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I. Purpose 

The purpose of this cost of service rate study is to evaluate the water and wastewater (sewer) 
enterprise funds to reset rates such that revenue is adequate for safe and reliable operation into 
the future.  The rate study includes funding for capital improvement projects, such that each 
customer class provides a revenue contribution proportional to the cost to serve them.  The 
approach to setting rates is outlined in this study.  This work complies with the requirements of 
California’s Proposition 218 when raising water and sewer rates.  In general, this means: 

• A rate study is conducted to support the revenue needed for each enterprise fund. 

• Each customer group pays its proportionate share of costs. 

• Revenue from rates from each enterprise fund is used only for that fund’s 
purposes. 

• Customers are notified in writing of the rate increases, the reasons why, 
information about the rate hearing that will be held after 45 days, and that they may 
protest in writing. 

• If more than 50 percent of customers (parcel owners) protest, the increase may 
not happen. 

II. Approach to Setting Rates 

This report includes two rate studies, one for water and another for wastewater (sewer).  Each 
enterprise fund is handled separately; however, they are both conducted in the following 
sequential steps.  

1. Audited financials are reviewed to observe history of revenues, expenses, and 
changing fund balances. 

2. Accounting reports are reviewed to bridge the time frame between the end of the 
last audit and into the current fiscal year.  The budget is reviewed for the current 
fiscal year and next fiscal year, when available. 

3. Capital Improvement Projects (CIP) lists are developed for each enterprise for the 
next five years, including estimated costs and timing. 

4. Operating expense projections are developed for the next five years. 
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5. Billing data is related for all billing cycles, including all customers from the most 
recent complete fiscal year.  Billing data is reconciled to audited financial values in 
accounting reports, as appropriate. 

6. Billing data is divided into appropriate customer classes to determine revenue 
collected from each customer class. 

7. Cost of service modeling is done to assign overall costs between defined customer 
classes, based on system costs to serve each customer class. 

8. Rate models are constructed for each enterprise to achieve the revenues needed 
for FYE 21 based on the revenue and expense workbooks, including changes in 
debt service associated with bond funding.  Rate models demonstrate that 
established rates achieve the revenue needed for each customer class. 

 

III. WATER RATE STUDY 

IV. Water System Capital Improvements 

Many aspects of the water system have aged and need repair or replacement.  A complete list of 
projects is shown in Attachment A.  The most significant project is the rebuilding of Derrick water 
tank located on the West side of town.  Derrick is the primary water reservoir for town, and a large 
tank at 180 feet in diameter and 40 feet high, holding seven million gallons of water.  Built in in 
1971, it will be 50 years old next year.  To ensure successful functioning into the future, the entire 
roof and top sections of wall must be replaced, it must be completely sand blasted and recoated 
inside, and it must also receive seismic upgrades. The other notable project is the installation of 
permanent equipment at the water plant to control water contaminants called total 
trihalomethanes (TTHMs).  This project has already been fully designed.  The construction phase 
consists of the installation of a chemical pump, controls, and piping to treat water at the canal 
intake.  Beyond these two major projects, several smaller projects are listed that are essential to 
ensure safe drinking water that is reliably delivered to Coalinga’s residents.   

The project list is divided between projects to be paid with bond finance and two additional projects 
to be paid with excess operating funds over time on a pay-as-we-go basis (“pay-go”).  The total 
of the bond finance projects is $7 million, and the pay-go projects are $2.5 million.  It is anticipated 
that the oil companies will contribute the funds necessary for repair of the infrastructure 
associated with the Oil King and Northwest Reservoirs because they are the only customers 
served by that equipment.  The result is that other customers will not subsidize service that is only 
for the oil companies.  The replacement work of SCADA (Supervisory Control and Data 
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Acquisition) equipment for remote sites (equipment outside the water plant) is planned for  2022 
through 2025, as the water enterprise fund balance will then have an adequate excess balance 
to support this project.  Currently, the replacement of the SCADA equipment at the water plant is 
in progress and is planned to be complete in 2021.  It is paid for by the remaining project funds 
from the Series 2012 bonds, which has a present balance of $1.4 million. 

V. USBR Water Supply Contract 

Coalinga receives its entire water supply from the Central Valley Project operated by the United 
States Bureau of Reclamation (USBR).  The original 1968 contract expired in 2008, after a 40-
year term.  Since 2008, the City has entered two-year extensions with USBR for continued water 
supply, now on the sixth extension.  The “Water Infrastructure Improvement for the Nation Act of 
2016” (WIIN Act) directed USBR to convert water service contracts to repayment contracts upon 
a contractors request.  The WIIN Act allows the City to enter a new agreement with USBR into 
“perpetuity,” meaning the new agreement has no termination date.  However, one requirement 
for the new agreement is that the City pay USBR the full remaining balance of “Allocated 
Contractor Construction Costs” associated with the present USBR cost structure.  The current 
USBR rate structure includes a cost component of $20.86 per acre-foot to pay of these past 
construction costs.  The new agreement will have the same rates as present, but without the 
construction cost component.  The remaining balance is approximately $1 million that must be 
paid at the time the new agreement is signed.  The proposed plan is to pay the amount with 
taxable bond funding, in conjunction with the refinance discussed below.  To the benefit of 
Coalinga ratepayers, the payoff of the construction costs will bring cost savings, although 
extended over the 30-year term of the bond funding. 

USBR cost removed $104,300 per year based on 5,000 AF x $20.86 
Debt Service (30 years) 57,000 per year from projected debt service cost 
Savings $47,300 per year 

 

Beyond the annual cash flow savings above, the WIIN agreement will benefit the City by 
guaranteeing a long-term supply of water from USBR.  The agreement will also help with the 
acquisition of future debt funding, if needed for the water system. 

VI. Water System Refinance and New Funding 

The City can benefit from refinance of its Series 2012 bonds because of available low interest 
rates.  Savings to the water enterprise from refinance is estimated to be at least $70,000 per year.  
The existing tax-exempt bonds are not callable until April 1, 2022 so the approach to refinance 
them is to use new taxable bonds to refund the 2012 bonds, in compliance with current laws.  The 
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proceeds from the taxable bonds will be escrowed with the bond trustee until the April 2022 call 
date, at which time the proceeds will be used to pay off the 2012 bonds in full.  The obligation of 
the City will be to make the overall lower payments associated with the new debt service schedule, 
which takes into consideration the old bonds being held by the trustee.  

Additionally, as discussed above, $7 million of new funding is needed for projects, plus $1 million 
to pay off the USBR construction costs.  Projected cash flows have been included from the City’s 
financial advisor, Wulff, Hansen &: Co.  This includes deferring principal payments during the first 
two years to allow rate increases to customers to be more gradual.  Attachment B shows historical 
and planned bond debt service. 

VII. Water Revenue, Expense, and Fund Balance 

Water revenue from treated water sales over the past several years has been fairly constant.  
Water revenue from untreated water sales has varied depending on water available from USBR.  
Significant untreated sales occurred during FYE 20 from a full water allocation of 10,000 acre-
feet from USBR, following a wet winter.  Projected untreated sales are estimated at 1,600 acre-
feet per year.  Projected volumes of treated sales are projected to be the same as the past trend, 
equal to 3,800 acre-feet (1,238 million gallons).  See the Revenue section of Attachment C. 

Water expenses have been increasing in various categories as shown in the Expense section of 
Attachment C.  For FYE 20, the bond covenant may not be met, which requires Net Income 
Available for Debt Service to exceed debt service by a minimum factor of 1.25.  Based on 
preliminary data for FYE 20, the ratio will be 1.19.  Although impact fee revenue has been allowed 
to contribute to the debt service calculation historically, impact fee revenue is not included in 
revenue projections, providing for a more conservative projection of debt service coverage.  
Consequently, before considering the burden of increased debt for projects and the WIIN contract, 
a rate increase is necessary to meet the existing bond covenant.  Additionally, the cash balance 
of the water enterprise fund is presently near zero, therefore a rate increase is also needed to 
rebuild a healthy fund balance. 

Projected expenses through FYE 25 include inflationary factors up to five percent shown at the 
right side of the table in Attachment C.  However, the cost of wholesale water is reduced by 
$100,000 in FYE 22 to account for the removal of the USBR construction cost component.  The 
annual cost for Westlands canal maintenance is held at $280,000 per year to compensate for 
high rates in FYE 21 caused by low water volumes on the Westland’s system.  Electricity costs 
may be reduced within the five-year planning period from new solar power; however, the costs 
and benefits of solar are not included in this analysis because planning is still early. Specifically, 
land must be acquired to locate panels adjacent to the water plant. 
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Total Bond Debt Service (detailed in Attachment B) is shown at the bottom of Attachment C.  
Annual amounts increase to almost $1 million during the planning period.  These amounts include 
the benefit of the Series 2012 refinance, plus the additional cost of the $7 million for new projects 
and $1 million for the WIIN agreement.   

Revenue beginning in FYE 21 was increased to achieve debt service coverage of approximately 
1.50 over the planning period.  The result is an initial 16 percent increase, followed by two – eight 
percent increases, which is then followed by two – three percent increases (to follow inflation).  
These increases result in achieving adequate debt service coverage, providing $400,000 per year 
available for Pay-Go capital projects, and building a healthy fund balance.  The projected fund 
balance at FYE 25 exceeds $500,000.  If the solar project is implemented, the fund balance will 
grow faster. 

VIII. Existing Water Rates 

Existing water rates have been in place since July 1, 2015.  Rate classes for volumetric rates are 
divided by Urban Residential, Urban Commercial, Rural, and California Department of Corrections 
(CDC) facilities which include the Pleasant Valley State Prison (PVSP) and Coalinga State 
Hospital (CSH).  Rate classes for fixed monthly rates are divided by Urban, Rural, and CDC.   
Fixed monthly costs are proportional to meter size following meter equivalency ratios from AWWA 
Manual M1. 

Urban customers are in the centrally populated area of Coalinga, which is approximately 98 
percent of all the accounts.  Rural customers are located outside of town.  Rural customers consist 
of the oil companies, a feed lot, and several homes.  Historically, from a cost-of-service standpoint, 
Rural customers have paid a lower volumetric rate, but a higher fixed monthly rate.  Rural 
customers do not have costs assigned for the local distribution system but are more burdensome 
because of the additional distances traveled for service calls and meter reading. 

PVSP and CSH pay the same volumetric rate as each other but pay different fixed monthly rates.  
Historically, the fixed rates have been set to the same proportion of the total monthly bill for each 
facility, approximately 25 percent of the total water cost.  Existing and proposed rates can be 
found in Attachment H. 

IX. Proposed Water Rates 

Proposed water rates simplify existing rates by making the Urban Residential and Urban 
Commercial volumetric rates the same.  This is proposed because the cost difference in the 
existing rates is already small, within six percent, and from a customer class standpoint, the range 
of commercial customers is very wide, from schools to churches to small retail stores.  Setting 
these the same is reasonable for a small water system and easier for customer billing purposes.  
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The combination of rate modifications in the first year is an overall revenue increase of 16 percent, 
consistent with revenue and expense projections.  Rate modifications in the first year vary based 
on output from the updated cost-of-service model.  Rate increases in the second through fifth year 
are applied evenly to all customers based on the percentage increases in the revenue and 
expense model (8%, 8%, 3%, and 3%).   

The cost of service model was revised to consolidate Urban Residential and Urban Commercial 
to simply Urban.  Revenue requirement input in the cost of service model is based on FYE 21 
projected expenses, projected average debt, including adequate excess revenue for debt service 
coverage.  The components of the cost of service model are provided in Attachment D.  The most 
significant difference in cost allocation between rate classes is that Distribution and Fire Protection 
costs are not assigned to Rural customers nor to the CDC facilities.  The first bar chart below 
shows a comparison of cost components across customer classes.  

 

The Revenue Requirement Allocation table in Attachment D shows revenues at present rates 
from each customer class compared to revenues needed from an updated cost allocation.  The 
total increase needed, if all done at once, is 27 percent; however, the revenue model is set to 
phase in the increases over several years.  Accordingly, the initial rate increases for each 
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customer class are reduced proportionally such that the total increase in the first year is 16 
percent, consistent with the revenue model. 

The bar chart below shows the present average revenue from each customer class compared to 
the updated cost of service revenue.  Urban customers pay slightly higher than the average cost 
due to added costs associated with the distribution system. 
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X. WASTEWATER (SEWER) RATE STUDY 

XI. Sewer System Capital Projects 

Capital improvement needs for the sewer system are minimal compared to the water system.  
Planned projects at the wastewater treatment plant are security upgrades such as improved 
fencing and the installation of cameras, and automated dissolved oxygen sensors.  The purpose 
of the improvements is to enable the plant to operate more automatically requiring less employee 
time.  The combined cost of the projects will be less than $500,000 and will not require bond 
funding. 

XII. Sewer Refinance 

The sewer portion of the Series 2012 bonds will be refinanced with the water portion.  Savings to 
the sewer enterprise from the refinance is estimated at $60,000 per year.  The refinance of the 
sewer bonds will also include the return of approximately $700,000 in Series 2012 project funds 
that are not needed.  Planned sewer projects can be completed with available sewer enterprise 
cash, which is approximately $3 million.  The existing and proposed sewer debt service is shown 
in Attachment F. 

XIII. Sewer Revenue, Expense, and Fund Balance 

Detail of sewer revenues and expenses can be found in Attachment E.  Sewer revenue over the 
years has been constant because most customers are billed a monthly fixed cost.  However, in 
FYE 18 and FYE 19, the sewer fund received a total of almost $1 million in additional revenue 
from impact fees associated with new housing developments.  

Sewer expenses over the years have increased only gradually.  Through FYE 19 the fund has 
been healthy, most recently because of the contributions from impact fees.  However, FYE 20 
shows Excess Cash After Debt Service to be negative, which is caused by the absence of impact 
fees.  Considering that impact fees are intended for capital improvements for system expansion 
to meet new load, impact fees are therefore removed from the rate setting process.  The result is 
that a significant increase in revenue is needed to cover costs and to meet debt service coverage 
requirements, even with the reduction in debt service payments from the bond refinance.  The 
initial proposed increase in revenue is 37 percent, followed by three percent increases to follow 
inflation. 
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XIV. Existing Sewer Rates 

The existing sewer rates were put into place by Resolution in 19991, and have been constant 
since 2005.  Thus, sewer rates have been in place for 15 years without an increase.  All single-
family and multi-family customers pay a fixed monthly cost of $15.68 per dwelling unit.  This 
accounts for 77 percent of the overall revenue as shown in the pie chart below.  Commercial 
customers pay a minimum fee of $15.68 per month and may pay more based on metered potable 
water volume multiplied by the volumetric sewer rate.  Most commercial customers are on the 
higher volumetric rate of $2.59 per thousand gallons metered.  This rate is for customers with 
separate landscape meters.  A small percentage, approximately one percent, are on the lower 
rate of $2.32 per thousand gallons, intended for customers without separate landscape meters.  
West Hills College and Coalinga-Huron schools have a rate set defined for “educational 
institutions” in the 1999 Resolution.  The language in the resolution explains a procedure to set 
their rates based on wintertime usage as a baseline indicator of wastewater discharge. 

 

  

 

1 Resolution No. 2720, dated June 24, 1999.  Rates were reset each year based on a Consumer Price 
Index until July 1, 2005 when the rates at that time were held constant moving forward. 
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XV. Proposed Sewer Rates 

The combination of sewer rates must be increased by an overall average of 37 percent to achieve 
the revenue increase needed to cover increased expenses, including refinanced debt service 
coverage.  Based on cost of service calculations, the increase in the fixed monthly cost to 
residential and non-residential customers is proposed higher at 40 percent to compensate for a 
recalculation of charges for the education sector.  Specifically, the rate for Coalinga-Huron 
schools is recalculated to be 25 percent lower. This shift, illustrated in the charts below, provides 
better equity between customer classes. 

The volumetric charge for non-residential customers has been recalculated based on the FYE 21 
revenue requirement per thousand gallons metered into the wastewater plant.  This calculation is 
shown in the sewer rate model in Attachment G.  The average requirement is $4.86 per thousand 
gallons, which becomes the new non-residential volumetric rate.  This is an 88 percent increase 
from the existing volumetric rate of $2.59 per thousand gallons. 

In the proposed rates, all commercial customers are combined into one rate class, instead of 
separating based on possession of a landscape meter.  A review of existing commercial 
customers shows that some customers without landscape meters pay disproportionately high 
monthly amounts in the summer, even on the lower rate, because landscape water use is 
significant compared to inside use.  Considering that the proposed volumetric rate is almost twice 
the existing rate, the cost impact could be severe to commercial customers with significant 
landscape, but without dedicated landscape meters.  To help these customers, the City should 
proactively contact them to facilitate installation of landscape meters to moderate their sewer bills. 

For educational institutions, specifically West Hills College and Coalinga-Huron schools, the 
monthly sewer bill amount is proposed to continue to be based on winter baseline usage; 
however, simplified to be based on the monthly average for December through March each year. 

For many sewer systems, non-residential customer rates are based partially on the concentration 
of discharge based on the type of business.  For example, discharge from a restaurant is more 
concentrated because of disposed food than discharge from an office building.  This approach is 
not taken in this study because of the added administrative burden to implement more complex 
rates.  The next rate study may implement rates based on discharge, leveraging from the progress 
made in this study. 
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XVI. Conclusion:  Effect on a Median Residential Customer 

Increased operating costs necessitate the need for water and sewer rate increases, even with the 
benefit of refinanced debt.  For the water enterprise, the increases are significant because of the 
need for capital improvement work, especially the cost to rebuild the Derrick water tank.  The bar 
chart below shows the impact on a median residential customer over the five-year planning 
period.  Debt service payments associated with the new bonds is stepped up gradually over the 
first two years to soften the rate impact on customers.  The increases for the last three years are 
to cover inflation only. 
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XVII. ATTACHMENTS 

A. Water System Capital Improvement Projects 

 

Water Plant and Transmission Projects
TTHM Project Construction Cost $1,000,000
Wash Water Tank repair $200,000
Moss Screens (2) $200,000
Pumps (See detail) $400,000
Rehab basins 1 and 2 (walls, clarifier sweep arms) $700,000
Chlorine Room Safety Provisions $70,000
Replace filter valve actuators (6) $180,000
Updated Operations and Maintenance Manual $80,000
Recycle and Sludge Drying Bed Pumps $150,000
Air Scour for filter beds $200,000
Repairs to Palmer Avenue (50% of 2,000 ft) $120,000
Replace air vacs on transmission line $100,000
Contingency $400,000
Subtotal $3,800,000

Derrick Tank Rebuild
New Valve upstream of Derrick $50,000
Derrick Tank Bypass Repair $50,000
Derrick Storage Tank Rebuild $2,500,000
Subtotal $2,600,000

Distribution System
Replace distribution lines $600,000

Total Water Projects for Bond Finance $7,000,000

Oil King and NW Reservoirs, pipelines, and pumps* $1,000,000
SCADA Phase Two (Remote Sites) $1,500,000
* To be seperately allocated to oil companies

 Major Repair and Capital Project Preliminary Planning:  Pay-Go

City of Coalinga Water Enterprise
 Major Repair and Capital Project Preliminary Planning:  Bond Finance
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B. Water Historical and Projected Bond Debt Service 
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C. Water Revenue, Expense, and Fund Balance Table (Historical and Projected) 
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D. Water Cost of Service Allocation Model 

  

Cost Component ($/yr) Total Urban Rural PVSP/CSH

Commodity $3,287,155 $2,337,797 $323,157 $626,200

Capacity 1,111,923 846,464 127,721 137,738

Transmission 511,521 334,783 60,161 116,577

Distribution 721,521 721,521 0 0

Fire Protection 60,000 60,000 0 0

Billing & Customer Services 154,000 126,938 10,926 16,136

Total Revenue Requirement 5,846,120 4,427,503 521,965 896,652

Revenues at Present Rates 4,608,000 3,505,000 392,000 711,000

Balance/(Deficency) of Funds (1,238,120) (922,503) (129,965) (185,652)

Treated Water Sales (TG) 1,150,100 817,900 113,100 219,100
Cost of Service ($/TG) 5.08 5.41 4.62 4.09

Present Revenue ($/TG) 4.01 4.29 3.47 3.25
Change (%) 27% 26% 33% 26%

16%
60% 16% 16% 20% 16%

Total Urban Rural PVSP/CSH
Commodity $2.86 $2.86 $2.86 $2.86
Capacity 0.97 1.03 1.13 0.63
Transmission 0.44 0.41 0.53 0.53
Distribution 0.63 0.88 0.00 0.00
Fire Protection 0.05 0.07 0.00 0.00
Billing & Customer Services 0.13 0.16 0.10 0.07
Total $5.08 $5.41 $4.62 $4.09

$5.08 $5.08 $5.08

Coalinga Water Enterprise Revenue Requirement Allocation Table

Summary Statistics

Cost of Service Detail by Customer Sector in $/TG
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D. Water Cost of Service Allocation Model (Cont.) 
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D. Water Cost of Service Allocation Model (Cont.) 
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D. Water Cost of Service Allocation Model (Cont.) 
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D. Water Cost of Service Allocation Model (Cont.) 
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E. Sewer Revenue and Expense Table (Historical and Projected) 
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F. Sewer Historical and Projected Bond Debt Service 
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G. Sewer Existing and Proposed Rates and Revenue 
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H. Proposition 218-Compliant Rate Increase Notice with Water and Sewer Rate Tables 
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Proposition 218 Notice (Cont.) 
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