


  
 2 

February and early March, 2014 with water staff and the rate consultant (Galardi 
Rothstein Group/Raftelis Financial Consultants) to review industry standard practices 
and approaches used by other utilities, and to evaluate options related to the: 
 

1. Cost of Service Analysis: how the total revenue requirement should be 
distributed among ratepayer classes; and 

 
2. Rate Design: how the rates should be structured for each class to obtain the 

targeted revenue. 
 
On March 4, 2014 the CWAC Finance Sub-Committee voted to forward the selected 
class revenue targets and two rate schedule options to the full CWAC for its approval.  
On March 12, 2014, the CWAC voted unanimously to recommend the two rate schedule 
options (attachments: 1 and 3) to the Mayor and Council for review and adoption of one 
of the options. 
 
As in the past, CWAC’s recommendation to approve one of the new water rate schedule 
options is consistent with the Mayor and Council’s policies of: 
 
 Charging for utility service on a cost of service basis; 
 
  Encouraging water conservation through pricing structures; 
 
  Providing adequate pricing incentives for reclaimed water to encourage additional use 
of this resource.  

 
In addition, the recommended rate schedules are intended to ensure continued 
compliance with Mayor and Council’s financial performance policies, which include: 
  
  Provide adequate revenue to support utility operations; and  
 
  Meet debt service coverage and cash reserve targets.  
 
As indicated in last year’s CWAC report to the Mayor and Council regarding rates, the 
CWAC considers continued review of the residential rate structure and  commodity 
charges to be among its highest priorities for the current  rate cycle.  CWAC considers 
reduced reliance on the volume charges and upon the upper blocks of the residential 
rate structure to be critical.  Specifically: 
 

1. Currently fixed charges generate only about 22% of revenue from water rates, 
compared to the Utility’s fixed costs which are over 75%. 
 

2. The residential block pricing is out of alignment with industry trends and the 
Utility’s own cost structure, with Blocks 1 and 2 being underpriced relative to 
the other two rate blocks, and average cost of service for the rate class. This 
pricing structure fails to send a conservation pricing signal to the majority of 
customers, 70% of whom currently use 10 hundred cubic fee (Ccf) or less per 
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month (the current Block 1 threshold). Per industry standards, the lowest 
volume rates are generally reserved for essential indoor water, as opposed to 
applying to more discretionary uses (which are currently included in Tucson 
Water’s first and second blocks for many customers).  For rate stability 
purposes, the CWAC is not recommending a change to the block thresholds at 
this time; however, it is recommended that increases to the Block 1 and 2 
prices continue to be phased over a multi-year period to better approximate the 
base cost of service. 

 
The CWAC recommendations are intended to continue balancing revenue stability 
goals with other rate setting objectives, including continued promotion of water 
conservation and managing rate impacts on customers. The following sections of the 
report provide additional information on the CWAC’s proposed class revenue targets 
and rate schedules. 
 
Proposed Class Revenue Targets  
 
Pages 2 through 4 of the Mayor and Council memorandum describe the results of the 
baseline cost of service analysis, along with some adjustments, including reallocation of 
a portion of costs associated with the reclaimed system, Fire Sprinkler service, and 
Tucson Unified School District, and the resulting revenue targets for each customer 
class. Those targets distribute the 8.3% overall required revenue increase in the 
Financial Plan to the individual customer classes.   
 

Proposed Rate Schedule Options 
 
The CWAC recommends continuing the basic Mayor and Council policy objective of 
sending a conservation signal through pricing of water services.  As a result, the 
existing basic rate structures for each ratepayer class with metered water service are 
recommended to be continued. The following three basic structures are currently in 
place, and send a ‘use more water, pay more money’ signal to customers: 
 
  Inclining block structure for the potable residential class; 
 Uniform rate structure for the potable multifamily, construction water; and reclaimed 
water classes;  
 Uniform rate plus summer surcharges for the potable commercial and industrial 
classes. 

  
The rate levels for each class have been adjusted so that, in combination with the 
monthly service charge, the class revenue targets are projected to be met.   
 
The monthly service charge which all customers are billed, regardless of class or level 
of water usage, recovers the costs of meter maintenance/repair, meter reading, and 
billing/customer service, distribution maintenance and capital costs along with public fire 
protection costs and CAP debt service. Recovery of these costs through the fixed 
monthly service charge is consistent with cost of service principles, as these types of 
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services benefit all ratepayers regardless of the amount of potable water used, and it 
also helps to stabilize the water sales revenue stream of the Utility. 
 
The moderate increases proposed in the monthly service charge are $0.82 for the 
standard 5/8” meter under Option A, and $1.32 for the standard 5/8” meter under option 
B. The impact for the largest meter currently served (12”) is $96.49 for Options A and 
$202.60 for Option B. The increases to the monthly service charge reflect increases in 
customer service costs consistent with the Utility’s continued commitment to enhance 
service delivery in this area.  The attached rate schedule represents full cost of service 
recovery for all meter sizes.  
 
The proposed rate schedules include additional modification of the CAP charge, 
assessed on all potable water use.  The current charge of $0.48 per Ccf is 
recommended to increase to $0.56 per Ccf to reflect the entire projected commodity 
cost of the resource.  The increase continues the practice of recovering the full cost of 
the CAP water purchased.  The proposed increase in the CAP charge is off-set by 
reduced revenue recovery from the base volume rates for each class.    
 
The single-family residential customer class is Tucson Water’s largest class with 
approximately 90% of customer accounts.  Approximately 70% of single family 
customers use, on average, 10 Ccf per month or less and the average customer uses 
approximately 9 Ccf per month.  Bill impacts for this class are summarized as follows:  
 
  Customers under the CWAC Option A (Attachment 2) will see monthly bill increases 
ranging from $0.82 for zero usage to $2.98 for 9 Ccf of usage.  In addition, customers 
using a higher than average amount of water at 20 Ccf per month would see a bill 
increase of $6.17 per month. 
 
  Customers under the CWAC Option B (Attachment 4) will see monthly bill increases 
ranging from $1.32 for zero usage to $2.85 for 9 Ccf of usage.  In addition, customers 
using a higher than average amount of water at 20 Ccf per month would see a bill 
increase of $6.07 per month. 
 
  Under both options, large water users will continue to see more significant bill effects: 
A customer using 31 Ccf will see a monthly increase of $8.11 under the CWAC Option 
A, and a monthly increase of $8.46 under the CWAC Option B, The effect on bills for 
duplex-triplex customers is similar to that for single family customers. 
 
 
The proposed rates for all other customer classes are similar under both CWAC 
proposed rate schedules. Based on monthly average usage for the class and a 
typical meter size, customers in other potable classes will see the following 
monthly bill increases 
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Customer Class Option A  Option B 
Multifamily $31.85 $29.99 
Mobile-Home Parks w/sub meters $53.91 $47.86 
Commercial $17.76 $21.70 
Industrial $43.95 $36.52 
Construction Water $ 9.95 $ 9.95 
Fire Sprinkler Service $  2.31 $  2.33 
 
The reclaimed water user paying the standard usage rate will see a 2% increase in the 
volume change and an increase to the monthly service charge. CWAC Options A and B 
reflect an increase of $2.55 and $6.53, respectively for the standard customer with a 2” 
meter.  
 
Options A and B reduce reliance upon the upper blocks of the potable residential rate 
structure continue to provide a strong conservation message to customers, and improve 
consistency with cost of service and revenue stability.  
 
The CWAC believes both options provide the following advantages: 
 
  Moderate increase to the monthly service charge; 
  The CAP charge is set at actual commodity cost, creating a transparent pass-through 
of those costs;  
  Continues inclining block rate structure; larger dollar increases to larger volume 
users;  
  Improves revenue stability. 
 
 
Future Issues 
The CWAC Finance Subcommittee discussed many issues and asked Tucson Water 
staff to review the following areas for the FY 2015 rate process: 
 
  Continue to phase-in price increases for residential Blocks 1 and 2, relative to the 
upper blocks, to better approximate base cost of service for these customers. 
  Continue to review pricing of reclaimed water and review alternatives available to 
encourage continued use of this valuable resource. 
  Continue to review impact of FY 2013 rate structure modifications on revenues, and 
recommend any needed adjustments. 
 
Conclusion 
 
The CWAC appreciates the opportunity to provide the Mayor and Council with this 
report and hopes that the Mayor and Council will give due consideration to the 
recommendations contained in the report. 
 
 
Attachments: 
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1:  CWAC Option A Recommended FY 2015 Water Rate Schedule, including 
Metered Customer Classes and Fire Sprinkler Service  

2:   Single Family Sample Bills CWAC Option A 
3: CWAC Option B Recommended FY 2015 Water Rate Schedule, including 

Metered Customer Classes and Fire Sprinkler Service  
4:  Single Family Sample Bills CWAC Option B 
5:  Sample Monthly Bills: Other Customer Classes, Option A 
6:  Sample Monthly Bills: Other Customer Classes, Option B 


















