in support/preference. | believe Austin Water would be in a better position with PUCT filings if they use utiity basis for
wholesale.

Marcia Stokes (PIC-Multifamily): It doesn’t really matter to retail, we will still be cash basis Utility basis s lesser of two evils for wholesale | prefer the path of least resistance

Dan Wilcox {PIC-Industrial/Large Volume): If | recall, there will be a minute change in revenue requirements because the wholesale percentage 1s so small, but a higher cost with utility basis. It may be more equitable but 1s it worth
the effort, nsk and cost for so little a revenue change? | have no preference, really, but feel cash basis i1s better in the long run but utility basis 1s more business-hke

Mary McDonald (C cial): | agree with Todd Davey This issue i1s between Austin Water and wholesale customers. | only care how it impacts retail customers I’'m neutral. Find what’s best for commercial
Jesse Penn (PIC-W/WW Commissioner): I'm neutral/lean towards utility basis. Rate of return is a way to mitigate investment risk. It’s more business-like and straightforward
Luke Metzger (PIC-Envir I}: I’m neutral. The change sounds like a hassie for a small benefit.

Chien Lee (PIC-W/WW Commissioner): If wholesale goes with utility basis, why keep retail as cash basis? Keep it simple and straightforward. Utility basis seems more predictable, less risky

2{21/2017

Lanetta Cooper (PIC-Residential/Low Income): One of the benefits that Austin Water stipulated was that the PUCT was addressing the utility basis methodology What has changed? It appears that the big difference between the
PUCT under the cash basis and the utility basis is the recognition of timing  The PUCT has been reluctant to give a return with the CWIP.

Karen Keese (PIC-Residential): | started thinking about the cash basis methodology, and | discovered how few of the wholesale customers Austin Water has. The costs necessary to build a case for the wholesale rate case would
outweigh the benefits/savings

Exacutive Team
Decision:

Decislon: AW will continue using the cash basis to determine revenue requirements for wholesale customers,

Rationale: AW has been using the cash basis since our first COS fn 1992, The cash basis method aligns the rate making process with the cash flow requirements identified during the budget process. the continuity
of using the cash basis will provide a more consistent rate development. A change to the Utility basts would require significant analysis, additional consuiting costs, possible adjustments to account for charging
basis in capital cost recoveries, and other anticipated changes [n processes. The PUC has indicated that it sccepts the cash basis method for municipal utilities.
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Issue #2: Revenue Requirement Determination for Outside City Retail Customers

Change? If Yes, Cash Basis Utility Basis (Option for Change)
(Yes or Option
Issue No) for Pros Cons Pros Cons
Change
How should the Utility Basis Same as Issue #1 Same as Issue #1 Same as Issue #1 Same as Issue #1

revenue requirement
for outside ity retail
customers be
determined?

Status Quo:

Cash Basis Revenue
Requirement
Determination

PIC Meeting Dates. PIC Meeting #2 on October 5, 2016 / PIC Meeting #3 on October 25, 2016 / PIC Meeting #7 January 4, 2017 / PIC Meeting #10 February 21, 2017
WIC Meeting Dates: WIC Meeting #2 on October 5, 2016 / WIC Meeting #3 on November 8, 2016 / WIC Meeting #6 January 4, 2017 / WIC Meeting ¥#9 February 21, 2017
Consultant AW should use the utility basis method to determine the revenue requirement for wholesale customers {see consuitant Technical Memorandum dated October 17, 2016)

Recommendation.

PIC & WIC Comments.

Grant Rabon (PIC. idential Rate Ad )

| support Austin Water to utilize the utility basis for these (wholesale and outside city) customers

Chuck Loy {PIC-Multifamily)

The multi-family recommends the outside rates be determined by the utility method For two reasons 1) It 1s a method that the Texas PUC 1s most familiar with and understands and 2) it will allow for some flexibility with the Rate Of
Return to cover any subsidies that could occur as a result of the recent PUC case

Marcia Stokes (PIC-Multifamily)

| agree with previous comments by the residential rate advocate and multifamily PIC rep that the utility basis be used for wholesale and outside aity customers while inside city remain cost basis.

Gary Rose (WIC-Southwest Water Co.): | agree that wholesale and outside city should probably be the same but have a hard time being okay with being lumped into someone else’s rate class.

Lanetta Cooper (PIC-Residential/Low Income): Will outside city customers become inside city customers? Can you leave outside city as cash basis? I'm on the fence. Keep a bright hne and regulatory rate distinction. | share same
concerns as Todd Davey regarding changing to utility basis 1.e. factoring reserves, etc. Can those be recovered in the utility basis model? We need to clarify that what we’re really talking about i1s preventing residual dumping on retall. t
have no strong feelings but utility basis has clearer guidelines. The PUCT generally looks at rates on a system wide basis, so you will need to justify a change between outside city and inside city.

Chuck Loy (PIC-Multifamily): Yes, keep outside city the same as wholesale What costs do outside city incur that inside city don’t? Higher risk for outside city being outside the aity of Austin jurisdiction.

Grant Rabon (PIC-Residential Rate Ad: ): If you're not keeping assets segregated between inside city and outside city, you would be blind to the change between utility and cash The assumption 1s that invested capital per outside
aity 1s higher than inside city

Executive Team
Decision:

Decision: AW will cantinue using the cash basis to determine revenue requirements for outside city retait astomers,
Ratloniate: The same rationale for wholesale customers above applies to oatside city retalf custamers.
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Issue #3: General Fund Transfer in Wholesale Revenue Requirements

Change? If Yes, Reduce or Eliminate the General Fund Transfer (Option for Change)
{Yes or Option for
Issue No) Change Pros Cons

Should the General Fund Reduce or 1  Wholesale customers received no benefit from the inside city governmental services funded by 1. 1tis standard practice for municipal governments to earn a "profit” or "dividend" from the
Transfer be a part of the eliminate the the transfer operation of muricipal utilities Payments to the General Fund can be structures in several ways:
revenue requirement for General Fund a. Direct transfer such as that made by Austin Water and Austin Energy
wholesale customers? Transfer and/or

consider other b. Payment in lieu of taxes that 1s conceptually simiar to the property taxes paid by
Status Quo: forms of Investor-owned utilities
Maintain General Fund justification, ¢ Franchise fee that is conceptually similar to the fee also paid by investor-owned utilities
Transfer in the Wholesale e.g, PILOT, 2. Austin Energy makes an annual General Fund Transfer to the City of Austin - there is no reason

Revenue Fund

Franchise Fee, for Austin Water to be different

Requirement and/or Street
Rental Fee 3. The General Fund Transfer is a cost of doing business that would be incurred by a private
company providing water and wastewater services in the Crty and as such 1s a “cost of doing
business” that should also be paid by wholesale customers
4. The amount of the General Fund Transfer {8.2% of Gross Revenues) s a policy decision

appropriately made by the Austin City Council. Council does not need to justify their reasoning
for this or any other level of General Fund Transfer

PIC Meeting Dates® PIC Meeting #4 on November 8, 2016 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates. WIC Meeting #5 on November 29, 2016 / WIC Meeting #10 March 6, 2017

Consultant General Fund Transfers, regardless of how they are structured or what they labeled, are a vahid operating expense incurred by many municipal utilities and should be included n the revenue requirement of the wholesale customers. There 1s

Recommendation.

the possibility of restructuring the General Fund Transfer as a payment-in-lieu of taxes and/or a Franchise Fee. In the meantime, the Austin Water General Fund Transfer should continue in the amount specified by Austin City Council

PIC & WIC Comments

Gary Rose (WIC-Southwest Water Co.): It seems rate of return and General Fund Transfer is double dipping under a utility basis

Jay Joyce (WIC-Wells Branch MUD): if General Fund Transfer is profit, then it's not cost of service; | can’t imagine the PUCT would allow both a rate of return and General Fund Transfer.

Howard Hagemann (WIC-Wells Branch MUD}: | see things not allocated to what they’re actually expended for 1 recommend against the General Fund Transfer under utility basis.

Robert Anderson (WIC-Northtown MUD/Wells Branch MUD): The PUCT has disalfowed this so I'm not sure why we’re discussing it. ltem #4 under “Cons” 1s a slap in the face.

Don Conklin (WIC-North Austin MUD #1): | request the General Fund Transfer be withdrawn as part of the cost of service allocation as repeatedly ruled by the courts; that’s at the heart of my skepticism about this process

Charles Winfield (WIC-City of Rollingwood): My preference 1s to not include the General Fund Transfer. There’s already one included for Austin Energy which we pay

Luke Metzger {PIC-Environmental): Maintain the wholesale General Fund Transfer. They should pay their fair share

Todd Davey (PIC-Industrial/Large Volume): No change. They’re different jurisdictions {city of Austin and PUCT). Set up those rates of return in another fashion. | don’t think the City of Austin should mandate General Fund Transfer by
wholesale. The city should recover funds that hit operating expenses. How does wholesale get their voice heard? General Fund Transfer and City of Austin don’t apply to them.

Lanetta Cooper (PIC-Residential/Low Income): | strongly support charging the wholesale customer class the General Fund Transfer | see the General Fund Transfer as profit Austin Water Is running a business and they deserve the chance
to earn a profit There are some expenses applicable to wholesale and they should bear their share The General Fund Transfer shouldn’t apply to costs borne by inside city only costs like CWIP/CIP

Todd Davey {PIC-Industrial/Large Volume): | agree with Lanetta but disagree with “Cons” item #4.

Chuck Loy (PIC-Multifamily): | agree. Those costs should be recovered in some way Call them something else or the PUCT will chalienge them.

Dave Yanke (PIC-Residential Rate Advocate): | agree with Chuck Loy You will need justification. There may be other mechanisms to recover costs and they must be defensible

Jesse Penn (PIC-W/WW Commissioner): What did the WIC say?

Karyn Keese (PIC-Residential): You need some formula/mechamism other than a flat 8.2% and it should be part of wholesale revenue requirements. Council should know the affordability impact of 8 2% on rates and what that means to the
average resident

3/6/2017

Lanetta Cooper (PIC-Residential/Low Income): | still have a concern charging a General Fund transfer to the Reclaimed Water utility when there is no profit. We have one of the highest General Fund transfer of all utiities | hope you look
at reasonableness in terms of the General Fund Transfer.

Howard Hagemann (WIC-Wells Branch MUD): Even though the PUCT advised that Austin Water not go forward with this charge, you are still going to charge this to wholesale?

Clark Cornwell {City of Austin) The PUCT has not sard that Austin Water cannot collect the General Fund transfer, just that Austin Water did not meet the burden of proof

Executive Team Decision:

Decision: AW will continue to allocate an 8.2% General Fund Transfer to all customer classes including wholesale customers.

Rationale: Current City financial policy provides for an 8.2% General Fund Transfer as 2 payment In lieu of taxes. Municipal water utifitles generally have a general fund transfer to compsensate citizen owners of the
utility. The current level is in a range of other cities,
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Issue #4: Rate Recovery of Costs Incurred to Meet Financial Benchmarks

Change? If Yes, Reduce or Eliminate the Cost of Meeting Financial Benchmarks in Rates (Option for Change)
(Yes or Option for

Issue No) ch Pros Cons
Is it appropriate for Austin Reduce or 1. Austin Water should only include in rates the absolute minimum costs necessary to maintain 1 Financially stable utilities must maintain debt service coverage and cash reserve levels above the
Water to continue to elminate the contractually mandated debt service coverage requirements (nothing more), the minimum bare mintmum. This 1s the only way to protect ratepayers from emergency rate increases due to
mcludedlr: rates tthfe costs ( COSt:?f possible cash reserve levels Austin Water CIP financing decisions should be made solely on the unforeseen events such as severe and prolonged drought and major infrastructure failures
incurred to meet financial meeting . . X
benchmarks related to financial basis of what results in the lowest rates today Consideration of long-term capital structure i1ssues 2 Financially stable utilties must engage in CIP financing strategies that move toward an optimal
\tems such as Debt Service benchmarks and the reduced risks of have lower amounts of debt should not be considered in CIP financing capital structure with the appropriate balance of debt and equity. Such a capital structure imits
Coverage, Cash Reserves, In the rates decisions. the financial risk of too much debt and minimizes the rate increases caused by the use of too much
and specific target levels of paid by both cash funded CIP.
debt in the Austin Water retail and 3. Austin Water must compete for funds and issue debt in the capital markets Including in rates the
capital structure? wholesale ) i

customers costs incurred to meet reasonable financial benchmarks 1s prudent because 1t lowers Austin

Status Quo: Continue to
include the cost of
meeting financial
benchmarks in the rates
paid by both retail and
wholesale customers

Water's borrowing costs and ensures unfettered access to the debt markets.

PIC Meeting Dates. PIC Meeting #3 on October 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #11 March 6, 2017
WIC Meeting Dates. WIC Meeting #2 on October 5, 2016 / WIC Meeting #4 on November 25, 2016 / WIC Meeting #10 March 6, 2017
Consultant The costs incurred to meet reasonable financial benchmarks should be included in rates and aliocated to both retail and wholesale customers

Recommendation-

PIC & WIC Comments

Jay Joyce (WIC-Wells Branch MUD): How do you propose to incorporate these costs into a utility basis?

Howard Hagemann (WIC-Wells Branch MUD): Aren’t impact fees intended to cover items like this?

Gary Rose (WIC-Southwest Water Co.): Is Austin Water’s bond rating separate from the City of Austin’s and Austin Energy’s bond ratings?

Don Conkiin (WIC-North Austin MUD #1): What 1s the required debt service coverage? Can we see 1t? Does it include reserves? Are reserves locked to Austin Water and unable to be siphoned off?

Luke Metzger (PIC-Environmental}): It’s absolutely appropnate and good financial practice.

Grant Rabon (PIC-Residential Rate Advocate): Certainly debt and bond covenants. What Austin Water is doing now far surpasses requirements. What level is an appropriate level? Please share the Fitch 2017 medians report

Karyn Keese (PiC-Residential): | totally agree with Grant Rabon Certainly debt service coverage 1s important but at what levei? | would like a more formalized policy. | would like to see a sampling of other debt service coverage plans.

Todd Davey (PIC-Industrial/Large Volume): | don’t believe you should recover any more than what is needed to operate the utility | have concerns about pre-collecting for future rate increases Your stated targets are way out of line Austin
Water’s rates are already high Operate more efficiently They were able to find equitable rates/levels in the Austin Energy settlement. | contacted the Fitch analyst and there are more parts to a bond rating than what Austin Water s
benchmarking. My baseline is how your rates compare to others. Right now your benchmarks are out of alignment. Council 1s making decisions impacting your revenue and demand, more so than with Austin Energy Austin Water should have
an affordability goal ike Austin Energy does

Lanetta Cooper (PIC-Residential/Low Income}: | don’t know If the PUCT would allow it under utility basis. Depreciation would have to cover these costs. | think Austin Water will have difficulty squeezing debt service coverage and reserves
nto a utihity basis model. These are covered by the rate of return. Look at it as a rate design 1ssue especially Revenue Stability Reserves. | share Todd and Grant’s concerns for inside city —why do you need such a big piggy bank?

Dave Yanke (PIC-Residential Rate Advocate): Debt service coverage and reserves are cntical If you want them to grow, provide a detailed longer term analysis on how you will incrementally get there without significant rate increases. The
challenge is to define what adequate levels are.

Team

The £ ive decist o with the nancial benchmarks ware ¢ into fssues #4a ~ 4¢
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Issue #4a: Rate Recovery of Costs Incurred to Meet Financial Benchmarks — Debt Service Coverage

Change? If Yes, Reduce or Eliminate the Cost of Meeting Financial Benchmarks in Rates (Option for Change)
{Yes or Option for
Issue No) Change Pros Cons
Is it appropriate for Austin Reduce or 1. Austin Water should only include in rates the absolute minimum costs necessary to maintamn 1. Financially stable utilihes must maintain debt service coverage and cash reserve levels above the
Water to continue to eliminate the contractually mandated debt service coverage requirements {nothing more), the minimum bare minimum This is the only way to protect ratepayers from emergency rate increases due to
mcludedln rates th: costs . cost of possible cash reserve levels. Austin Water CIP financing decisions should be made solely on the unforeseen events such as severe and prolonged drought and major infrastructure failures.
:‘::é‘rr:natr?(sr:;eattelgat:ua ;T:::L?agl basis of what results in the lowest rates today Consideration of long-term capital structure 1ssues 2. Financially stable utilities must engage in CIP financing strategies that move toward an optimal
\tems such as Debt Service benchmarks and the reduced risks of have lower amounts of debt should not be considered in CIP financing capital structure with the appropriate balance of debt and equity. Such a capital structure hmits
Coverage, Cash Reserves, 1n the rates decisions. the financial nsk of too much debt and minimizes the rate increases caused by the use of too much
and specific target levels of paid by both cash funded CIP.
debt in the Austin Water retait and 3 Austin Water must compete for funds and 1ssue debt in the capital markets Including in rates the
capital structure? wholesale
customers costs incurred to meet reasonable financial benchmarks 1s prudent because it lowers Austin
Status Quo: Continue to Water's borrowing costs and ensures unfettered access to the debt markets
include the cost of
meeting financial
benchmarks in the rates
paid by both retail and
wholesale customers

PIC Meeting Dates*

PIC Meeting #3 on October 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #9 January 31, 2017 / PIC Meeting #10 February 21, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates

WIC Meeting #3 on October 5, 2016 / WIC Meeting #5 on November 29, 2016 / WIC Meeting #8 January 31, 2017 / WIC Meeting #9 February 21, 2017 / WIC Meeting #10 March 6, 2017

Consuitant
Recommendation-

The costs incurred to meet reasonable financial benchmarks should be inciuded in rates and allocated to both retail and wholesale customers.

PIC & WIC Comments.

Clay Collins {WIC-Sunset Valley): My thought 1s the policy says you should have 1.5x, but staff says we need something else. The policy needs to be changed, but the policy is vague. If the policy said you should never drop below 1.5x, then we
need to change it.

Gary Rose (WIC-Southwest Water Co.): If 1.85x makes the rating agencies comfortable, then it would be an adequate reserve fund level.

David Yanke (Residential): It should be relatively straight forward to perform a S-year forecast and how it affects the cost of service with rates by customer class.

Todd Davey (PIC-Industrial/Large Volume): 1 called the Fitch representative to ask about the ratings. You are stacking cash reserves Some of the volatility 15 created by the rate design in the residential customer class, some s created by
policy Ratings can be improved in other methods, other than increasing the debt service coverage. It's a Iittle misleading to compare the Fitch medians with Austin Water As a fixed cost dependent utility, the focus needs to be less about
cash on hand and more about surcharges needed at the time. More important to focus on how to bring the rates down, look at capital spending plans to get costs more in line.

Grant Rabon (PIC-Residential Rate Advocate): In the past, when you have had financial hardships some of that was driven of the level of fixed costs recovered. Currently, the percentage 1s higher. | am going to suggest that it would take a
much more significant level of drought to take you down to the revenue loss level of 2010 and 2014.

Lanetta Cooper {PIC — Low Income Residential): | want to see the rate difference between different debt service coverage. Assume the debt equity and debt service coverage at minimum levels to see the rate differences. It seems like we are
changing policy from what city council has recommended.

2/21/2017

Katy Phillips {(WIC- Sunset Valley): Has 1.85x been historically consistent?

Howard Hagemann (WIC- Wells Branch MUD): Isn't this a function of the efficiency of the utility? What is your current level?

Grant Rabon (PIC idential Rate Ad ): The DSC, reserve requirements, and the cash funding of CIP are the three legs of the utility What 1s the largest driver? It seems that it would be best to set the other two legs of the stool, and
make the DSC an nput in the COS model. Rather than taking a rating agency's figure, for rate payer and intergenerational issues, you should match up the level of cash funding of CIP with the projects being financed Let's decide what level of
reserves is appropriate then look at investments in the capital plan and match level of equity funding, so don't have intergeneration issues when cash funding 50 year life assets. Resulting in debt service coverage | think what you have now Is
good and don't need to drive this further especially at the cost of affordability.

Todd Davey (PIC-industrial/Large Volume): You're moving the equity financing of capital to 50%, and you are now more dependent on your capital spending projections for 10-years You are moving the cash funding from a third to a half, |
still think there is room to reduce the debt service coverage if you change that figure | agree with Grant. This is a 10-year projection, | think the method of looking at the projects Changes should not be made until the Independent Hearing
Examiner process That is where all of these 1ssues will be addressed. Without the model to see to see how this works, | don't think any changes should be made. It's not about revenue requirements, it's about the affordability. The decision
needs to be made through the Independent Hearing Examiner not now

Karyn Keese {PIC-Residential): | think right where you are nght now 1s adequate. | don't see the need to talk about going higher than that Your current metrics look healthy

Executive Team Decision:

Daciston: AW will target a 1.85x debt service coverage over the next 5-10 years,

Rationale: Improvement in AW’s debt service coverage is a critical component in strengthening our financial position and maintsining our current AA bond ratings. While this target Is below the Fitch median for AA
credits, it wilf still provide improvament from our current 1.7x fevel, The 1.85x target level can be achleved with a reasonable level of rate Increases over the time period. Additionally, the 1.85x target level will result in

reasonable cash reserve build up and CIP cash financing. In addition, Austin Water’s actively manages debt levels to lower overafl dollar t required to maintein debt service coverage targets.
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Issue #4b: Rate Recovery of Costs Incurred to Meet Financial Benchmarks — Cash Reserves Target — Days Cash of Operating Requirements

Change? If Yes, Reduce or Eliminate the Cost of Meeting Financial Benchmarks in Rates (Option for Change)
{Yes or Option for
Issue No) Change Pros Cons
Is it appropriate for Austin Reduce or 1  Austin Water should only include in rates the absolute minimum costs necessary to maintain 1. Financially stable utiities must maintain debt service coverage and cash reserve levels above the
Water to continue to eliminate the contractually mandated debt service coverage requirements (nothing more), the minimum bare minimum. This 1s the only way to protect ratepayers from emergency rate increases due to
include in rates the costsl cost of possible cash reserve levels Austin Water CIP financing decisions should be made solely on the unforeseen events such as severe and prolonged drought and major infrastructure failures.
:\ec:cl';:ia:zsn::‘eattfeigatZCIa ;?nzer:::?agl basis of what results in the lowest rates today Consideration of long-term capital structure i1ssues 2. Financially stable utilities must engage in CIP financing strategies that move toward an optimal
tems such as Debt Service benchmarks and the reduced risks of have lower amounts of debt should not be considered in CIP financing capital structure with the appropriate balance of debt and equity. Such a capital structure limits
Coverage, Cash Reserves, in the rates decisions. the financial nisk of too much debt and minimizes the rate increases caused by the use of too much
and specific target levels of paid by both cash funded CIP
debt in the Austin Water retall and 3 Austin Water must compete for funds and issue debt in the capital markets Including in rates the
capital structure? wholesale
customers. costs incurred to meet reasonable financial benchmarks 1s prudent because it lowers Austin

Status Quo: Continue to
include the cost of
meeting financial
benchmarks in the rates
paid by both retail and
wholesale customers

Water's borrowing costs and ensures unfettered access to the debt markets.

PIC Meeting Dates" PIC Meeting #3 on October 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #9 January 31, 2017 / PIC Meeting #10 February 21, 2017 / PIC Meeting #11 March 6, 2017
WIC Meeting Dates WIC Meeting #3 on October 5, 2016 / WIC Meeting #5 on November 29, 2016 / WIC Meeting #8 January 31, 2017 / WIC Meeting #9 February 21, 2017 / WIC Meeting #10 March 6, 2017
Consultant The costs incurred to meet reasonable financial benchmarks should be included in rates and allocated to both retail and wholesale customers.

Recommendation.

Lanetta Cooper (PIC-Residential/Low Income): There seems to be more piggy banks than needed due to negative watch

Todd Davey (PIC-Industrial/Large Volume): Bond convent s not on the graph, which is relative high to other systems and income. Volatility 1s created by Residential rate design and policy Also, ratings can be improved without coverage for
example Fitch customer classes are more rate sensitive. Austin Water should not focus on raising cash to reach 2.0 coverage ratio, but rather wait till there 1s an issue. The focus should be to bring rates down to a 1.5-1 6 leve! and use excess
cash to fund caprtal.

David Yanke (Residential): There 1s a lot that goes into a rating and AW suggestions are reasonable. A 1.85x over 10-years is a reasonable range for me. It would not impact affordabilty.

Jay Joyce (WIC-Wellsbranch}): Concerned how cash reserves would be incorporated into utility basis.

Howard Hagemann (WiC-Wellsbranch): How will would cash reserves be allocated to wholesale customers?

Gary Rose (WIC-Southwest Water Co.): Are Austin Water bond ratings separate from the City of Austin?

Don Conklin (WIC-North Austin MUD#1): What is debt service requirement? Would like to see backup information. Are the reserves blocked from the City taking?

3/6/2017

David Yanke {Residential): | know we have talked a lot about days of cash on hand | would Itke to go on record that the city hold current residential rates where they are for Fiscal Year 2018. Here in Austin there 1s an affordability problem
Fitch uses a 2% benchmark, but we (Austin) are at 2 4%

Karyn Keese {PIC-Residential): | would echo that the metrics here are too aggressive. Cahiformia has drought problems and revenue problems. They brought in a debt manager. They prefer to have a low target and exceed that amount. San
Diego has 3 1.2x debt service target | think Austin Water is currently fine. You want to go 50% capital funding, but they have a 10% goal Over time 50% cash funding is less expensive but ignores affordability today. These metrics need to be
rethought. | would applaud the debt management program if you increase your debt service coverage. That's fine

Lanetta Cooper (PIC-Residential/Low Income): For fiscal year 2017 the debt to equity ratio is 1 7x. Was that an increase from the previous target? The reserves are all interrelated You were increasing your reserves and the debt service
reserves. What happens when you achieve that target, do you lower 1t? There should be some adjustment to the debt service coverage when you achieve that target. You are going to pay down your debt to achieve 50 50 which means equity
goes up. Debt s cheaper than equity financing especially when you have a treatment plant coming online You don’t have depreciation so customers in the future would not be paying for the plant There are intergeneration subsidies.

Dan Wilcox (PIC-Industrial/Large Volume): | think these three metrics are on the aggressive side. If you are looking at a balance, when you are pushing affordabulity it 1s hard to associate that with these metrics You have no idea what rates
would be to get to 245 days or 1.85x compared to 1.75x. What value 1s it going to give us in 5-10 years? It’s not clear how these more aggressive metrics are going to pay off in the long run.

Karyn Keese {PIC-Residential): We would like to see the quantifiable impact of these metrics on residential customers. Your recommendation versus exactly where you are today. if it’s really not that much to get there.

Grant Rabon (PIC. idential Rate Ad ): You are a quality strong AA utility rating. | am struggling to understand the increase to these targets from where they are | would focus more concern to affordability.

David Yanke (Residential): | appreciate that you are developing a five year forecast that you cannot show until councit approval, but if we could see the impact to affordability that would be beneficial. It helps educate citizens If they have
something to look at

Andrew Hunt (WIC- North Austin MUD): How many Day of Cash on Hand is needed? 365 days or 245 days?
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EXHIBIT JJJ-6

Robert Wood {WIC-City of Westlake Hills}: On the decision point chart, is there a way to indicate change from current practice?

Executive Tear Decision: | Decision: AW will ftarget @ base aperating cash reserve level of 245 days for both the water fund and wastewater fund over the naxt 5-10 vears. In addition, AW will continue to achieve the 120 days of water reserves in
the Revenue Stability Reserve Fund. The overall reserve target will be 365 days for the water fund and 245 days for the wastewater fund. Since the water fund is more volatile, it is appropriate for additional days cash

sbove the base level. . . - Y :

Rationale: improvement in AW cash reserves is 2 critical component in strangthening our financial position and malintaining our current AA bond ratings. Our bond rating agencies have indicated continued Improvement

in our days cash on hand is appropriate to maintain our ratings. While this target is below the Fitch median for AA credits, this level will provide improvement from our current levels. The levels of cash reserves is refated

to and a result of the improving debt service coverage levels,
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EXHIBIT JJJ-6

Issue #4c: Rate Recovery of Costs Incurred to Meet Financial Benchmarks — Cash Financing of CIP Target

Change? If Yes, Reduce or Eliminate the Cost of Meeting Financial Benchmarks in Rates (Option for Change)
(Yes or Option for
Issue No) Change Pros Cons
Is it appropriate for Austin Reduce or 1. Austin Water should only include in rates the absolute minimum costs necessary to maintain 1. Financially stable utihities must maintain debt service coverage and cash reserve levels above the
Water to continue to eliminate the contractually mandated debt service coverage requirements (nothing more), the minimum bare mimmum This 1s the only way to protect ratepayers from emergency rate increases due to
::z::—t::d":;ar::e?‘f?nca?:al :::-tc:;g possible cash reserve levels. Austin Water CIP financing decisions should be made solely on the unforeseen events such as severe and prolonged drought and major infrastructure failures.
benchmarks related to financial basis of what results in the lowest rates today. Consideration of long-term capital structure 1ssues 2 Fnancially stable utilities must engage in CIP financing strategies that move toward an optimal
\tems such as Debt Service benchmarks and the reduced risks of have lower amounts of debt should not be considered in CIP financing capital structure with the appropnate balance of debt and equity. Such a capital structure hmits
Coverage, Cash Reserves, In the rates decisions. the financial risk of too much debt and minimizes the rate increases caused by the use of too much
and specific target levels of paid by both cash funded CiP
debtin the Austin Water retail and 3. Austin Water must compete for funds and issue debt in the capital markets. Including in rates the
capital structure? wholesale .
customers. costs incurred to meet reasonable financial benchmarks is prudent because it lowers Austin

Status Quo: Continue to
include the cost of
meeting financial
benchmarks in the rates
paid by both retail and
wholesale customers

Water's borrowing costs and ensures unfettered access to the debt markets.

PIC Meeting Dates

PIC Meeting #3 on October 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #9 January 31, 2017 / PIC Meeting #10 February 21, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates® WIC Meeting #3 on October 5, 2016 / WIC Meeting #5 on November 29, 2016 / WIC Meeting #8 January 31, 2017 / WIC Meeting #9 February 21, 2017 / WIC Meeting #10 March 6, 2017
Consultant The costs incurred to meet reasonable financial benchmarks should be included i rates and allocated to both retail and wholesale customers.
Recommendation.

PIC & WIC Comments

Robert Wood (WIC-City of Westlake Hills): Do any of the financial policies have a ceiling? Is there any sort of prioritization given {coverage vs. cash financing).

Gary Rose (WIC-Southwest Water Co.): | think anything more than 50% 1s putting too much burden on the customers. With excess cash you could always reduce rates
Clay Collins (WIC-Sunset Valley): Could CRFs also be used for infrastructure improvements?

Howard Hagemann (WIC-Welis Branch MUD): What do you mean by a 50% credit for the CRF calculation?

Executive Team Decision:

Decision: AW will target ¥ 50% use of cash to fund our CIP projects over the next 5-10 years.

Rationate: lmproving our use of cash financing of CIP projects will reduce our dependency on debt financing that can drive vur rate increases and reduce debt service coverage. The 50% target level strikes a balance
between having current and future customers paying for infrastructure. improvements in our debt service coverage results in ¢ash that can be used to fund CIP projects and reduce debt service in the future. Financing
costs generally double the cost of a CIP project, therefore avoiding debt is a cost effective way of reducing costs for the fiture,
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EXHIBIT JJJ-6

Issue #5: Allocation of a Portion of Rate Case Expenses to Wholesale Customers

Change? If Yes, Allocate a Portion of Rate Case Expenses to Wholesale Customers (Option for Change)
{Yes or Option for
Issue No) Ch Pros Cons

The PUCT disallowed
Austin Water's allocation
of a portion of rate case
expenses to the
wholesale customers
Should Austin Water
seek to include these
costs in the wholesale
customer revenue
requirement in its next
rate case?

Status Quo: If Austin
Water incurs rate case
expenses in the future,
they should continue to
be excluded from the
wholesale customer
revenue requirement.

-4
If Austin Water | 1
incurs rate case
expenses In the
future, a
portion of these
costs should be
allocated to the
wholesale
customer
revenue
requirement

Rate case expenses are a valid operating cost that benefit all customers, retail and wholesale. 1. Asthe petitioning party challenging Austin Water's rates, wholesale customers should not pay

any rate case expenses

PIC Meeting Dates;

PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates-

WIC Meeting #4 on November 29, 2016 / WIC Meeting #6 January 4, 2017 / WIC Meeting #10 March 6, 2017

Consultant Rate case expenses are a natural outcome of the regulatory process that benefits both retail and wholesale customers. If incurred in the future, wholesale customers should be allocated a portion of Austin Water's rate case expenses

Recommendation.

PIC & WIC Comments Grant Rabon (PIC-Residential Rate Ad: }: Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disaliowed costs into the revenue
requirement aflocated to wholesale customers The only exception to this general statement would be if Austin Water opts to utilize the utihity basis for these customers (which | support) and, then Austin Water could exclude only those
disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis.

Don Conklin (WIC-North Austin MUD #1}: | don’t think allowing any of these is a something we would support. Why do you repeatedly try to include costs that have been repeatedly disallowed by the PUCT? Best case scenario,
negotiations result in agreement and a rate case 1s not necessary Our concession would be what’s included in rate case expenses. Inside City elects the Council who sets rates and they have recourse, but outside city doesn’t.
Gary Rose (WIC-Southwest Water Co.): Rate case expenses can be included but you're not guaranteed to recover them; the PUCT occasionally disallows
Robert Wood (WIC-City of Westlake Hills): Inside city should pay all rate case costs Shareholders are City of Austin residents If the argument for rate of return is that they bear the risk, then let them bear the nsk
Charles Winfield (WIC-City of Rollingwood): Exclude them.
Robert Anderson (WIC-Northtown MUD/Wells Branch MUD): Exclude them.
Howard Hagemann {WIC-Wells Branch MUD): Exclude them.
Jay joyce (WIC-Wells Branch MUD): Yes, of course done properly evidence will be deliberated through judge and a decision will be reached.
1/17/17
Grant Rabon (PIC idential Rate Ad }: Consistent with my prior comments, | recommend you endeavor to recover
Todd Davey {PIC-Industrial/Large Volume}: The utiity should operate with whatever is the accepted process
3/6/2017
Gary Rose (WIC-Southwest Water Co.}: If we challenge the rates, would Austin Water push those costs only to the challenging party
Executive Tesm Decision;

Decision: No alincation of rate case expenses to wholesale customers, except for the direct recovery of rate case expenses from the challenging parties according to PUC allowances.

Ratlonale: Rate case expenses from the 2013 rate challenge have been paid previously by alf customer classes except the Petitioners in the case. Futyre rate tase expenses associated with future PUC challenges
would uitimately be recoveted from the chalfenging parties. Austin Water would present evidence to justify these rate case expenses 35 part of any rate proceeding.
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EXHIBIT JJJ-6

Issue #6: Allocation of a Portion of Reclaimed Water Costs to Wholesale Customers

Change? If Yes, Allocate a Portion of Reclaimed Water Costs to Wholesale Customers (Option for Change)

(Yesor | Option for

Issue No) Change Pros Cons
The PUCT disallowed Austin Allocate a 1 Reclaimed water 1s a cost effective source of supply that diversifies Austin Water's water supply 1. Eventhough reclaimed water increases the overall amount of water available to all customers
Water's allocation of a portion of portfolio and enhances the total amount of water available to all customers {retail and (retail and wholesale), wholesale customers do not use reclaimed water and therefore should not
porttlotn ‘::‘ recl:lnTedeater C:s:'". wholesale) Specifically, if more reclaimed water used, more of Austin Water's existing sources of be allocated a portion of reclaimed water costs
costs to the wholesale ater’s .
customers. Should Austin reclaimed supply are avallable for potable water customers, retail and wholesale For this reason, both retail

Water seek to include
these costs in the
wholesale customer
revenue requirement in its
next rate case?

Status Quo: Continue to
exclude reclaimed water
costs from the wholesale
customer revenue
requirement.

water costs to and wholesale customers should be allocated a portion of reclaimed water costs.

the wholesale
customer
revenue
requirement

PIC Meeting Dates. PIC Meeting #2 on November 5, 2016 / PIC Meeting #3 on November 25, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017
WIC Meeting Dates WIC Meeting #2 on November 5, 2016 / WIC Meeting #3 on November 8, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #6 January 4, 2017 / WIC Meeting #10 March 6, 2017
Consultant Reclaimed water s a valid source of supply that benefits the entire system A portion of reclaimed water costs should be allocated to wholesale customers.

Recommendation.

PIC & WIC Comments.

Grant Rabon (PIC-Residential Rate Advocate): Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs into the revenue
requirement allocated to wholesale customers. The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers {which | support) and, then, Austin Water could exclude only those
disallowed costs that are inconsistent with, or inappropniate for, inclusion under the utility basis.

Jay Joyce (WIC-Wells Branch MUD): | oppose based on testimony in the case. What are the changed circumstances since the ruling in this case? Are there any EPA or regulatory obligations?

Robert Anderson (WIC-Northtown MUD/Wells Branch MUD): | agree with Jay. The PUCT has already ruled Why is the city of Austin butting its head against the wall and increasing rate case costs?

Howard Hagemann (WIC-Wells Branch MUD)- 1 agree and oppose and we don’t use any reclaimed water

Don Conklin (WIC-North Austin MUD #1): | recommend disallowing. Decisions are being made by inside city customers and we have no standing to address those choices

Charles Winfield (WIC-City of Rollingwood}): | agree and oppose. Disallow. Does the PUCT give any reasons for disallowances?

Randall Raemon {(WIC-Marsha WSC): Do not support allocation to wholesale customers.

1/17/17

Dan Wilcox {PIC-Industrial/Large Volume): Is there a precedent saying you should go one way or another? Where did the PUCT decision come from? If most customers don’t have access, why should wholesale be treated any differently?
Inciude these costs.

Dave Yanke (PIC. i | Rate Ad ): Was there a detailed explanation/background given during the rate case?

Todd Davey (PiC-Industrial/Large Volume): If reclaimed is a benefit to the entire system, yes wholesale should pay. But another consideration is. is it a reasonable and necessary cost? Is a return on investment there? There are only 66
customers, LCRA is moving ahead with a downstream reservorr; they learned lessons from the drought. Wholesale should bear the burden of costs, too. Can we defer some of the capital to be invested in the near term if the need is pushed
out? That adds to debt service, cost of service and rates.

Dan Wilcox (PIC-Industrial/Large Volume): Is the rate of reclaimed water still subsidized?

Chien Lee (PIC-W/WW Commissioner): Is the statement ‘wholesale customers do not use reclaimed water’ true?

Chuck Loy (PIC-Multifamily): Because reclaimed water benefits all customers, | think it should be included and you can probably make a good argument to the PUCT.

Executive Team Docision:

Dacision: AW will allocate reclaimed water costs to all customer classes including wholesale customers.

Rationale: Austin Water’s reclaimed water system is a cost effective water supply component. The reciaimed sy xtends the potable drinking water supplies, defers needy for additional water supply, andis a
drought resistant supply. Texas reglonal water planning efforts mandate the review of reclaimad water system as a water supply aiternative. Use of reclaimed water will contribute to defaying Austin Water hitting the
trigger when significant raw water costs must be paid to LCRA. Our conservation and reciaimed system efforts would have avoided a possible LCRA curtallment plan had the lake levels reached critical stage during the
recent central Texas drought, Al customers benefit from water supply efforts and therefore ali castomers should be allocated these costs,
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EXHIBIT JJJ-6

Issue #7: Allocation of a Portion of the Reclassified SWAP and Commercial Paper Costs to Wholesale Customers

Change? If Yes, Allocate a Portion of SWAP and Commercial Paper Costs to Wholesale Customers (Option for Change)
(Vesor | Option for
Issue No) Change Pros Cons
The PUCT disallowed Allocate a 1. SWAP and commercial paper costs are valid debt issuance costs that are incurred by Austin 1.
Austin Water's allocation portion of Water to fund CIP projects that provide service to all customers These costs were previously
of a portion of SWAP and Austln' amortized over the life of each debt instrument The Governmental Accounting Standards Board
commercial paper costs Water's 3
the wholesale customers SWAP and now requires these costs to be expensed in the year incurred. It 1s appropriate for all customers,
commercial both retail and wholesale, to be allocated a portion of SWAP and Commercial paper costs

Status Quo: Continue to paper costs
exclude SWAP and to the
commercial paper costs wholesale
from the wholesale customer
customer revenue revenue
requirement requirement

PIC Meeting Dates.

PIC Meeting #2 on November S, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates.

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant
Recommendation-

Annual SWAP and commercial paper costs are a valid operating cost

PIC & WIC Comments,

Grant Rabon (PIC-Residential Rate Advocate): Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previousty disallowed costs into the revenue
requirement allocated to wholesale customers The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers {which | support) and, then, Austin Water could exclude only those
disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis.

1/17/17

Jay Joyce {WIC-Wells Branch MUD): When did GASB make the pronouncement?

Howard Hagemann {WIC-Wells Branch MUD): If we go to a utility basis, would this still be separate from depreciation?

Don Conklin (WIC-North Austin MUD #1): | have concern regarding the lack of level of detail and breakout. The PUCT has ruled against these costs previously — we do not want these costs included If more conversation is needed, then
more detail 1s needed. | am concerned the City of Austin is trying to add disallowed costs. | feel hike the previous costs were set, then the PUCT ruled, and now you're trying to insert them again  Avoid hitigation and save money by
reaching an agreement on what regulatory costs need to be included.

Grant Rabon {PIC-Residential Rate Advocate): GASB indicates this is an operating expense under both cash and utility basis, so there’s no rational reason to exclude it.

Todd Davey (PIC-Industrial/Large Volume): Agree.

Chuck Loy (PIC-Mulitifamily): Agree.

Dan Wilcox {PIC-Industrial/Large Volume): Agree

Marcia Stokes (PIC-Multifamily): Agree.

Jesse Penn (PIC-W/WW Commiissioner): Agree.

Executive Team Decision:

Decision: AW will aliocate SWAP and commercial paper costs to all customer classes including wholesale customers.
Rationale: These costs are associated with Austin Watet’s capital financing mechanisms that benefit all customers, The Goverseental Accounting Standards Board {GASB) has required these costs to be expsnsed in

the year they were incurred. These costs are sppropriate operations and maintenance costs which should be allocated to all customer classes.
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EXHIBIT JJJ-6

Issue #8: Allocation of a Portion of the Green Water Treatment Plant Capital Costs to Wholesale Customers

Change? If Yes, Allocate a Portion of Green Water Treatment Plant Capital Costs to Wholesale Customers {Option for Change)
{Yes or Option for
Pros Cons

Issue No) Change
The PUCT disallowed Austin Water's Allocate a 1. The Green Water Treatment Plant has been decommussioned but there may be some 1 The Green Water Treatment Plant does not pass the "used and useful" test.
allocation of a portion of Green portion of debt service outstanding related to the Green WTP improvements
Water Treatment Plant costs to the Green Water
wholesale customers. Green Water Treatment

has been decommussioned by Austin
Water for treatment service.

Status Quo: Continue to exclude
the Green Water Treatment Plant
costs from the wholesale customer
revenue requirement.

Plant costs to
the wholesale
customer
revenue
requirement

PIC Meeting Dates

PIC Meeting #2 on November 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation.

Debt service costs should be allocated to all customer classes including wholesale customers.

PIC & WIC Comments.

Grant Rabon (PIC-Residential Rate Ad ): Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs into the
revenue requirement allocated to wholesale customers. The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers (which | support) and, then, Austin Water
could exciude only those disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis

1/17/17

Shirley Ross (WIC-Wells Branch MUD): Is it still being used for training? Green WTP has never been used to supply water to us?

Howard Hagemann (WIC-Wells Branch MUD): Since 1t’s not being used, and we're not receiving a benefit, and we’ve paid on the debt service, how can you say a plant not being used has any costs allocated to wholesale? It's
a far reach. | don't see this as having any bearing on water flowing to us. Stay with the status quo and exclude Response. Costs are allocated through the normal cost of service process; debt service costs are common to all.
Jay Joyce (WIC-Wells Branch MUD): The City of Austin sold a revenue producing asset that still had revenue bonds payable?

Don Conklin (WIC-North Austin MUD #1): I'm concerned you acknowledge these costs don’t pass the used and useful test I'm concerned you didn’t use the funds for paying off debt but rather for other purposes Because
outside city doesn’t have a voice, | strongly encourage the status quo.

Chuck Loy (PIC-Multifamily): Was the plant retired early?

Chien Lee (PIC-W/WW Commissioner): What 1s the amount of outstanding debt?

Jesse Penn (PIC-W/WW Commissioner): Does used and useful apply in this situation?

Todd Davey (PIC-Industrial/Large Volume): The debt has probably been refinanced and bundled. it’s difficult to trace to a specific asset. Sounds like you've tried — can revenue from the sale of other assets be used to pay this
off? It sounds like an iImmaterial amount. For simplicity, | support requiring wholesale to pay, too.

Chuck Loy (PIC-Multifamily}): It sounds like everyone benefited from the decommissioning, deconstructing and sale of the land so all should pay Allocate it

Exscutive Team Decision

Decision: No Green WTP costs will be sliocated to wholesale customers.

Rationale: The former Green WP has been decommissioned in 2008. No assets remain. Tothe extent that any capital cost debt service remains from projects completed prior to decommissioning,
these costs will be allocated to retail only customers.
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EXHIBIT JJJ-6

Issue #9: Allocation of Revenue Stability Reserve Fund Costs to Wholesale Customers

Change? If Yes, Allocate a Portion of Revenue Stability Reserve Fund Costs to Wholesale Customers (Option for Change)
(Yes or Option for
Pros Cons
Issue No) Change
The PUCT disallowed Austin Water's Allocate a 1 The Revenue Stability Reserve Fund protects the financial integrity of Austin Water 1 The entire nsk of revenue fluctuations should be borne by Austin Water's retail
allocation of a portion of Revenue portion of the caused by revenue fluctuations. This is a valid operating cost that accrues to the benefit customers. Therefore, no potion of these costs should be allocated to wholesale
Stability Reserve Fund costs to the Revenue of all customers, both retail and wholesale customers
wholesale customers Should Austin Stabilty

Water seek to include these costs in
the wholesale customer revenue
requirement n the next rate case?

Status Quo: Continue to exclude
Revenue Stability Reserve Fund
costs from the wholesale customer
revenue requirement.

Reserve Fund
costs to the to
the wholesale
customer
revenue
requirement.

PIC Meeting Dates:

PIC Meeting #2 on November S, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates.

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation.

The maintenance of a Revenue Stability Reserve Fund 1s a valid operating cost that benefits all customers. Wholesale customers should be allocated a portion of these costs.

PIC & WIC Comments

Grant Rabon (PIC-Residential Rate Advocate): Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs into the
revenue requirement allocated to wholesale customers The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers {(which | support) and, then, Austin Water
could exclude only those disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basts.

1/17/17

Don Conklin (WIC-North Austin MUD #1): When you look at Austin Water’s responsibility to operate the utility, you expect Austin Water to save money in years when revenue is over and above requirements, not peel it off
and do something else with it In wet years when you have more revenue than intended, is the extra revenue used to expedite funding of the Revenue Stability Fund? Every dime of additional revenue should go to the
Revenue Stability Fund, not to any other expense/activity/cost of service.

Gary Rose (WIC-Southwest Water Co.): | recommend against including the Revenue Stability Fund. The Revenue Stability Fund gives Austin Water the option to not collect the full cost of service from inside city Assume wet
and dry years will happen and manage it Cost of service and revenue requirements encourage inside city conservation which leads to reduced revenue which shouldn’t be passed to wholesale | oppose allowing it.

Jay Joyce (WIC-Wells Branch MUDY): Volatility 1s a product of steep inverted blocks on the retail side, not wholesale. Is it true the Council can do whatever they want with this money?

Andrew Hunt (WIC- North Austin MUD): It should not be allowed. Is there a number goal for the fund? Does the city of Austin use drought surcharges or pull from this fund?

Todd Davey (PIC-industrial/Large Volume): | have concerns about the levels of the funds. Is the value of the reserves that there won't be vast fluctuations in rates? If there’s no perceived value for wholesale to benefit, they
don’t benefit from revenue stability funded by the retail class

Grant Rabon (PIC-Residential Rate Advocate): What do you feel are the prospects for success at the PUCT if allocated to wholesale? How wiil you defend at the PUCT? We all understand the importance of reserves and
applaud their growth. While they may not be at the levels of others, they seem to be more than sufficiently addressing the issue. Now we need to balance with the affordability of rates By number of days cash on hand and
total value dollar-wise of the reserves, Austin Water ranks #1 on S&P rating.

Dave Yanke (PIC-Residential Rate Advocate): If debt can be reduced and reserves are between 180-270 days, would that help affordability?

Todd Davey {PIC-Industrial/Large Volume): How accurate is your revenue forecasting ability?

Dan Wilcox (PIC-Industrial/Large Volume): If 180 days If your target, do you shoot for 220 days so you never go below 1807 How does this work for Austin Water?

Executive Team Dedision:

Decision; AW will aliocate revenue stability reserve fund costs to ali customer classes including wholesale customers,

Rationale: The Revenue Stability Reserve Fund protects the financial integrity of Austin Water caused by water revenue fluctuations due to weather, drought, or conservation. Protecting the finarcial
Integrity of Austin Water through the use of reserves is a standard practice for utilities which benefits aff customer classes, Cash reserves are ane of many key financial benchmarks reviewed by rating
agencies In assessing cradit worthiness in issuing revenue bonds. All customer classes benefit from this reserve and therefors should be alfocated these costs, Austin Water has determined that

sholesale cust s should have a reduced level of surcharge to build these reserves due to their reduced volatility and to approximate their level of rates versus retail rates,
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EXHIBIT JJJ-6

Issue #10: Allocation of a Barton Springs/Edwards Aquifer Conservation District Costs to Wholesale Customers

Change? If Yes, Allocate a Portion of Barton Springs/Edwards Aquifer Conservation District Costs to Wholesale Customers (Option for Change)
(Yes or Option for
Issue No) Change Pros Cons
The PUCT disallowed Austin Water's Allocate a 1 The fee paid by Austin Water for the Barton Springs/Edwards Aquifer Conservation District
allocation of a portion of Barton portion of was mandated by State of Texas legislation.
Springs/Edwards Aquifer Barton
Conservation District costs to Springs/Edwar
wholesale customers. Should Austin ds Aquifer

Water seek to include these costs in
the wholesale customer revenue
requirement in the next rate case?

Status Quo: Continue to exclude
Barton Springs/Edwards Aquifer
Conservation costs from the

holacal

requirement

Conservation
District costs
to the
wholesale
customer
revenue
requirement

PIC Meeting Dates

PIC Meeting #2 on November 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates.

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation.

The Barton Springs/Edwards Aquifer Conservation District costs, which are paid by AW as mandated by City Councll, are a valid operating expense that should be recovered from all customers. Wholesale customers should be
allocated a portion of these costs

PIC & WIC Comments

Grant Rabon (PIC-Residential Rate Advocate): Per our discussion at the PIC meeting on 11/29/16, 1 am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs into the
revenue requirement allocated to wholesale customers The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers (which | support) and, then, Austin Water could
exclude only those disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis.

1/17/17

Jay Joyce (WIC-Wells Branch MUD}: Austin Water shows $900,000 budget for this fee, but BSEACD only shows $700,000 from Austin Water

Howard Hagemann {WIC-Wells Branch MUD}: I'm in agreement with excluding this from wholesale

Todd Davey {PIC-Industrial/Large Volume): Generally, | support trying to recoup costs from wholesale but this brings up the reasonable and necessary hurdie to jump
Dave Yanke (PIC-Residential Rate Advocate): | agree with Todd. This seems hke an uphill battle but go for it.

Chuck Loy {PIC-Multifamily}): Are costs charged by BSEACD based on volume? Does is benefit Austin Water customers?

Dan Wilcox (PiC-Industrial/Large Volume): You should attempt to allocate.

Marcia Stokes (PIC-Multifamily): Why 1s 1t other cities who are wholesale customers don’t pay?

3/6/2017
Grant Rabon (PIC-Residential Rate Advocate): What 1s the rationale to not allocate these cost to wholesale?

Executive Team Decision

Decision: No Sarton Springs/Edwards Aquifer Conservation District costs will be aliocated to whaolesale customers.

Retionale: These custs have been mandated by the Texas Legislature to be paid by the City of Austin, The City has dedided these costs will be paid by Austin Water, While some benefit to Austin Water
customers comes from this District, there is marginal benefit to wholesale customers.
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EXHIBIT JJJ-6

Issue #11: Allocation of a Portion of the Govalle Wastewater Treatment Plant O&M and Capital Costs to Wholesale Customers

Change? if Yes, Allocate a Portion of Govalle Wastewater Treatment Plant Q&M and Capital Costs to Wholesale Customers (Option for Change)
(Yes or Option for
Pros Cons
Issue No) Change
The PUCT disallowed Austin Water's Allocate a 1. Although the Govalle Wastewater Treatment Plant has been decommissioned, it isstill | 1. The Govalle Wastewater Treatment Plant does not pass the "used and useful” test and should
allocation of a portion of Govalle portion of being used for purposes that benefit all customers, both retail and wholesale This not be allocated to wholesale customers.
Wastewater Treatment Plant costs Govalle includes various treatment support functions, emergency wastewater flow diversion,
to the wholesale customers. Should Wastewater

Austin Water seek to include these
costs in the wholesale customer
revenue requirement in the next
rate case?

Status Quo: Continue to exclude
the The W Treat
Plant costs from the wholesale
customer revenue requirement

Treatment Plant and for storage of treatment plant and infrastructure assets.

costs to the
wholesale
customer
revenue
requirement.

PIC Meeting Dates-

PIC Meeting #2 on November 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates.

WIC Meeting ¥2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation

The Govalle Wastewater Treatment Plant operating and maintenance costs should be allocated to all customer classes including wholesale customers.

PIC & WIC Comments* Grant Rabon (PIC-Residential Rate Ad ): Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs into the
revenue requirement allocated to wholesale customers The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers (which | support) and, then, Austin Water could
exclude only those disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis.

1/17/17
Gary Rose (WIC-Southwest Water Co.): If we use the utility basis, obviously this 1s not used and useful, so exclude it. | can see why the administrative building 1s legitimate but the old building for training 1sn’t because training
can be done at other sites.
Howard Hagemann (WiC-Wells Branch MUD): To determine the percentage allocations, etc , would require an inordinate amount of effort and research What is the percentage usage by wholesale customers? Transparency 1s
a concern that some of these points bring out. How will we get to a dollar amount that would be agreed upon?
Don Conklin {(WIC-North Austin MUD #1): Is there any current/ongoing indebtedness with Govalle even though it's decommussioned? | recognize that administrative and training costs are real costs — do they need to be
associated with a decommissioned plant? Is there a more cost effective place for them? We need more detail | withhold my support until we have more information.
Chuck Loy {PIC-Multifamily}: Costs should be allocated
Marcia Stokes (PIC-Multifamily): Yes.
Todd Davey (PIC-Industrial/Large Volume}: It’s a hurdie to overcome but yes you should try to include
Dan Wilcox (PIC-Industrial/Large Volume}: | agree. You should attempt to charge to wholesale.
Grant Rabon (PIC-Residential Rate Advocate): | agree and don’t find it particularly hard to sell to the PUCT
Chien Lee (PIC-W/WW Commissioner): Yes, include it
Jesse Penn (PIC-W/WW Commissioner): It should be included. What type of training takes places and should that be inciuded?
Executive Team Decision Ducision: AW will allocate costs associated with the continaed use of the Govalle WWTP site to all customer dlasses including wholesale customers,

Ratlonale: Govafle WWTP does not provide any wastewater treatment as a functioning plant. However, there are stilf buildings on the property which provide space for training facilities for our pipeline
and treatment staff. Additionally, clearwalis from the previous plant provide emergency storage for wastewater during significant rain events. To the extent these costs are for the benefit of all customer
classes, those costs will be allocated to all customer dasses,
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EXHIBIT JJJ-6

Issue #12: Allocation of a Portion of the Utility-Wide Contingency to Wholesale Customers

Change? | ifYes, Allocate a Portion of the Utility-Wide Contingency to Wholesale Customers (Option for Change)

{Yes or | Option for

Issue No) Change Pros Cons
The PUCT disallowed Austin Water's Allocate a 1. The utility revenue requirement item designed to provide funds in case of emergency 1. Austin Water maintains other reserve funds and the use of a utihty-wide contingency cost
al!ocation of a portion of its utiity- portton °f the repair or other unplanned contingency. This 1s a valid operating cost that benefits all is redundant
wise contingency to the wholesale Utihty-Wide customers, both retail and wholesale 2 Austin Water must ensure that the amount of the contingency included 1n its revenue
customers Should Austin Water Contingency .
seek to include these costs in the to the requirement is appropriate based on its actual history of expenditures
wholesale customer revenue wholesale
requirement in the next rate case? customer

revenue

Status Quo: Continue to exclude
the Utility-Wide Contingency from
the wholesal r
requirement

requirement.

PIC Meeting Dates

PIC Meeting #2 on November 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates.

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation

Austin Water must demonstrate why its requested contingency 1s appropriate to be included in the revenue requirement if justified, a portion of this cost should be allocated to wholesale customers.

PIC & WIC Comments

Grant Rabon (PIC-Residential Rate Ad }: Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs into the
revenue requirement allocated to wholesale customers. The only exception to this general statement would be If Austin Water opts to utilize the utility basis for these customers (which | support} and, then, Austin Water
could exclude only those disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis.

1/17/17

Don Conklin (WIC-North Austin MUD #1): Is this a fund? Continue to disallow it Absent this being aliocated specifically to a contingency fund, | oppose

Gary Rose (WIC-Southwest Water Co.): You've set rates based on the test year. Including contingency plans in a test year lets you get around the cost of service and charge customers more In my business we push back into
future years if something unexpected happens. Exclude it.

Grant Rabon (PiC-Residential Rate Ad }: Does this 1ssue go away if you used actuals and not a fund:

Dan Wilcox {PIC-Industrial/Large Volume): It should be allocated to the wholesale class. Would it be a factor if they used utihity vs cash?

Todd Davey (PIC-Industrial/Large Volume): | agree. You should try to allocate it. Try to not take on debt.

3/6/2017

Lanetta Cooper (PIC-Residential/Low Income): it should be a known and measurable change, or it should be a separate cost of service item altogether. | think wholesale and retail should be treated the same

Exacutive Team Dacision

Decision: No Utility-wide contingency costs will be allocated to wholesale customers,

Rationale: These costs are budgeted to aliow for funding for any contingencies that may arise during the budget year which were unplanned. Since these ¢osts are not known and measurable, none of
these costs will be allocated to wholesale customars.
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EXHIBIT JJJ-6

Issue #13: Allocation of Water Treatment Plant No. 4 Costs to Wholesale Customers

Change? if Yes, Allocate a Portion of Wastewater Treatment Plant No. 4 Costs to Wholesale Customers {Option for Change)
(Yes or Option for
Issue No) Chang Pros Cons
The PUCT disallowed Austin Allocate a 1. At the time of Austin Water's 2013 rate case, Water Treatment Plant No 4 was | 1. Water Treatment Plant No. 4.1s not specifically dedicated to wholesale
Water's allocation of a portion portion of not In service. Water Treatment Plant No. 4 is now In service. Austin Water customer service. Therefore, no potion of these costs should be allocated to
of Water Treatment Plant No 4 Water operates a fully integrated utility system and all customers, including both wholesale customers.
costs to the wholesale Treatment X Ny
customers. Should Austin Water Plant No. 4 retail and wholesale, benefit from Water Treatment Plant No. 4.
seek to include these costs In costs to the
the wholesale customer wholesale
revenue requirement in the customer
next rate case? revenue
requirement.
Status Quo: Continue to
exclude Water Treatment Plant
No. 4 costs from the wholesale
err require

PIC Meeting Dates:

PIC Meeting #2 on November 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates:

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation’

Water Treatment Plant No. 4 related costs are a valid and benefits all customers. Wholesale customers should be allocated a portion of these costs.

PIC & WIC Comments:

Grant Rabon {PIC ial Rate Ad ): Per our di ion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs
into the revenue requirement allocated to wholesale customers The only exception to this general statement would be if Austin Water opts to utilize the utility basis for these customers {which | support) and, then,
Austin Water could exclude only those disallowed costs that are inconsistent with, or inappropriate for, inclusion under the utility basis.

1/17/17

Gary Rose (WIC-Southwest Water Co.): On a peak day, is WTP4 used? If yes, it’s a legitimate cost.

Randy Wilburn: The more appropriate question is 15 It necessary to operate WTP4? No. It's a $1 bitlion boondoggle. We have survived for 50 years with two plants.

lay Joyce (WIC-Wells Branch MUD): | have no opinion on whether to include it, it certainly could be a discussion regarding used and useful The PUCT will conduct a prudence review They will quantify the amount that
should apply to ali.

Grant Rabon (PIC idential Rate Ad: ): You can’t possibly spend too much time defending how this 1s a prudent and necessary investment in system planning for current and future customers. Allocate it to alf
Dan Wilcox (PIC-industrial/Large Volume): | agree It should be included.

Chien Lee {PIC-W/WW Commissioner): WTP4 is partially to replace the capacity of decommussioning other plants.

Jesse Penn (PIC-W/WW Commissioner): | agree

Todd Davey {PIC-Industrial/Large Volume): | agree. It's used and useful, reasonable and necessary You should try to recover. If not, revisit reasonable and necessary for retail as this shouldn’t only be the responsibility
of retail

Chuck Loy (PIC-Multifamily): | agree. Include it and allocate.

Marcia Stokes (PIC-Multifamily): | agree.

Executive Team Decisior

Dacision: AW will allocate Water Treatment Plant No. 4 costs to alf customer classes including wholesale customers.

Rationale: Water Treatment Plant #4 was put into sarvice in November 2014. This plant is a critical component of the integrated water system which provides service to all water customers. These
costs will be alocated to all customer classes including wholesale customers.
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EXHIBIT JJJ-6

Issue #14: Allocation of Green Power Costs to Wholesale Customers

Change? If Yes, Allocate a Portion of Wastewater Treatment Plant No. 4 Costs to Wholesale Customers {Option for Change)
{Yes or Option for
Pros Cons
Issue No) Chang
The PUCT disallowed Austin Allocate a At the time of Austin Water's 2013 rate case, Austin Water purchased electric Wholesale customers should not be required to pay for green power costs in
Water's allocation of a portion portion of power from Austin Energy under the Green Choice electricity tariff The PUCT excess of standard electric rates because of the City of Austin's

of Green Choice electricity costs
to wholesale customers. Should
Austin Water seek to include
the cost of "green power" in the
wholesale customer revenue
requirement In the next rate
case?

Status Quo: Continue to
exclude the cost of green
power from the wholesale
customer revenue
requirement.

green power
costs to the
wholesale
customer
revenue
requirement.

disallowed the estimated cost of the Green Choice electricity in excess of
standard Austin Energy electric rates. Austin Water is now purchasing
electricity from Austin Energy under the Commercial Energizer rate The
Commercial Energizer rates are lower than the rates charged under the Green
Choice program but are still in excess of standard Austin Energy rates.

If the Austin City Council wishes Austin Water to purchases electricity
produced by green power sources, this is a valid operating cost that should be
allocated to all customers, both retail and wholesale.

environmental/sustainability concerns These excess costs should only be
borne by retail customers located within the junisdictional boundaries of the
City of Austin.

PIC Meeting Dates:

PIC Meeting #2 on November 5, 2016 / PIC Meeting #5 on November 29, 2016 / PIC Meeting #8 January 17, 2017 / PIC Meeting #11 March 6, 2017

WIC Meeting Dates*

WIC Meeting #2 on November 5, 2016 / WIC Meeting #4 on November 29, 2016 / WIC Meeting #7 January 17, 2017 / WIC Meeting #10 March 6, 2017

Consultant Recommendation:

Austin Water's purchase of green power electricity is City Council mandated and is a valid operating cost that benefits all customers. Wholesale should be allocated a portion of these costs.

PIC & WIC Comments:

Grant Rabon (PIC-Resid

ial Rate Ad

): Per our discussion at the PIC meeting on 11/29/16, | am formally indicating my strong belief that Austin Water should pursue the inclusion of previously disallowed costs

into the revenue requirement allocated to wholesale customers. The only exception to this general statement wouid be if Austin Water opts to utilize the utility basis for these customers {which | support) and, then,
Austin Water could exclude only those disallowed costs that are inconsistent with, or inappropnate for, inclusion under the utility basis.

1/17/17

Don Conklin {WIC-North Austin MUD #1): This is a City of Austin choice. Wholesale is outside city, so we have no standing | recommend we continue to exclude

Todd Davey (PIC-Industrial/Large Volume): | don’t think Green Choice should be part of anything that’s not reasonable and necessary It's a City Counail decision and the premium shouldn’t be paid by any customer. It's
discretionary and an added expense But it retail has to pay it, all should pay.
Chuck Loy (PIC-Multifamily): Allocate it.

Dan Wilcox {PIC-Industrial/Large Volume}): Allocate it | second Todd’s comments

Grant Rabon (PIC-Resid

ial Rate Ads

}: Allocate to all.

lesse Penn {PIC-W/WW Commissioner): | generally agree with an allocation to all. It affects all customers regardless of inside city or outside city.
Marcia Stokes (PIC-Multifamily): | agree

Chien Lee {PIC-W/WW Commissioner): Allocate 1t to all but you will have a hard time defending a decision made by the City Council.

Executive Team Dacision

Declslon: AW will aflocate green power costs to all customer classes including wholesale customers,

Ratlonale: Austin Water supports the City’s goal of using 100% green power for operations. This Is also In support of the City’s Climate Action Plan. The use of green power benefits ali customers and
tharefore should be atiocated to all customers including wholesale.
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