
   
  

 
 
 
 
 
 
 
 
 

 
 
  
1. Roll Call 

The meeting was called to order by Finance Subcommittee Chair Mark Stratton at 1:33 
p.m. Those present and absent were: 

 
Members Present: 
Chuck Freitas  Representative, City Manager (Acting Chair) 
Catlow Shipek *  Representative, City Manager 
Mark Taylor    Representative, City Manager 
Brian Wong *   Representative, City Manager 
Mark Lewis   Representative, Ward 5 
Melissa Mauzy  Representative, Ward 6 
 
* Members Shipek and Wong arrived after Roll Call 
 
Absent:  
Mark Stratton  Representative, City Manager 
 
Tucson Water Staff Members: 
Scott Clark   Deputy Director 
Pat Eisenberg  Engineering Administrator 
Steve Ritter   Financial Services Administrator 
Candice Rupprecht  Conservation Program Supervisor 
Theresa Bourne  Lead Financial Accountant 
Kris LaFleur   Staff Assistant 
 
Others Present: 
Harold Smith   Raftelis Financial Consultants 
Mark Day   Citizen 
 

2. Announcements – None.  
 

3. Call to Audience – None. 
 

4. Review of April 26, 2017, Legal Action Report and approval of Meeting Minutes – 
Member Taylor moved to approve the Minutes; Member Mauzy seconded the motion. 
Discussion ensued. Members requested that the words “but not recommended” be 
struck from the final paragraph of item 5. With this change, the Minutes were approved 
by a vote of 6-0. 
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5. “Resiliency Fee” Proposal – Mr. Day led a presentation of his “Resiliency Fee” 
proposal, which he described as an alternate option for increasing water revenues that 
would avoid a proposed increase to the water service base rate. Members and staff 
discussed the proposal. 
 
Mr. Smith indicated that staff had directed Raftelis Financial Consultants to identify the 
easiest means of increasing revenue without reducing the water conservation incentive 
created by the utility’s current inclining block rate structure. He explained that variable 
revenues raised via Mr. Day’s proposal would be less volatile than revenues collected 
via the reclining block structure, but would not be as stable as fixed revenues generated 
via increased monthly service charges.  
 
Members and staff engaged in discussion about “stable” versus “unstable” means of 
revenue generation. 
 
Acting Chair Freitas called for a motion on the item. No motion was offered.  
 

6. Review of “Deep Dive” discussions and conclusions 1– Mr. Smith led a review of the 
various topics discussed, options developed, and staff recommendations presented 
during the Finance Subcommittee “Deep Dive” process that began in September 2016. 
Topics were discussed as follows: 

 
Volumetric rate structure (blocks & tiers) and summer rate tiers  
 
Mr. Smith reviewed the options as presented by Deb Galardi at the previous 
subcommittee meeting:  
- Status Quo 
- Continue to decrease the single-family residential (SFR) Block 1 threshold to promote 
efficient indoor water use, but ensure that no more than 50% of overall SFR usage or 
users fall in Block 1 
- Revise rate structure for multi-family (MF) residents to strengthen conservation 
incentive 
 
Staff recommendations were presented as follows:  
1) Proceed with development of revised MF rate structure during the FY18 rate cycle, 
with implementation in FY19 
2) Revise the SFR tiers during the FY19 rate cycle, with implementation in FY21 [i.e., 
after completion of the two-year rate plan expected to begin in FY19] 
 
Discussion ensued.  
 
Acting Chair Freitas called for comment on staff recommendations. Subcommittee 
comments were as follows:  
1) Concur with staff recommendations 
2) Concur with staff recommendations, but implement SFR tier revisions prior to FY21 

 
 

                                                           
1 Member Lewis departed at 2:39 and returned at 2:41.  
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Base Rate Recovery of Fixed Costs 
 
Mr. Smith briefly reviewed the topic and options previously discussed, then presented 
the staff recommendation as follows: 
1) Allocate fixed costs to a readiness-to-serve component of the Monthly Service 

Charge, with the goal of recovering 30-35% of total annual revenue through this 
charge. 

 
Discussion ensued. Staff and members indicated that protection of low-income 
customers must be considered in tandem with any consideration of a base-rate increase. 
 
Acting Chair Freitas called for comment on staff recommendations. The subcommittee 
concurred with the staff recommendation. 
 
Tucson Water Low-Income Assistance Program 
 
Mr. Smith reviewed low-income assistance options that had previously been discussed 
by the staff and the subcommittee. Among these were a suggestion that low-income bill 
adjustments could be based on a 100% base-rate adjustment, which would leave only 
volume usage on a customer’s utility bill. An additional option included a waiver of the 
base-rate plus the first 2 CCF of monthly usage.   
 
Staff recommendations for the low-income assistance program included: 
1) Waive the monthly base rate, plus the first 2 CCF of monthly water use 
2) Explore expanding the program to include income-qualifying fixed income citizens 

 
Discussion ensued. Subcommittee members indicated a desire for additional modeling 
and analysis to show the financial impacts of opening the program to more customers, 
as well as the financial and conservation impacts of waiving the first 2 CCF of monthly 
usage. 
 
Acting Chair Freitas called for comment on staff recommendations. The subcommittee 
recommended that Tucson Water and its financial consultant conduct a review of the 
proposed base rate + 2 CCF waiver; the subcommittee additionally recommended that 
staff and consultants conduct financial modeling to compare the status quo to the above 
staff recommendations. 
 
Review of Census Tract Data & Affordability 
 
Mr. Smith briefly reviewed the topic, and presented the options previously discussed by 
the subcommittee for increasing the reach and effectiveness of the low-income 
assistance program. For example: 
- focus on bill-pay assistance within the most at-risk ZIP codes 
- provision of basic residential plumbing repairs 
- automatic enrollment in Tucson Water’s Zanjero Program 
- voluntary low-income assistance donation option on utility statement 
 
Mr. Smith presented the staff recommendation as follows: 
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1) Focus Low-Income Assistance Program public outreach efforts on ZIP codes with 
elevated concentrations of bills that exceed a water affordability threshold of 2% of 
household income 

 
Discussion ensued. Members requested that the voluntary low-income assistance 
donation option be removed from consideration, and staff complied with the request.  
 
Acting Chair Freitas called for comment on the staff recommendation. The subcommittee 
concurred with the staff recommendation, but requested that additional public outreach 
be conducted via the City Ward offices. 
 
Differential Rates Inside/Outside City Limits 
 
Mr. Smith reviewed the topic and presented previously discussed options: 
- Status Quo, with no rate differential 
- Establishment of different water service rates outside City Limits, based upon legal 
precedent and policy direction from Mayor & Council 
 
Discussion ensued. 
 
Mr. Smith presented the staff recommendation:  
1) Continue to explore options for establishing Outside-City rates based on legal 

precedent and policy direction from Mayor & Council, in efforts to help support 
annexations and economic development. 

 
Discussion continued. Acting Chair Freitas called for comment. Members Mauzy, Taylor 
and Freitas objected to the staff recommendation. Member Wong indicated that he did 
not support the recommendation, but believed the decision should lie with Mayor & 
Council. Member Lewis indicated that he agreed with the recommendation, without the 
economic development provision. Overall, the subcommittee indicated a preference for 
the Status Quo; there was no consensus regarding the staff recommendation. 
 
Reclaimed System and Rates 
 
Mr. Smith reviewed the topic and previously discussed options: 
- Status quo (market-based pricing) 
- Consider pricing Reclaimed Water with respect to the future value of potable water 
 
Staff recommended:  
1) Status Quo: Pricing should continue to evaluate market demand for Reclaimed Water 

as new uses for the resource are developed (e.g., Santa Cruz River Heritage Project) 
 

Acting Chair Freitas called for comment, and the subcommittee made recommendations 
as follows:  
1) Concur with staff recommendation 
2) Perform a cost-benefit analysis of savings due to deferred development of new 

potable sources and infrastructure 
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Multi-Year Financial Planning 
 
Mr. Smith reviewed the topic and presented the previously discussed options:  
- Perform cost-of-service study and set rates annually, as was the practice prior to FY 
2017 
- Continue with the two-year rate cycle that was established for FY 2017 & 2018 
 
Staff recommended the following:  
1) Continue setting rates on a two-year cycle 
2) Follow annual budgeting and financial-planning processes 

 
Discussion ensued. 
 
Acting Chair Freitas called for comment, and the subcommittee made the following 
recommendations: 
1) Concur with staff recommendation 
2) Financial process must provide the ability to revise rates to account for unanticipated 

circumstances and/or expenditures 
 

7. Future agenda items & meeting schedule – No future agenda items were discussed. 
The Subcommittee will meet again in September 2017. 
 

8. Adjournment – The meeting was adjourned at 3:13 p.m. 



Notes about the Resiliency Fee 

W. Mark Day 

May 10, 2017 

Surcharges are not just an idea. They're actually an 11in-the-box11 solution, as we already have two in place, 

working successfully. It's not even a novelty at this point! 

What I hope is clear, is that a surcharge is a viable option for stabilizing revenues with volume charges. 

So, what you get with a surcharge on all sales is: 

1) Stable revenues- Less than from fixed, but much better than from the current volume rates. Also, with 
current numbers-don't call it a trend-you could get additional revenues; 

2) Better equity, as we should be reducing the fixed fee as we increase the amount paid for each unit of 
water sold with the surcharge (and not charging for water that customers may not be using); 

3) Better conservation incentives, as customers can save more money when they conserve, and research 
shows much more response to volume charges than to fixed charges. 

The cost is about $0.40 instead of $0.32 to reduce the fixed charge by $1, and still bring in the needed $12 
million to increase the budget. Also notice that the proposed surcharge will regressively affect the lower tiers 
as compared to the upper tiers. 

After five years: 
Block 1 customers would be paying 72% more than currently; 
Block 2 would be paying 44% more; 
Block 3 would be paying 20% more; and 
Block 4 only 13% more. 

However, reducing the fixed charge by a dollar each year, for instance, would have the effect of reducing the 
amount paid for just the first CCF by $0.60. (a net reduction of $.60 per year= $1 reduction plus $0.40 
increase in volume cost). So, with Proposal B, after five years there'll be a 20% reduction in the cost of the first 
CCF purchased. Not a perfect trade-off but a better one than simply increasing the fixed charge by $.75 cents a 
year or so, and having small increases in the cost per CCF in Block 1. 

This proposal simplifies rate making. It's ideal for a multiyear rate strategy, and it takes the stress out of 
wondering what to do to balance revenues with equity and the conservation incentive, just as the CAP 
surcharge takes the CAP funding issues out of the mix. 

We have a strong set of increasing rate blocks to encourage conservation, so adding a 'levelizing' surcharge 
will bring more stable revenues. The neutralizing effect comes as it will proportionately add a greater 
percentage increase to the lower blocks than the upper blocks. It will tend to rebalance the cost burden from 
the upper blocks to the lower blocks. If in conjunction with lowering the service charge, it will increase the 
cost of water used in Block 1, and will give a stronger conservation incentive to the large body of low-volume 
customers. If the choice is between raising the service charge, or the per unit cost, it is better to increase the 



per unit cost. Also, since total sales are much less volatile than sales to Blocks 3 and 4, the surcharge approach 
is much more stable and predictable; it varies only as total sales vary. 

Also, if revenues are sufficiently stable, a low service charge would allow the fixed charge option to be 
available for emergencies, like to cover mandatory, drought-driven revenue losses. At this point it'd be hard to 
envision mandatory drought requirements, unless imposed by the state, because we have several years-worth 
of water in the ground to cushion us from such a contingency. 

Having an assessment of the revenue performance of the CAP and Conservation fees would be informative, 
but we already know that they're more reliable than the upper blocks, but less than fixed charges. And since 
we've been told our forecasts are within 1% per year, I assume there is not much need for that. If we can 
forecast demand within 1% for each year, then we know that we can forecast our revenues from the 
surcharge just as accurately. Whatever demand is projected, multiplied by the per unit charge, will give the 
revenue forecast within that same 1% margin of error. 

Keeping the existing block rates embedded keeps a strong conservation incentive int act. And, should demand 
increase in Blocks 3 or 4, for instance, then increases can easily be made there to balance demand and 
revenue burdens. All block sales should be carefully monitored to inform future rate adjustments; lagging 
response to past price changes, income and other factors may require rate adjustments in the blocks or 
surcharge. 

Seems to me that Tucson has got to stop trying to follow national trends and practices. Tucson has always led, 
and must continue to lead, in water pricing and conservation. Saying there's an industry trend for something 
is not a reason to blindly follow; we should be planning according to what has proven to work here, not 
elsewhere. Not unrelated to that, is the 2% of income calculated for affordability? Does it include the sewer 
bill? Does wastewater have its own 2% to carve out of our budgets? FYI our economic study showed price 
response was realized with both bills together; by 2% water customers became rate structure sensitive. 

Perhaps we should stop promoting conservation. Some have suggested it. If so, then by all means raise the 
service charge. Soon there will be almost no incentive to conserve; no one will be able to save much by doing 
so. Of course, that would make the conservation fee and program pointless. 



ANALYSIS OF TUCSON WATER RESIDENTIAL 
CONSERVATION BY RATE BLOCKS 

AND 
RESILIENCY FEE SURCHARGE PROPOSAL

FY 2012-2016 Residential Revenue 
Considerations for Surcharges

By W. Mark Day, MS, MBA
May 10, 2017



What is the Resiliency Fee (and Why Is It Needed)?

■ It is like a seat for our three-legged stool of water rates:  

■ A middle pathway to improve the construction of our water pricing: equity, stability, 
and incentives for conservation.

■ A per-unit charge is less volatile and less regressive than current rates; it relies on 
the stability of total sales, yet it clearly rewards those who choose to conserve. 

■ It is much less volatile for revenues than are increasing block rates, yet somewhat 
less stable than increasing the fixed charge.

■ But, in exchange for some minimal volatility, you get a fairer price at lower demand 
levels by reducing the fixed charge, less reliance on the upper blocks, and greater 
conservation incentives with a clear volume savings option.



Recent Residential Block Sales 2012-2016

Tucson Water Block Sales/Revenue Performance 
(Residential) 

FY 2012-2016 
New/Current Blocks (in Ccfs)

Block1(1-7) Block2(8-15) Block3(16-30) Block4 (31+) Total Sales (Ccf) 
Fiscal Year 

2012 13,204,957 5,953,279 2,626,000 910,270 22,694,506

2013 13,147,079 5,694,334 2,435,402 850,183 22,126,998 

2014 13,034,173 5,542,920 2,370,417 824,040 21,771,550 

2015 12,706,292 4,967,743 1,991,412 689,319 20,354,766 

2016 12,647,887 4,820,847 1,886,595 625,897 19,981,226

Overall, sales 
declined by 12% 
between 2012 
and 2016.



Inter-Year Residential Block Sales Reductions

Tucson Water Block Sales Performance  
Block Inter-year Residential 

Sales Differentials (5 Years; 4 Intervals) 

Block ranges in Ccfs Block1(1-7) Block2(8-15) Block3(16-30) Block4 (31+) Totals 

2012

-0.44% -4.35% -7.26% -6.60% -2.50%

2013

-0.86% -2.66% -2.67% -3.07% -1.61%

2014

-2.52% -10.38% -15.99% -16.35% -6.51%

2015

-0.46% -2.96% -5.26% -9.20% -1.84%

2016

Averages: -1.07% -5.09% -7.79% -8.81% -3.11%

Year-to year sales 
declines for all 
sales averaged 
only 3.11%. 
So, a surcharge on 
all sales, even in a 
tough period, 
would be fairly 
stable.



Rate Block Revenue Stability

With yearly sales losses of 
only 1%, Block1 is a very 
reliable source of revenue. 
Even with larger losses in a 
difficult period in the other 
blocks, the net annual loss is 
only 3.11 % for all residential 
sales (bar 5), which bodes 
well for surcharge-derived 
revenues.



Where do residential water sales go?

Residential water sales go 
mostly to Blocks 1 & 2, which 
are stable. So, shifting small 
increases to all sales with a 
surcharge will generate 
substantial, stable revenues, 
yet not increase burdens on 
small users with a fixed 
charge, and it will preserve 
the conservation incentive.



Current Tucson Water Residential Rates and 
Surcharges plus Proposed and Projected

Single Family Block Rates Current Current Surcharges

Rates Conservation CAP
Proposed
Resilience Fee

Per 
Ccf Cost

1 Year 1 – 7 Ccf $1.55 0.08 0.65 0.33 $2.61 

8 – 15 Ccf $3.00 0.08 0.65 0.33 $4.06 

16 – 30 Ccf $7.48 0.08 0.65 0.33 $8.54 

Over 30 Ccf $11.75 0.08 0.65 0.33 $12.81 

5 Year 1 – 7 Ccf $1.55 0.08 0.65 1.65 $3.93 

8 – 15 Ccf $3.00 0.08 0.65 1.65 $5.38 

16 – 30 Ccf $7.48 0.08 0.65 1.65 $9.86 

Over 30 Ccf $11.75 0.08 0.65 1.65 $14.13 



How proposed Resiliency Fee Looks on 
Residential Rate Blocks
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Proposed Reduction in Service Charge with 
Resilience Fee (Proposal A) 

Initial reduction $1 and subsequent reductions $0.33 for $2.32 reduction in 5 years.
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Proposed Reduction in Service Charge with 
Resilience Fee (Proposal B)

Initial reduction $1 and subsequent reductions $1 for $5 reduction in 5 years.
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MEMO 
Tucson Water 

To: Steven Ritter 

From:  Harold Smith, Raftelis Financial Consultants, Inc. 

Date: 5/10/17 

Re: Surcharge/”Resiliency Fee” Proposal 

  

Background 

Over the course of the past several months Tucson Water has been exploring pricing 
options that would help to stabilize water revenue such that the relationship between 
fixed and variable revenue moves closer to the relationship between fixed and variable 
costs, while still sending a strong conservation message.  Currently, approximately 25% 
of Tucson Water’s revenue is fixed, while approximately 75% of its costs are fixed.  
While Tucson Water recognizes that pricing structures that would result in a direct 
alignment of fixed revenue with fixed costs would have an adverse impact on 
conservation, industry trends and guidelines support increasing fixed revenue to 
approximately 30% of total rate revenue as a means of balancing revenue stability and 
conservation objectives.      

Working with RFC, Tucson Water has determined that the simplest, most direct 
approach to achieving its fixed revenue goals would be to increase the fixed Monthly 
Service Charge that is assessed to all customers.  Since revenue from the Monthly 
Service Charge is not dependent upon water consumption it is much more reliable than 
revenue from any form of volumetric charges – which by their nature fluctuate in 
response to a number of uncontrollable variables including local weather patterns, 
economic conditions and the degree to which customers respond to conservation 
signals inherent in Tucson Water’s inclining block rate structure.  Additionally, an 
increase in the Monthly Service Charge is consistent with cost of service principles in 
that the increase can be effectuated by allocating specific components of Tucson 
Water’s fixed costs for recovery through the Monthly Service Charge.  
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Proposed Alternative to Increasing the Monthly Service Charge 

Mark Day, a Tucson resident and former member of the CWAC, recently proposed a rate 
structure modification that would involve adding a volume based surcharge/”resiliency 
fee” component to Tucson Water’s existing volumetric rate structure.  Under Mr. Day’s 
proposal, a $0.30 surcharge would be assessed for every one hundred cubic feet (ccf) of 
water purchased.  Mr. Day maintains that his proposal would increase revenue stability 
while still sending a conservation message to Tucson Water customers. 

 

Assessment of Proposal 

Although Mr. Day’s proposal has merit in that a uniform surcharge on all consumption 
would result in greater revenue stability than a commensurate increase in each of the 
block rates, it would not provide the same benefits with respect to fixed revenue 
generation as an increase in the Monthly Fixed Charge.  Revenue from the surcharge 
would be more volatile than revenue from the Monthly Service Charge and 
implementation of the surcharge would result in a decrease in fixed revenue, if as Mr. 
Day suggests, it is used to raise future revenues (in lieu of increases to the Monthly 
Service Charge).   

RFC did not perform a complete analysis of the financial implications of Mr. Day’s 
surcharge proposal, but based on preliminary analysis using historical and projected 
consumption data it does not appear that his proposal will provide the increase in 
revenue stability that Tucson Water is trying to achieve.   

As shown in Figure 1 below, consumption by Tucson Water customers has been 
declining steadily since 2009 and is projected to continue declining through 2022.  
Should Tucson Water implement the proposed surcharge, revenue from the surcharge 
would be expected to decline at the same rate as the decline in consumption. 

Figure 1 
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As shown in Figure 2, the proposed $0.32/ccf surcharge would have yielded 
approximately $14.1 million is 2009, but would have only yielded $12.2 million in 2016.  
Assuming future consumption is consistent with Tucson Water’s projections of future 
demand, the proposed surcharge would only generate $11.4 million in 2022. 

Figure 2 

  

In contrast to the decline in customer demand, the number of accounts served by 
Tucson Water increased during the period from 2009 to 2016 and, as shown in Figure 3 
the number of accounts is expected to increase through 2022. 

Figure 3 
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Figure 4 shows the revenue that would be generated from a $4.50/account fixed charge.  
In 2016, a $4.50 per month base charge on each account would yield approximately 
$12.4 million, an amount similar to the revenue that would be generated by a $0.32/ccf 
surcharge in the same year.  However, unlike the revenue from the proposed surcharge, 
which would be projected to decrease to $11.39 million in 2022, the revenue generated 
from the fixed charge would increase to $12.58 million in 2022. 

Figure 4 

 

With respect to conservation, a volumetric surcharge would likely send a stronger 
conservation message than increases to the Monthly Service Charge, but as Figure 5 
demonstrates, Residential demand per account has decreased despite significant 
increases to the Monthly Service Charge which suggests that Tucson Water’s inclining 
block rate structure is providing ample incentive to use water wisely. 

Figure 5 

11

11.2

11.4

11.6

11.8

12

12.2

12.4

12.6

12.8

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

An
nu

al
 R

ev
en

ue
 ($

M
) 

Sample Revenue (from $4.50/mo Rate) 

Actual Projected



5 

 
As mentioned earlier, this additional volumetric revenue from the proposed surcharge 
would mean proportionately lower revenue recovery through the Monthly Service 
Charge, which we believe is counter to Tucson Water’s rate setting objectives, and 
industry trends.  We agree with Mr. Day that a rebalancing of revenue recovery 
between the upper and lower blocks of the Residential Inclining Block rate structure 
would further enhance Tucson Water’s revenue resiliency goals; however, we do not 
support a volumetric surcharge as the best means to achieve this, given the negative 
impacts on revenue stability.   
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DEEP DIVE TOPICS 

» Tucson Water’s Low-Income Assistance Program 
» Conservation vs. revenue stability 
» Base-rate recovery of fixed costs 
» Reclaimed system & rates 
» Review of census tract data & affordability 
» Differential rates inside/outside City limits 
» Multi-year financial-planning & rate-setting 

scenarios 
» Volumetric rate structure (blocks & tiers) and 

summer rate tiers 
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LOW-INCOME ASSISTANCE 
PROGRAM 

Options:  
» Bill adjustments could be based on: 

– A 100% base rate adjustment, leaving only 
volume usage on the bill 

– Waive the base rate plus first 2 CCF usage  
» Also for consideration: 

– Penalty and fee relief 
– Scheduling of payment dates 
– Community contributions 
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LOW-INCOME ASSISTANCE 
PROGRAM 

Recommendation: 
» Waive  the  base  rate  plus first 2 ccf monthly 

wate r use  
» Explore  expanding the  program to include  

income  qualifying fixed income  citizens 
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CONSERVATION VS. 
REVENUE STABILITY 

Options:  
» Status Quo 
» Increases to the base rates.  
» Uniform volumetric surcharge (“Resiliency 

Fee”) 
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CONSERVATION VS. 
REVENUE STABILITY 

Recommendation: 
» Increases to the base rate to generate 30-

35 percent of total annual revenue 
requirements 

» Continued increases to the CAP charge 
» Refinements to the inclining block rate 

structure 
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BASE-RATE RECOVERY OF 
FIXED COSTS 

Options: 
» Increase fixed revenue by including a 

readiness-to-serve component in the 
Monthly Service Charge 

»   
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BASE-RATE RECOVERY OF 
FIXED COSTS 

Recommendation: 
» Allocate costs to a readiness-to-serve 

component of the Monthly Service Charge 
with the goal of recovering 30%-35% of 
total annual revenue from this charge. 
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RECLAIMED SYSTEM & RATES 

Options:  
» Status Quo (market based pricing) 
» Consider pricing reclaimed with respect to 

the future value of potable water 
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RECLAIMED SYSTEM & RATES 

Recommendation: 
» Status Quo:  Pricing should continue to 

evaluate market demand for reclaimed 
water as new uses for this resource are 
developed (e.g., Agua Dulce). 
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REVIEW OF CENSUS TRACT 
DATA & AFFORDABILITY 

Options:  
» Increasing the reach and effectiveness of the 

Low-Income Assistance Program. For 
example: 
– Focus bill-pay assistance on the most at-risk ZIP 

codes 
– Provision of basic residential plumbing repairs 
– Automatic enrollment in the Zanjero program 
– Voluntary Low-Income Assistance donation block 
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REVIEW OF CENSUS TRACT 
DATA & AFFORDABILITY 

Recommendation: 
» Focus Low-Income Assistance Program 

public outreach efforts on ZIP codes with 
elevated concentrations of bills exceeding 
the 2% threshold. 
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DIFFERENTIAL RATES 
INSIDE/OUTSIDE CITY LIMITS 

Options:  
» Status Quo (no differential) 
» Establishing different water service rates 

outside of City limits based on legal 
precedent and policy direction from Mayor 
and Council 
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DIFFERENTIAL RATES 
INSIDE/OUTSIDE CITY LIMITS 

Recommendation: 
» Continue to explore options for 

establishing Outside-City rates based on 
legal precedent and policy direction from 
Mayor and Council in efforts to help 
support annexations and economic 
development. 
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MULTI-YEAR FINANCIAL-
PLANNING & RATE-SETTING  

Options: 
» Perform cost of service study and set rates 

annually as was the practice prior to FY 
2017 

» Continue with two-year rate cycle 
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MULTI-YEAR FINANCIAL-
PLANNING & RATE-SETTING  

Recommendation: 
» Continue two-year rate-setting  
» Follow annual budgeting and financial 

planning processes. 
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VOLUMETRIC RATE 
STRUCTURE 

Options: 
» Status Quo 
» Continue to decrease SF Block 1 threshold with the 

following considerations: 
– Efficient indoor use  
– No more than 50% of usage or users ending in first 

block  
» Revised rate structure for MF with greater 

conservation incentive.   
– Inclining block with threshold per unit 
– Base/summer surcharge rate for MF irrigation meters 
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VOLUMETRIC RATE 
STRUCTURE 

Recommendation: 
» Proceed with development of a revised MF 

rate structure in the next rate cycle 
(implementation in FY2019),  

» Revisions to the Single Family tiers in the 
following rate cycle (implementation in 
FY2021). 
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 CWAC Finance Subcommittee “Deep Dive” Summary as of May 2017 
 
Following Mayor & Council approval of Tucson Water’s FY 2017 & 2018 rate package, the Tucson City 
Manager directed the utility to conduct a full review of its rate-setting models and policies. Tucson 
Water staff engaged the CWAC Finance Subcommittee in this “Deep Dive” analysis. During the summer 
of 2016, the Finance Subcommittee reviewed the utility’s existing financial planning and rate-setting 
practices, and developed a Work Plan containing a set of topics for further analysis. Topics included: 
 

- Tucson Water’s Low-Income Assistance Program 
- Conservation vs. revenue stability 
- Base-rate recovery of fixed costs 
- Reclaimed system & rates 
- Review of Census tract data & affordability 
- Differential rates inside/outside City Limits 
- Multi-year financial-planning & rate-setting scenarios 
- Volumetric rate structure (blocks & tiers) and summer rate tiers 

 
Between September 2016 and April 2017, the CWAC Finance Subcommittee, Tucson Water staff, and 
Raftelis Financial Consultants reviewed and discussed these topics at length. Based upon the priorities 
that emerged, a summary of past discussion and options for each issue is provided below. 
 

Tucson Water’s Low-Income Assistance Program 
Past Discussion:  
• Staff presented data indicating that about 30% of communities nationwide provide some form 

of utility payment assistance. A comparison of municipalities’ low-income programs included 
various forms of bill-payment assistance (reductions, extensions, fee waivers, crisis vouchers), as 
well as assistance with water conservation measures (high-efficiency fixtures, household 
plumbing repairs).   

• Staff reviewed Tucson Water’s current low-income assistance program, which provides a 
monthly 50% water bill adjustment to about 4,000 qualifying customer accounts. 

Staff presented Mayor and Council concerns that water rates not be regressive and adversely impact 
our low income customers, such as increases to the base rate.  
 
Options:  
• Staff presented potential alternatives to the current program that could mitigate the impacts of 

additional increases to the Base Rates. Under these alternate programs, bill adjustments could 
be based on: 

o A 100% base rate adjustment, leaving only volume usage on the bill 
o Waive the base rate plus first 2 CCF usage  



• Staff also discussed additional low-income assistance options for consideration, including: 
o Penalty and fee relief 
o Scheduling of payment dates 
o Community contributions 

 
 Recommendation: 
Waive the base rate plus first 2 ccf monthly water use 
Explore expanding the program to include income qualifying fixed income citizens 
 

Conservation vs. revenue stability 
Past Discussion:  

• Staff assessed the effectiveness of Tucson Water’s rate setting and billing policies with 
respect to conservation.  Tucson Water’s policies compared favorably with industry best 
practices indicating that they should effectively promote conservation. 

• Staff pointed out that while 75% of Tucson Water’s costs are fixed, only about 25% of its 
revenue is fixed.   

 
Options:  

• Continue with the Status Quo 
• Pursue opportunities to increase fixed revenue through increases to the base rates.  
• Uniform volume rate surcharge on all consumption (“Resiliency Fee”) to recover a portion of 

future additional revenue requirements  
 
Recommendation: To balance conservation and revenue stability goals, Tucson Water should use 
the following tools to generate additional revenue identified in the financial plan (about $12 million 
per year): 
 
1. Increases to the base rate to generate 30-35 percent of total annual revenue requirements.  This 

will include increases to current cost elements included in the base charge (e.g., CAP capital 
charge), and the addition of new cost elements.  New industry guidelines suggest revenue 
recovery from fixed charges should be increased to the 40-50 percent range, under revised 
water conservation best management practices1.  For Tucson Water, an intermediate step 
would be to incrementally adjust base charges to recover 30-35 of total annual costs (a required 
increase of about $24 million). 
 

                                                           
1 In a recently published (December 2016) decision, the California Public Utilities Commission is directing utilities 
to consider proposing rate structures that would collect a minimum of 40-percent (and up to 50-percent) of revenues 
from fixed charges.  This is an increase over the 30 percent suggested previously based on California Urban Water 
Conservation Council Best Management Practices (BMP 1.4) regarding retail conservation pricing. 



2. Continued increases to the CAP charge (which applies to all consumption uniformly).  Water 
delivery costs are projected to increase by approximately $14 million over the next 5-years, 
based on the current financial plan. 

 
3. Further refinements to the inclining block tier structure for Single Family and Duplex/Triplex 

customers (discussed further below). 
 

Base-rate recovery of fixed costs 
Past Discussion:  

• Rate consultants presented an overview of the industry standard approach to developing 
the fixed component of water charges and assessed Tucson Water’s practices with respect 
to industry best practices.  Tucson Water’s Monthly Service Charge is consistent with 
industry standards, but does not include a readiness-to-serve component that could be used 
to recover a larger portion of the utility’s fixed costs through the Monthly Service Charge 

 
Options: 

• Increase fixed revenue by including a readiness-to-serve component in the Monthly Service 
Charge 

 
 Recommendation: 

• Staff and rate consultants agree that the simplest, most direct way of increasing fixed 
revenue is to increase the base Monthly Service Charge through increases in costs 
associated with current fixed charge elements (e.g., CAP capital charge), and by including 
additional costs reflecting a readiness-to-serve component, in order to bring revenue 
recovery from fixed charges to 30-35 percent of total annual revenue. 

 

Reclaimed system & rates 
Past Discussion:  

• Tucson Water staff led a presentation and discussion on the reclaimed water system and 
reclaimed rates.  The presentation reviewed the system’s characteristics, layout, and 
capacities and laid out three keys points: 

o Cost of service for the reclaimed system is incentivized by potable rates 
o The reclaimed system provide a method to maximize the best uses of potable water 

and provides cost savings to the potable system 
o Projected needs for indirect potable use have not been realized 

 
Options: 

• Status Quo (market based pricing) 
• Consider pricing reclaimed with respect to the future value of potable water 

 



Recommendation: 
• Status Quo: Tucson Water should continue to provide incentivized rates for reclaimed water 

as it reduces potable water consumption, provides increased potable water storage for the 
future, and extends or eliminates the future need for potable reuse.  Pricing should continue 
to evaluate market demand for reclaimed water as new uses for this resource are developed 
(e.g., Agua Dulce). 

 
 
Options: 
Recommendation: 
 

Review of Census tract data & affordability 
Past Discussion:  

• Rate consultants presented the results of an analysis of billing and census data for Tucson 
Water. The purpose of the analysis was to assess the affordability of Tucson Water’s rates 
and to develop a better understanding of the financial impact of water bills, in an effort to 
optimize the utility’s Customer Assistance Program. The data analyzed included: Tucson 
Water CY2016 billing data, including customer ZIP codes, customer class, and water 
consumption by month; and 2015 American Communities Survey data compiled by the US 
Census Bureau, including ZIP code, Median Household Income (MHI), and other data points. 
The analysis included an assessment of water bill affordability [using the EPA and AWWA 2% 
affordability threshold as reference] at the Service Area level, ZIP code level, and individual 
account level. 

• Results yielded by data analysis included: 
o Across the entire Tucson Water service area, the average water bill represented 

0.95% of MHI (i.e., below the 2% affordability threshold) 
o At the ZIP Code level, the average water bill in no single ZIP code was greater than 

the 2% threshold; however, the average bill in two ZIP Codes was greater than 1.3% 
of MHI, and in six others it was greater than 1% of MHI, indicating potential areas of 
ratepayer stress 

o At the account level, analysis revealed several ZIP codes with elevated 
concentrations of accounts with water bills above the 2% affordability threshold 

o Of the approximately 4,400 accounts participating in the Customer Assistance 
Program during the period analyzed, only 405 would be above the 2% affordability 
threshold without assistance; alternately, 65 accounts would still be above the 
2%threshold even after assistance 

Options:  
• Increasing the reach and effectiveness of the Low-Income Assistance Program. For example: 

o Focus bill-pay assistance on the ZIP codes that Raftelis' analysis identified as 
containing the most financially stressed customers. 



o Potential provision of basic residential plumbing repairs through the Low-Income 
Assistance Program or a low-income loan program 

o Automatic enrollment in the Zanjero program for customers utilizing Low-Income 
Assistance 

o Addition of a voluntary Low-Income Assistance donation block to the monthly utility 
statement 

 
 
Recommendation: 

• Focus public outreach efforts related to the Low-Income Assistance Program on ZIP codes 
with elevated concentrations of bills exceeding the 2% threshold. 

 

Differential rates inside/outside City Limits 
 
Past Discussion:  

• Tucson Water’s rate consultants presented an overview of the inside/outside rate-
differential concept. Key topics addressed during the presentation included: 

o Types of outside-city service 
o Types of differential rates commonly used within the water industry 
o Examples of where differential rates are used in Arizona include: 

 Scottsdale, Glendale, Yuma 
o How differential rates are developed 

Options: 
• Status Quo (no differential) 
• Establishing different water service rates within and outside of City Limits based on legal 

precedent and policy direction from Mayor and Council 
 
Recommendation: 

Tucson Water should continue to explore options for establishing different water service rates 
within and outside of City limits based on legal precedent and policy direction from Mayor and 
Council in efforts to help support annexations and economic development. 

 

Multi-year financial-planning & rate-setting scenarios 
 
Past Discussion:  

• Staff prepared a presentation looking at industry best practices with respect to the use of 
multi-year rate plans  

 
Options: 

• Perform cost of service study and set rates annually as was the practice prior to FY 2017 
• Continue with two-year rate cycle 



 
Recommendation: 

• Continuation of the two-year rate-setting cycle that was established for FY 2017 & 2018; the 
utility would continue to follow annual budgeting and financial planning processes. 

 

Volumetric rate structure (blocks & tiers) and summer rate tiers 
 
Past Discussion:  

• There has been much discussion regarding ways to optimize the effectiveness of the Tucson 
Water’s rate structure by modifying the block cut-off volumes and/or the differential 
between the block rates.  Tucson Water’s rate consultants prepared a presentation that 
addressed the following topics: 

o Historical Conservation Rate Forms 
o Historical Context for Rate Structure Changes 
o Residential Tiers 
o Multifamily Volume Rates 

Options: 
• Status Quo 
• Continue to decrease Single Family Block 1 threshold with the following considerations: 

o Efficient indoor use (approximately 4 ccf based on EPA water standards of 36.7 
gppd) 

o No more than 50% of usage or users ending in first block 
o Need additional time to evaluate impact of last change  

• Revised rate structure for MF that would provide greater conservation incentive.  Possible 
options:  

o inclining block with threshold per unit 
o base/summer surcharge rate for MF irrigation meters (so they would pay the same 

as commercial/industrial irrigation) 
Recommendation: 
• Proceed with development of a revised multifamily rate structure in the next rate cycle (for 

implementation in FY2019), followed by revisions to the Single Family tiers in the following rate 
cycle (for implementation in FY2021). 
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