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' MEMORANDUM

To: . . RichardRudnansky |

From: = ,rrjohn_Famkopf |

Kathleen Catton

-.Slubject_‘ - City of Modesto Wuter_‘ Revenue Peer Reiriew -

o ]jafe: - .October 12,'-2006

- The purpose of th15 memorandum isto report on our review of the revenue pro]ecuorls -
in the September 3, 2004 water rate study prepared for the City of Modesto by Foresight

" Consulting. The objectives of this memorandum are (1) to describe the derivation of the
: 'revenue pro]ecuons by Fores1ght (2) to present pro]ectlons that cor:rect Fores1ght 5 -

Fore31ght and corrected pro]ectlons The memorandum focuses on the revenue
projection for FY. 2004-05, which was the’ year in which rates were restructured and was
the first year of the projected revenues. The revenue pro]ecuons for FY 2005-06 through .

. - FY 2008—09 are then descnbed

- The scopé of our review did not include revenue requirement or expense pI'O]ecl'.lOl‘lS

* Because we did not review revenue requirement projections, we did not review or

o verlfy the projected rate increases. Although we reviewed portions of the cost of service

that were related to calculating revenue from rates, we did not review or ver1fy the cost

. of service methodology and rate de51gn.

N

INTRODUCTION -

Compared toa typical water rate study, the City’s study was comparatively complex.
A number of factors that are rarely present in a single rate study needed to be

addressed in the City’s study:
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The three service area zones were consolidated into one zone.
Flat rate customer classes were consolidated into five classes.
- The rate increase was timed for mid-year implementation.
Meter retrofitting was underway. Metenng mewtably reduces future water
_consumptlon per account. o :
- . More aggressive water conservatxon and leak detection progra_ms were .
s underway ‘
‘e Hydraulic modelmg was proceeding in parallel w1th the rate study, Whlch
- required coordination between the engineering and rate consultant.
e Debt financing deadlines were approaching. ‘
- Significant rate increases would lead to uncertain pr1ce ‘elastic reduchons in -
- short-term and long-term water use per account.
. Certam customers replaced their Clty water supply with then‘ own well water.

In entmlpatlon of this complenty, the Clty formed a Water‘ Rates Task Force that was
closely mvolved in prov:tdmg guldance in deahng with these factors durmg therate
' study :
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L FY 2004-05 REVENUE PROJECTIONS |

) 'F'ort-‘:sight'-s‘revenue projections are included in Tab_l_e 7-11

Fores1ght Table 7-1 .
. Table 71
. Fmanc:al Plan - Pro;ected Rate Increases and Revenue
- oty of Modesto g .. -
Current : Projecied Revenue Requirements and Rale Increases
: . _FYO0304 EYD405 ~ __ FY0506 E Y 0607 FYO7-08  _ FY08-09 ]
-JAnnual Net Revenue Req'ts. {a) $30,668,000- $33, 493 944 $37 91 3 564 $38 330, 590 $48 027 000 N ‘$51'806 657
-{Revenue from Rates .
Revenue from Current Rates (b) %27 366, 000 st 322 000 $28 775 000 $29,235,000  $29,703, 000. . $30, 178 000
Revenue from prevlous year rate incr. 50 08 10,07f 250 $ 18125700 $ 26633680 $28.854605(
) . .-Subtotal  $27,366,000 $28 322,000 $38.B46 250 $47,360,700 $55,336,689 $59,032,695
‘Current Year Surplusi{Deficit) . . T ($3 302 000) (55.171.944) .- $932,686 $9,030,110 $7,309,689 .. $7,226,038] -
Surplus/{Deficit) (Mo Rate {nmase\s‘) (83,302,000) "~ (85.171,944) _ ($9,136.564) . ($9.095590) ($15,324,000) - (521,628,657}
Annual Rate Increase - 0.0% 9735 0% 20.0% 15.0% - 5.0% - . 5.0%
- Cumulative Jnerease - 00% 36% - - 62%  86% 96% } 105% .
REVENUE FROM INCREASES fc)- . - : :
B Effective Dec.1:" * FY 04-05 @) @$3 855 305 $10 071 250 : 510 232 250 - $10 396 050 ‘$10,562,300 | . .
-Effective’ J_uly 1: FY 05-06 o $7=769 250 $7,893,450 - -$8,019.810 - $8,148,060 | Lo
Effective July 1: FY 06-07 ) ; - $7.104,105° $7,217,829 $7,333,2541
Effective July 1:  FY 07-08 C iy DT s _-$2766,834 - $2,811,081 !
: " . Effective July 1°  FY 08-09° R 5
Subtotal - Revenue from Increases. .. %0 %3855, 305 $17,840,500 $25220.805 _$26,400,523  $31,806,329 |
Total Annual Rate Revenue ) . $27 366,000 $32 177,305 - $46,615,500  $54.464,805  $58,103,523 4 61,984,329 | - .
. |Annuat Avail. to Cash-fund CIP Projects (o) ($3,302,000) (31,316,639)  $5,701,836 . $76.134215 $10,076,524 - $10177,673 |
- |Cumuilative Surplusi(Deficit) after Increase _($3.302.000)  (34618.630)  $4.083,207 " $20.217.512  $30.204,035 340,471,768 |’
~__Assumed Growth Rate; (From Tabla 3-1) O _1e% | i6% - - 1.0% - 1.6% 1.6%

‘a From Tabla 4-1, Projecfed Water Utility Budgets. includes Total Operating Expenses, Debt Service Payments, and Non-Rate Revenues. -

* . b..Cumant rate revenue for FY'D3-04 is from Table 2, FYM—OS:sbasedon acwalravenueﬂwn C:lyb:ﬂmgreoords(see,ﬂppendxﬁ Tahle ?A 2).

" Projections after FY'04-05 reflect the annual growth rate.
c. R incroases calculited from the Anmual Rate I  FY04-0 : aneﬂ’ecbvada!eofJanuaryi 2005,
d. R from rate ii sesin FY'04-05 aro the estimated total ravenue from Appendix E Tablo ?A—1 less the .FY'M—OE ramnue from Curmnt Rates.
o. The differance betwsen ‘Tota! Annuaf Rete Revanue and Annual Net Revenue Requirements. . .

1 Alltable refefer_tces are to tables.in the Foresight refort.
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1AL _Feresigh't Proj ection f_or FY 2004-05 |

Revenue from current rates The $27 366 OOOQ'.D2 in bl]led revenue from rates for FY

2003-04 may not have been available to Fotesiglit when it could have served as the basis

for projecting revenue from current rates for FY 2004-05, The $27 366, 000 prehmmary
.audit amount was very close to the final audited amount.

. Basedronr recent commmca‘ﬁens wrth Foresrg’ht and- Crty Staff, the $27 366, 000 was.
~'added to Table 7-1 after the projections were prepared, The $27,366,000 was nbt used

. for making projections or for: validating the projectioris that were made using data from -

. the billing system (e.g., in Rate Table 1). According to Foresight, billing system data
' _-Were preferred because the revenue was 1terruzed by zone and customer class '

s Growth from FY 2003-04 to FY 2004-05. The Task Force directed tsirig a 1 6% annual
-growth factor for all accounts-exceptindustrial accounts3 Calculating the revenue from

- growth: needs to reflect the fact that growth’ does not all occur at the begmnmg of the - ,
year; growth occurs during the year; The amount of revenue pa1d by growth over the .

* . course of a'year is roughly equivalent to half of the growth paying revenue all year:

Hence, if the growth from the begmmng to the end of the year were 1. 6%, the average. o
: effecﬂve growth paymg revenue all year Would be 0:8%. -

_ Table 7-1 indicates thata 1. 6%9 growth factor'was used for pro;ect]ng revenue from
.~ current rates. This is not the case in FY 2004-05. The $28,322,0000 in revenue from
current rates for FY 2004-05 is 3. 5% greater than the $27 366,000 prehmmary__auth_ '
_ amount for FY 2003-04. -

- 2Each numeric symbol in the text has a corresponding symbol in a table to assist the reader i in cross-

referencing key numbers between the text and tables: :

3An effective 1.2% growth factor was applied by Foresight to mdustnal revenue in ‘Rate Table 1, which

overestimated revenue by approxunately $220,000 for the period from FY 2004-05 through FY 2008-09.

We are unaware of whether the Task Force directed Foresight not to use a growth factor on industrial

revenue; although one could mfer that the Task Force intended for mdustnal accounts and consumption

notto grow,

4 The “ Assumed Growth Rate™ in Table 7-1 was taken from Table 31, which shows the current and

projected accounts. Footnote (£) in Table 3-1 states that the “Growth rate is reflect [sic] in residential

metered customers only...” All of the accounts in Table 3-1 except industrial accounts show growth.

- The 1.6% growth factor was not-applied to industrial accounts.” Slightly different growth factors were
apphed to all the other classes, with the net affect bemg al 6% overall increase.
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The derlvatlon of the $28,322,000is. summanzed in Table 7A-2. The derivation divided
* FY 2004-05 into two halves. The $14 104,435@ for the July-December period equals one-
half of the $27,984,9905@in revenue from Rate Table 1, escalated by 0.8%. The

L $14 217,2700 for the ]anuary—]une half was mcreased an add1t10na1 0. 8% more than the
- Iuly-December period”

: Fb‘resight Table 7A-2

.Table TA-2
Estimated Water Ut:hty Revenues from
Current Rates July 1.through June 30, 2005

WJuly 1'04 to ~Jan. 104 Total from
Custorer Class Dec.31'04(2) | June36'05(» | Current Rates
.. Metered Customers B - K . ' K
' Zong 1 -+ $3,441,373] $3,468,904| . $6,910,276
. Zone 2 1 - $1,512,504] $1,524604] — $3,037.108 .
Zone3d - _ §487.022| $490.918| - " $977.939
‘ - Subtotal $5,440,898 $5,484,425]-  $10,925,324
N Flat Rate (:ustomers T T - o
Zone 1 1 - ${5.861,864 -$5,908,759 $11,770,623
- Zone2  $1,784,882 $1,799,162| - ~$3,584,044
Zone3d | | $1,016.790] $1.024 925 $2.041.715
. . "~ Subfotal $8,663,537F - $8,732,845 $17,396,382
“Total O $14,104435 6 $14,217,270] . $28,321,705

" Source: Estimated using 2003 revenues from Rate Table 1 - Summary of Water o
. Utifity Revenues for 2002 & 2003, frorm Clty b:lhng records, pius 0.8% growthfi.

a. Revenues thru Nov. 30 were inflated by 0.8% over 2003 revenues to account for
growihi i In accounts. Revenues thru June 30 dre afsq infiated by 0.8% for gmwfh

 5$27,984,990 is not the total of the numbers in the sixth column of Rate Table 1. It excludes the fn'e

. service revenue-in Zone 2 but not in Zene 3 and excludes some multi-family revenue in Zone 2. If,

 instead, fire service revenite were excluded from Zones 2 and 3 and all of the multi-family reventie in
Zone 2 were included, the corrected amount would beé $27,898,065, which, when carried through Table S

" .7A-2, results in-a corrected value of $28,233,735, instead of $28,321,705, a $87,970 reduction.

6 It is not clear whether the data in Rate Table T are calendar or fiscal year data. We assumed they were
calendar year data.

7 In Modesto, the January-June half of a ﬁscal year typlcally has much less irrigation and food processor
water demand compared with the July-December half. Revenue pro;ected from volume charges should o

. reflect this seasonal difference by not projecting an increase in water corisumptior in January-June '

+ ‘compared to the July-December period unless special conditions are present. No such conditions were
present in Modesto. Hence, Foresight should not have increased the consumption portion of the revenue
during the January-June perlod a decrease would have been appropnate
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Foresight Rate Table1 .
Rate Table 1 - Summary of Water UHity Revenues for 2003
. Cityof Modesto .
- | No.ia] ___Zone Changes | Total
Jurisdiction Class| "._From- To__ | 2003

. Zone 1 .

. |MORERE - 57.189] W1 1 1 $11,585,750]
MOMFAC : 3,603 w4 1 2 - $2,189,578
MOGOAC - 2,551 wa 9 2 $2,916,140
MOLSAC 283 w4 1 2 $716.584|
MOREAC - 217 w4 1 2 $28,663
MOMFRE '_ T wi 1. 1 $26.361
MOCHAC 100 w4 1 2 $169.017]
MOGHRE/CH - 28l wt 1 1 $16,450)
MOINAG S - W4 1 2 657,673
MOSCAC ’ 12 wé 1 2 $150,465
MOCORE/RECO | 15 W1 1 1 $2122

“Subtotal 64.210 - — = -$18.458.803] . -
| : Zone2 . - ] .

- . {MORERE B 3 w2 2 | $3,339.841|

- IMOMFAG . 1,163 WS 2 2 . §583,272

+ . [MOREAC © 4,117 w5 2 .2 $243970]

" [Mocoac 689 ws - 2 2 675,941
|MOUNRE - 313 w2z 2 K, $90.154-

= [morFsco 184 w2 2 - giim. - $76,679
MOMERE - 161 w2 2 1 $33,414

-~ |moiNac - 38| ws 2. 2 . $1,288,305
L moLsac - 30 w5 2 2 $42,039
. |MOCHAC 1 kL W5 2 2 - §29,503]
- |MOsCAS S w5 2. 2 - $137,790F
MOCORE .22 W5 2 1 . L $1.388 .
“{ - Subtotal 15310 - 1 — - $6542433F
1 ) Zone 3 i e - : . c

{WANGRERE 0570 W3 3 7 $2.002385| -
WAMOREAC 1407} . We - 3. 2 $347.580 :

. {WAMOCOAC - 429 w6 -3 2 © $283,581

« {WAMOMFAC T A4 we 3. 2 $151,910

“{MoLsac: - we 3. 2 L §T1,942
MOCHAG B | E wWe 3 .2  $15673
MOMFRE 24 wa 3 1 $3.674
MOSCAC - - 18 - we 3 z $85,868
MOCORE 7 Wi 3 1 $1,137
WAMOFSCO 24 . w3 -3 alim. "$10,248
MOAG . We 3 2 $9.779
4 Subigtal 12,983 | T Y §2,083.750
Total It fions 92,503 - - =Y $27,984.990

The resulting projected revenue from current rates for FY 2004-05, $28,322,000, was -
o 1.2% greater than the $27,984,990 in Rate Table 1. There is no explanation invthe report - -
for using a revenue projection that was 1.2% higher (rather than 1.6% higher, as

dn'ected by the Task Force) than the billing system data in Rate Table 1.

The fact that the $28, 322 000 was 3 5% greater than the $27,366,000 prehmmary audlt

. amount may have been disregarded (if it was noticed) because the billing system data
‘were regarded as being more reliable. Moreover, there may have been no.basis at the
time for determining how close the $27,366,000 preliminary audit value was to the final
value. As it turns out, the pre].umnary aucht value was w1thm $7 000 of the prehlmnary
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audit value. Again, there is no explanation in the report for using a revenue pro;echon
. that was 3.5% higher than the prehmmary audit value , . . S

In effect, the $28,322,000 was derived ; usmg billing system data but was notvalidated .
against another source of data or compared with FY 2003-04. The $27,984,990 from the -
billing system for CY 2003 was accepted over the $27,366,000 preliminary audit amount
without explanation and then was escalated for growth, the result of which was 2 1.2%

| _increase over billing system data and 3.5% over the preliminary audit value, neither of . - L

which is noted in the report. To add to matters, Table 7-1 indicates that a 1.6% growth,
factor was used for FY 2004:05.3 This is an example of how certain numbets that appear

" to have been derived in Table 7-1 are derlved from other sources and were not linked to
: formulas in Table 7-1. ‘ , .

Revenue increase. The ForeSight report indicates that the unmetered residential
* customers in Zone 1 with lots in the 5,000 to 7,000 sq. ft. range? would receive a 35%

- revenue increase, with the other classes receiving something more or less “.". . due to the =

- cost of service adjustments ”10 Tt also appears thatan overall 35% revenue increase from

" all customers was intended. Table 7-1 indicates a 35% @ r revenue increase effective

. January 1, 2005.11 This is not the case. The $3,855,305@ incredse in revenue is an
' effectlve 27. 2% increase ($3,855,305 times two d1v1ded by $28,322 000) h

- The $3 855,305 was derived usmg Tables 7A-2 and 7A—3 Table 7A-3 calculated
© $18,072,870© in revenue for the Januaty-June portion of FY 2004-0512 by mulhplymg _
* the proposed rates times the numbers-of accounts, services, and volumes of water sales. .
. The $3,855,305 revenue from rate increases shown in Table 7-1 is the difference between
- the $18,072,870 in Table 7A-3 and the $14,217,270 in Table 7A-2. The $3,855,305 was not
derived by multiplying the revenue from current rates ($28,322,000) by 35% and
dividing by two, which would have yielded $4,956,350 in additional revenue for half -

- the year. This is another example of how certain numbers in Table 7-1 originated from S |

~ another source but appear to be derlved in Table 7-1.

B Foomote (b) in Table 7-1 aIso says that actual bJIImg data were the source of the $28,322 000 W.thh is

.". not accurate,

9 For ease of discussion, this customer class w111 be referred to as the * target customer class.”

10 Page 19 of the Foresight report.

- 1 The reference in Table 7-1 to an effective date of “Dec 1” is a typo and is an indication of the state of

~ flux in which rates were being set. At one time, a rate increase had been planned for December 1, 2004
but was delayed one month.

12 The reference i in the title of Table 7A-3 to ‘Dec 1, 2004 Thru June 30, 2005” is, agam, a typo. .
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: Foresight Table 7A-3 _
" Table 7A-3 Replace
Estimated Water Utility Revenues from Pro;ected New Rates - wl Actuals-
Dec. 1, 2004 Thru June 30, 2005 : ’
. Flat Rate Customers . LT - . *, Total
: Customer - No. of "+ COS Mo. Srv. * Adjustment for * Max. Charge 6 Mo. Of Revenues
"Cla: L By - Cusfomers M Ch'a[gvg' 35%Incc @@ 35% Incr, Revenuesfet | Jan-June'DS- |
0-5,000 sq. . lot 7,390 " - $22.85 108.0% $24.47 $1,084,879] °
5,001-7,000sq. ft. lot 30,336 _$2574 108.0% $27.81 $5,061,825]
7,001-11,000 sq. ft. lot 19,933 .$30.55 108.0% $33.00. $3,947,041|
11,001-17,000 sq. . lot 2,554 $3242 108.0% $35.03 $536,869
" Over 17,000 sq. ft lot © 1,532 - $3B812. 108.0% $41.19 - $378,613
Total 61745 & nk 's11.009.2'2é| 11,000,226
Metered Customers T ‘ B S
Monthly Metered Service Charges ] .
- - ‘Not of - COS Mo. Srv. Adjuslmentﬁor Max. Charge
Meter Size - Customersp} ~  Charge (a) 35% Incr i} B 35% Incr,
- Big"-314" . 3513 $8.34 108.0% : $9.01
1" : 6,701 $11.83 . 108.0% $12.78
1162 - 1,046 $20.48 108.0% - $22.13
> ) 1,915 $3090 108.0% $3338 -
iy - 103 $5871 - 108.0% . $6343
4" . T 249 $39.96- 108.0% " §97.19
6" - 130 $176.73 108.0% $180.95
B C 48 $280.90 - 108.0% $303.49
10" . 1 $402.46 108:0% $434.84 .
A - 1 - $749.65 . 108.0% $809.95 C N
 Total i 1371908 ’ - - - $1,682,200
. Volume-Basea‘ Charges ' I . -
Mir'd. Consurmption g)- Mtr. Rate | 6 Mo Of .
_Vo!-Based Rates e R e - Revenués(b) |
Zone i . © 4% -4,069482 . .$0.779 - 108.0% $0.842 $3,426,542
Zone 2 27% 1.712.655 - $0.779 108.0% $0.842 $1,442,072|
Zone 3 0% 609,054  $0.779 108.0% $0.842 - : .
6,391 192 fe) . . . 35,381,444 $5,381.444
Total Revenue (Dec-June 30 '05) ) - $18,072,870

&. From Table MSC-2, Monthly Service Charge Calculations - 2004-05. Roles reflect full cost-of-Service nevanue reguirements.
See Proforma (Table 7-2} and Financial Plan {Table 7-1).

b Ramnofmmumcwmmeaasxmmmmmmmmmemqmm .
e No, ofCusiomershmMaSarvice@rarysﬁmesﬁmnths.

i hzwz&MaMmﬂeGsmmnpﬁanﬁmﬂw Cify'sbdlingwsfem

‘d. "% of Total™is from Table 1a - S ry of Water Cons:
e, From Table 6-4, ToralVqum-BasedC«‘mgesRaoovand!rmFtar—md T Consumpii byZommﬁedsSO%of
tha 2004-05 Ip ion of Materad G . . L. .

i mestcmentCRybﬂﬁ'sgdara MarkRobens, 6-15-04 ’

In Table 7-1, thé sum of ‘rhe revenue from current rates plus the rate increase for FY
: 2004-05 was $32,177,305.® The audited revenue for FY 2004-05 was $29,963,983. .
_Foresight overestimated the revenue by $2,213,322 or 7. 4% compared to the audited d

amount

IB. Corrected Projection for FY 200_4—-05

Revenue from current rates. A corrected 'projecﬁon for FY 2004-05 was prepared in-
Schedule A1 using updated data. The revenue from current rates was calculated by
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“using the $27, 372 941@ final audIted amount for FY 2003 04 (Wthh was not avaﬂable_to

Foresight) and increasing it by 0.8% for average growth during the year; whichisan = -
- effective 1.6% growth rate from the beginning until the end of the year. Thie resultmg
$27,591, 925@ is $780,075 less-than the Foremght prejechon

' Schedule A1. = .
Fore31ght Compared With: Corrected Projections - FY 2004-05
i FYO03-04 .. FYD4-05- o
Foresight (a.} Corrected Proj.  Difference Foreslght (a 3 Corrected Proj. - Dafference. )

Annual Growth Rate .. . - 3.5% g. 1.60% :

Cumulative growth since 200.3'04 - s L. ’ 3.5% 9: D.BQ% k. 2.690%
J[Revenue from Rates - OSD : R N ' : . '

- Revenue from Current Rafes ) $27,365,0 0. §27,372,941 e. ($6_,941) -$28,322,000. .@}27,591,925 i -_5;?30:075@? ]
" {Annual Rate (Revente) Increass’ ., — o - 772% a4, @) 212% m._ 60%

"|REVENUE FROM INCREASES e e : : R )
Effective Jan1:--  FYO0405 . = o . -§3,855,305 &‘6%2,930.262 h.” $925.043 |
Effective. July 1: FY 05-06 . ) R : :

Effective July 1: FY 06-07
Effective July 1; FY 0708
Effet:tive.lulyr FYOB—OQ'

| subtotai - Revenue from Rate Increases, [ S 50 01 S335.005 o $2.090562 1 $95%043 |
Total Rate Revenue .  [Z366000_2T 312941 5. (S684T) TR E LI AE $30,522.187 ] §1,655.018

- Actal(e)  |soraraeM szramasst . . | $p9963083  $29,963.983
. leference - B — {$6,941) i _$0_,' i - $2,213,322 N $558,204 ]

’ Scnurces C
. - . Foresight Table 7-1.
- Foresight Table 7A-2, 7-1 -
Foresight Table 1 minus FY 2004-05 revenue on Table TA-2; 7-1.
Caleulated effect of rate increase in revenue - Foresight used 35%- -
Cﬂy of Modesto - Actual revenue with accrual -audited numbers exc[udmg F‘|’ 2005—06
- Revenue from increasing 2003-04 revenue-by cumuiative growith
Foresight Table 7-1 indicates 1.6% = 3.5% Is calculated difference .
Revenue from increase - multiplies revenue from current rates imes rate mcrease % for one half .
year.
Total rate revenue - addmg all revenue fmm rate i :ncreases .
Tot! rate revenue - adding revenue from increases and current rate revanug
Cumulative growth from 2003-04; 2004-05 would Hiave only 0.8% effective growth rate
- Cutrent rate revenue multiplied times corresponding year's rate increase
Estimated percentage i increase generated from proposed Foresight rates
- Foresight used.35% for rate increase times current rate increase

Femgan Ol

I e

Growth from FY 2003-04 to FY 2004-05. The FY 2004-05 revenue from the rate increasé
* in the corrected projection, $2,930,262®, was derived using data for customer accounts,
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service connections, and consumptlon data from Shibumi as of 6/30/05, whlch was
notavailable to Foresight. With the Shibumi data, revenue from currentrates was -
calculated by multiplying the number of accounts, service connections, and volume by
- the cutrent rates. The same data were then used to calculdte the revenue using -
h Fore31ght srates. Fore51ght s rates ylelded only 21.2% @ more revehue.4 - .

: Revenue increase. The 21, 2% revenue increase muluphed times the $27 591, 925 in
~ current revenue produced $2,930,262 in revenue for six months from the rate increase,
which is $925, 043 less than the $3,855 305 calculated by Foresight.

The dlfference between the 21 2% in the corrected version and the 27. 2% derived by
- Foresight is due to differerices in data. Foresight's rates generated 21.2%% more

. revenue using the recent Shibumi data, as opposed to 27.2% using the previous, .~ n
‘unfiltered Shibumi data. Foresight had 75,464 accounts®? and 6,391,192 hcf® (for one- L

~ half of a year's consumption) in Table 7A-3. Based on the recent Shibumi data, there -

were 74,396 accountss (presumably excluding duplicate and non-revenue accounts) -
“and 3,720,342 hef'® (the metered water sales for January through ]une 2005 Wthh was -
: unseasonably cool and Wet)

_ The total ealcuiatedlevenue is. $39¢522 187 @, Wh1ch is $1, 655, 118 less than the
- $32,177,305 calculated by Fores1ght and $558,204 or 1.9% more than the $29,963;983
* audited amount. This latter 1.9% variance falls within the hormal tolerance for this type
' of rate calculation particularly because of the unusually low consumption and growth -
~ in accounts in January through June 2005. As it turns out, the $29,963,983 final audit -
_ amount was only 17.2% more than the estlmated $27 591,925 revenue from current
© rates. ‘ . .

13 Source Shlbuxm. data were prov1ded by email from Greg Balrd in August 2006 (data extract dated
March 2006). This extract is in a pivot table format from Mark Roberts of Shibumi Consultmg and
contains counts, consumption, efc starting in 2000 and 'ending on Feb 2006. "

1 See Schedule B-1 attached. : :
15 $2,930,262 times two divided by $27,591, 925
16 $3,855,305 times two divided by $28,322,000.
7 Foresight projected 76,124 accounts for FY 2004-05 in ‘Table 3-1, which was apparently used in the cost -
of service analysis for calculating rates but not in Table 7A 3. The soutce and date of the data used in 7A-
3 is not clear from the footnotes. .
18 See Schedule D attached.
. 1 See Schedule C attached. Note that the volume used by Fores1ght for the January-Tune period is almost .
" twice as much as the actual amount and is almost equal fo the ]uly-December volume. :
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hid Fy.'zoos-o‘s THR'OUGH FY 2008-09 REVENUE PROJECTIONS

Schedule A2 summarizes the revenue from the Foresight and the corrected pro;ectlons ‘
and shows the dlfferences for FY 2003-04 through FY 2005-06. '

o ' - Schedule A2,
Fore51ght Compared With Corrected Projections - FY 2003-04 through FY 2005-06
T FY030a_ YO — FVo50E
_JFores| |ghl (a)r:_ ected Proj. - Drfferenoe For&clghl {g.) Corrected Pro] Dﬁerence Foraslght (a) . Gorrected Prq - Differance
|Annual Growth Rate N ' ___aswg . 160% | 1.60% a. 1.60%
Cumulative growth since 2003-08 1 35% 0. 0.60% k. Z60% 5155 241% & 268%
. Iﬁe_venuefromliam D ’ : o . o - Y T 9 _ ]
- Revenye from Current Rates $27,366,000 527372941 e (56941) $28,302000 b. $27.591925 1. - $730.075 | $28775.000 a . $26,033395 f. - $741.605
[Riinizal Rate (Revenuel increase A % d T NFhm b0k | 300% e I (XA 0.0%|
- |REVENUE FROM INCREASES , . O _ ot ‘ ' , 1
Erfectve Jan1: = FY0405 - e S $3,.855305 o $2930262 h  $a25043Q610,071,250 o €) $5954203 1. $4,116,957 |
‘Effective July: - FY0506. . - . AT " $7.769250 1. @ $6797538 I - $oT1T12
‘|Effective-July 1:- . FY 0607 . C
[ettective Juy: Py or-os
Effective July 1: FY 0809 ) ) )
' Subtotal - Revenue from Rate Increases ) 50 $0] $3855005 5 $2030757 | $005.040 | STBAOG00 _ ST0.7518a1 i 35008660
Total Rate Revenue. [ SET 356000 $27.312541 v, (36.641) ; ; $46,615,500 () 540,785,226 ) $5830.274 | .
' Actumlle) - |ezmamaesi seramaent Isa107414 sa1,907.414 '
‘ ; $5:508.085 15322,188)

Difference - © ($6.941) - S0

- Foresight Table 7-1.
. Foresight Table 7A-2, 7-1
. Foresight Table 1 minus FY 2004-05 reventie on Table TA2; 7-1
Calculated effect of rate Increase in revenue - Foresight uged 35%
City of Modesto - Actual revenue with aceruat -audited numbers exdudlng FY2005—06
Revenue from increasing 2003-04 revenue by cumutative growth ’
Foresight Table 7-1 indicates 1.6% - 3.5% Is caleylated difference :
" Revenue from inerease - mulhpres revenue from curent rates times rate incréase % for one hatf B
year.
' Todal rate revenue - addir ng al revenue from rate increases
Total rate revenue - ackling revenue from increases and current rate reverue . :
Cumutative growth from 2003-04; 2004-05 would have only 0.8% effective growth rate . -
Current rate revenue multiplled times corresponding year's raté Increase
Estimated percentage Increase generated from proposed Foresight rates
Foresight used 35% for rate increase times current rate increase

e grem=r pempge m»(gi-
R . =
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IIA. Foresrght Pro] ectlon for FY 2005-06

| _The $28 775, 00002 in current revenue buﬂds on the $28 322 000 for. FY 2004 05 usmg a
- 1.6% growth factor.

The $10,071 2500 in’ revenue from the prior 'jreer s rate increase reflects a full twelve J
. months with a 35% revenue increase ($10,071,250 divided by $28,775,000 is 35%). As

'~ mentioned, however, the overall revenue increases from January 1, 2005 to June 30, 2005

 were variously 27.2% (using earlier, unfiltered data), 21.2% (using recent; filtered data),
. or17.2% based on the final audit (whrch reflects unusually low water use) In any case;
~ the ra’ces were not set Iugh enough to generate 35% more revente. '

" The $7, 769 2508 i in revenue from the 20% in FY 2005-06 increase was derived by -
- multiplying the sum of the revenue from current rates ($28,775,000) and. the revenue
from prior increases ($10,071 250) by 20%. Hence, the overestimation in both the -
$28,775,000 and $10,071,250 was compounded by the 20% increase, whrch cumulated in -
future years ' . _ -

o N 1IB. Corrected Pro;ectron for 2005-06

_ The $28 033,3959 mrevenue from current ratég. was derived by mcreasmg FY 2004—05’

- $27,591,925 in revente from cutrent rates by 1.6%2! (whichis a 2.41% cumulative
increase since FY 2003-04, as.compared with Foresight's 5.15%). The $5,954,2930@ in A
* revenue from the prior year’s rate increase is 21.2% of the $27,812,660 in revenue from'
current rates, which is less than Foresight's $10,071,250 because Foresight applied 35%.

20 Compared with the previous set of blackened c1rc1es, the numbers in thls set of bIackened c1rcles are-

sans serif.

21As previously mentroned in derrvmg revenue from current rates for FY 2004-05, 0. 8% growth was

~ added to FY 2003-04 instead of 1.6% so that the revenue was based on the average annual growth. In

_ subsequent years; each year's incremental percentage growth in revenue is determined by adding half of

~ the prior year’s growth to half of the next year's growth. Using FY 2005-06 as an example, the - = .

“incremental percentage growth in FY 2004-05's revenue is 1.6% (i.e., 0.8% for half of FY 2004-05 and 0.8%
for half of FY 2005-06). Hence, the 1.6% incremental growth in revenue from FY 2004-05 to FY 2005-06 is
the same as the 1.6% annual growth in accounts and consumption. If the annual growth in FY 2004-05
had been 1.6% and 1.2% in FY 2005-06, the growth in revenue from FY 2004-05 to FY: 2005-06 Would have

' beenl 4% (halfofl 6% plus halfof 1.2%). :
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~ The revenue from the 20% rate mcrease is $6,797,538@, which is 20% of the sum of
- 528,033,395 and $5,954,293.. The total revenue is $40,785,2260, which is $5,830,2740
less than Fores1ght’ s revenue and $322 188 0r 0.8% less than the $41, 107 414 in audited
reveniie, :

' The $5,830, 274 d]fference in FY 2005-06 between the Foresight and corrected pI‘OJECthnS
is a combination of the compounding of the problems in FY 200405 and the use of 35% -
instead of 21.2% for the revenue from the FY 2004-05 rate i increase. Schedule A3 shows
that i'he dlfferences continue to grow from FY 2006-07 through FY. 2(}08-09 h

+

- [Effective Jan 1: FYQd05 . - $10.232250 4. | $6.049.562 1. $4,162,688 | $10,396,050

P , Schedule A3.
Foremght Compared With Corrected Pro;ectmns FY 2006-07 through FY 2008-09
i F Y 06-07 - FY07-08 FY 0309 _
i Foreei t{a) - Corrected Prof. leferenee Forwght{a) Correcled Proj. - Difference Foresight {2} . Co_ﬁ'eded Proj. -~ Difference
Annual Growth Rate - 160% a - 1.60% o.no% 1.60% a. 1.60% 0.00% - 1.60% 8. .. 1.60% 0.00%| .
Cumulative Growth from MZHM N 6.83% - . 4.05% K. -2.7{3% B.54% . 572% k. 287% - 10.28% 741% k. . 287%
- [Revenue from Rates - ' 7 : I LT oo o |
Reverue from Cusvent Rates  * -] 520.235,000 a. $28.481.930 o.  $753,070 |$20.703.000 a. $28.937.541 1 $765350 ssomuou a sze 400643 f.  §777.357

“ . |Anfual Rate (Revenue) Increase T i5t%a 50%a.  O00% L 50%  bo% e 00% | 50% So%a oo%l. . -

REVENUE FROM INGREASES

$6,146.355 1 $4,249695 [ $10.562:300 2. $6:244.897 | $4.317.603

a. |

Effecive July 1: ©  FY (0506 . §7.893450 a.  $6,906298 1. §067,152| $8,019.810 a. 57016799 L.§1,003.011| $6.148,060 a; §7,120088 1. 310189002}
. {effective July4: - FY.06-07 $7,104.105 a. . §6215608 1. $688.437 | $7.217.620 a. $6315,119 L . $902.710 | $7.333.254 a. $6416.161 |- $917.09%
© Effective July 4 EY07-08 BT I C | S2TeES83 A $2420796 L $346,039| $28191081 a. $2459528 1. $351.562

" |Effeave iyt FYo8-09 S I ’ o ) ) Co $2951635 a. $2582505 .. 368,130 |

Subtotal - Revenue from Rate lncraases 25220605 2,819, 171.529 i. 55058.27.6 B2BANETS 5. 521.899.069- i 56.561;455 _331,806.329 2. $24,831,050 | $8.074.371

Total Rate Revenue '%354:45;4305% 8. SATESHASE |. IGBTTIATISS8103.523' a S50835700 | $7.0066.814 | $61:984,320; aG)Vok, 035,001 | :$7,751.728]

urces: .

Foresight Table 7-1, .

City of Modesto - Actual revenie with accrual from FY 2005-06

Revenue from inﬂ'easng'zooa-m by cumulative growth ’

Total rate revenue - adding all revenue from rale increases :

Total rate revenue - adding revenue from Increases and current rate révenue

Curulative growth from 2003-04; 2004-05 would have only 0.8% effective growth
. _Current rate revenue mullelsed times oonespondlng year's rate increase . -

mETTNO &

A corrected version of Table 7—1 was prepared that mcorporates the corrections ,

previously discussed. The cumulative difference between the Foresight and corrected

projections is $29,308,3400 by FY 2008-09. In FY 2008-09, $54, 232,601© in revenue was

calculated, which ties to Schedule A3@. We note that when the revenue projections are -
~ corrected, the corrected Table 7-1 shows a deficit of $156 560® in FY 2008- 09 '
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- Revised ForeSIght Table 71
Tabla -1 .

Financial Plan - ijeczed Rate Jncreases and' Reventie (CORRl:bll:U}

ng of Modesto - - .
Curront o Revenine ko menits snd Rale Incresses - Comected =~ Cumulative
. . FY0304 FY 0405 F-Y 05.08 FYOB07 - FYO0rae F Y0809 - Cumuialive "~ TableT-1 Difference |
[Annual Net Re-venue Reqts, faf $30.665.000  $23493944 537913864  $38,330.590  $46.027.000  $51.806/657 |  $240239.755 .$240.239.755 T
Revenue from Rates i - 3 o . - .
Revenue from Gurrent Rates TOSTATZSA S2T591.925 $28.033.395 528481930 $28937641. $29400643 | $160818474  $173579,000 .  $3.760,526
Revenuafmmprevbusyearratelnw R $0 1 $5954203  $12.955860 - §19478973  §22,249454 $60,637,860 $22,047.453
! Subbotal © $27,872841  $27.591.925 $ISETERE  BMIAIWTH0  MEHS94 | S5I650097| 246364 $266264.344 $25,807,980
’ cﬂnmlreanurpws'(neﬁnq " (85.002,019) (sa 925,876) y sis 024579 . - §26,807.900

. 53 107.200
g 5 $3.760.526
Annual Rate Increase .

REVENUE FROM INCREASES (5} L . . . T : . - B ,
| Effective Jan 1 FY04054 $2.930,262 $5.954;293 $6,049,662 $6,146,355 $6.244,697 $27,325,169 §45,177,156 $17,791.586

Effective July 1=~ FY 0506 ' $6,797,638-  $6,906,298 $7.016.799 $7:129,068 $27.849703  $31,830.570 '§3,980,867

Effective July 1:  FY 06-07 : . j $6.215,668 $6,315,118 $6.416,161 $18,46,949  $21.655,188 $2,706.23%

Effective July 1 FY 07-08 : . _ S2400796  $2459528 $4,800,324 5577915 $697.591

. ©  Effective July1:  FY 08-09 : - : ) i $2.582505 . ' $2.582.505 $2,951,635 $369.130
Subml Revenue from : 80 $2930260  $42764.631 __ $19.17 24,831,959 $6T.584.640  ¥107,132.463 $25,547 813 {

* {Total Annual Rate Revenue $27372941  $305622,187 - $40.785.2%6 __$47,653458  $§50.096./09 ZI601 ] $051405,123  $200TE1463 6529303.340
Avai: to Cash-fund CIP Profects (@) {$2.205,059) {F2.971,757) s2.071.662 $9,322,868 . 32,809,700 $2,425,945 $11,163,368 $40,471,708 $29,306,340 | .

) Cumidative sl{Defickt} aftar lncoase {$53.302.000) - {$6.273.767) {53.402,095) $5020,773 - 38,730483 311756427 . $12,829.832 38?,1&913 374316081
Camacisd Growth 50% 1.6%) - D 08X 1.6% 1.6% 168 Te% M

b Rovinus incroasns caladsted tom the Annusl el Increass. FYTH-G5 assumes s alfeciive dala of Jaouwy 1, 2005, -
nMMMnhnmnMnhMWWMWETM?A fbsm%mm&nmﬂ-h
dmmmnymmmﬂMﬁuMww

I CONCLUSION

‘The nature of the problems that led to the variances is symptomatic of a comparatively
* complex rate study that (1) resulted in a complete overhaul of the rate structure, (2)
 relied on significant amounts of data from the billing system, accounting reports, and
-engineering analyses, (3) involved numerous parties, and (4) was conducted under hme o
- constraints: The corrected projections, like the Foresight prqecttons, are s1mp1y '
o pro;ectlons They don’t detemune the. future '

Some of the assumptions that led to the variances in Foresight’s projections are presént
in the corrected projections and may lead to future variances. For example, the

corrected analysis also uses the 1.6% growth factor. Recent annual growth has been
closer to 1.2%. A reduction in growth from 1.6% to 1.2% would amount'to a reduction

in revenue of about $2.4 million or 1% from FY 2004-05 to FY 2008-09.- Hence, it i is '
important for the Clty to continue to closely monitor the Water Fund’s financial -

position because even slight variances will justify the effort.




Sehedule B-1 Rais Revenue

A1 B 7 C | [3] | E F ] G I H L T 3 T K ] L [ I N | I P | Q [ R”
| 1 [City of Modesto
| 2 |Schedule B-1
|_2 |Revenue Comparison - Gurrent vs. Increased Foresight Rates
8
o |Accounts Fiscal Year Zone Rates 2003-04 Account Revenue 2004-05 Weighted Account Revenue
™ Teew Rate (2003-
Qld Rate Revenua . Old Rate (2003-04 04 new rate
{2003-4 accounls | New Rate Revenue ofd rale revenue imeq  revenue times
times Old rates  |{2003-4 accounls fimeg weighted growth in By weighted growth in
10 2003-4 Shibum! Account Data 2003-4 Shit Cid Rate New Rate annualized) new rate ar ized) 1% Change 2) B-2) % Change
| 11 [Mew ChargdOld ChargOld Rate New Rate /1 w2 w3 e Jw2 Tws w4 2003-04 2003-04 2004-05 2004-05
[ 12 [Fiat Flat 0-3,500 sf 0-5,000 s 1,183 1,185 §17.86 $24.47 $253,989 5347963 37.0% $256,955 §352,054 37.0%
[13] 5.001-7,000 st 73 73| $17.86 s27.81 $15.645 324,362 55.7% $15,723 $24,483 55.7%
: 14 | 7,601-11,000 sf kYd 37| 517.86 $33.00 §7.930 $14.652 84.8% $7,953 $14,695 84.8%
[15] 11,001-17,00 sf 2 2| §17.86 $35.03 $429 $841 96.1%| $430 $844 96.1%
[18] Quer 17.000 s § 286 32, wmm 130.6% | 130.6%
|17 5 39.9%
| 18] 0-6,0005F 548 X ! ) mmwwsm eu: 323 ;.E $235,195 $274,513 16.7%;
[19] 5,001-7,000 sf 708 1,423 2,123 52461 $1563 $27.81 $473,622 5708,488 49.6% $475,987 $712,026 49,6%
[20] 7.001-11,000 st 27 56 83 $24.61  $15.63 $33.00 $18.477 $32,868 77.9% 318,551 $32,963 T7.8%
|21] 11,601-17.00 sf 9 9 18 $2461  $15.63 $35.03 §4,346 $7.566 F41% $4.364 $7.598 74.1%
| 22| Qver 17.000 st $2 442 $2.454 34,470 82.1%
|23 B ¥ ; 40.1%
[24] 40,001 -16,000 sf o.mboo o 3 E ; $2,470 -28. .}\_D 28.7%
1.25] 5,001-7.000 &f 19 3 50 $34.30  $21.80 $27.81 $15,930 47% $16,010 16,769 4.7%
[25] 7,001-11,000 s 37 186 523 $34.30  $21.80 $33.00 $187,357 $207,108 10.5% $187,911 $207,700 10.5%
[27] 11,001-17,00 5t 828 326 954 $34.30  $21.80 $35.09 $343.746 $401,023 16.7% $345177 $402,669 16.7%
| 28] [Quer 17,000 st $41.19 $21,896 % $22,100 mmm a7 34.8%
p2of o) B R AR e 2 ; 7 14.8%
[30] 0.501 14,000 5t [o- 5,000 sf 2 2| $2656 $24.47 $613 $567 -4.3% 5621 amm.. -4.3%
| 31 5,001-7,000 sf 13 13|  $25.56 $27.81 $3.967 $4,338 8.8% 54,007 $4,360 8,8%)
132 ] 7.001-11.000 sf 500 500§ $25.56 $33.00 $153,360 $198,000 28.1% 153,805 £198.575 281%
133 14,001-17,00 5f 1128 1428 52556 $35.03 $345,980 $474,166 37.1% $347,400 $476,112 37.1%
{ 34| o&q 17, 8o sf 61.2% $8,553 $15,385 61.2%| .
_W T i 34.9%
{36 14,001 17 mna sf o.mbaa st -20.5%)
{57 | 5.001-7.000 sf 9.6%
| 58] 7,001-11,000 sf 6 X X 7.2%
[ 28] 11,001-47,00 s 240 NS $30.78 $35.03 13.8%
1 4 | Over 17. occ st 56 $30.78 ?.. 8 33.8%
Xl 3 RS wm T 16.2%
[42] 75,000 of ~40.5%
144 | 7.004-11,000 sf 12 6 a 2.6%
1 44 | 14,001-17.00 sf 48 29 75 -0.8%
145 | Over 47, So sf m.: :m wmm . 12.2%!
46 R 3 R 9.3%
147] 17,601 -21,000 5+ [0-5,000 of ﬂ $38.09 $24.47 8433 «Nﬁ -32.2% 33.0%
48] 7.00%-11,000 sf a 4| 300 $33.00 $1.732 $1,584 -8.6% B.6%
|49] 11,061-17,00 sf 10 10| 3609 b $35.08 $4,331 54,204 -2.9% -2.9%
150 14.14% 14.1%)
] 12.4%)
[52] X $1,300,238 w_ 107,470 $1,315/ mﬁ 18.8%]
53] 5,001-7,000 sf 22 503 22,503] $2060 %27.81 $5,562,742 $7.509.701 £5.560.521 $7.547.204 35.0%
[62] 7,001-11,000 sf 1,001 1,001] §2060 $33.00 $269,695 $432,036 $270478 $433,280 6C.2%
[55] 11.001-17,00 f 51 T 81 $20.60 $35.03 $12,807 §24,438 $12.659 521,526 70,0%
[561 Over 17 ooo sf 33 334 52060 $41.19 $8,158 $16.311 58,186 516,380 100.0%!
571 ok ; AT R 33.5%
1 5,001 - 10,001 5 {1°
| 58§ meter) 0-5,000 s 9 18 21 52858  $18.20 $24.47 $7.018 $7,928 13.0% $7,100 $8,021 13.0%
59 5.001-7.000 sf 2,591 314 5,732 $2858  $18.20 327,81 $1.574.604 $1.912,883 24.5% §1.582.467 $1.922436 21.5%
[60] 7,001-11,000 st 3,957 2209 6,166 92858 $18.20 $33.00 $1,839,538 $2,441,736 32.7% §1,844,878 52,448,824 32.7%|
[61] 11,001-17,00 st a7 40 87 52858  $18.20 $35.03 $24.855 $36,571 536,721 47.4%
[62] O<m_. 17, occ Mm mu mmm $12,357 68.6%
= . R 27.7%)
64| 700140, tT5 s 55,000 q_ $3,230 6.0%
[65| 5,001-7,000 sf $144.834 $145,558 20.5%
66 | 7.001-11,000 5¢ $4,908,816 54,923,065 43.0%
67| 11,001-17,00 8# 345,819 546,007 51.8%
= Ovar 17,000 51 ﬁw 725 523,836 78.5%
[69] 42.4%
[70] 14.1%
1] 14.1%
¥ 43.0%
73] = 42.0%
[74] Over 25,0005 [0-5.000 81 -51.8%
(75 5,001-7,000 s -27.6%
175 7.001-11,000 sf 40.4%
77 ] . 11,601-17,00 5f -22.9%
751 -4.2%
51 51%
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