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Bad and the-Ugly




- The “Good”




U.S. Drought Monitor Setenoei, #'2

Intensity: Orought impact Types.
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Reporting “rising demand”
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Report Warns of Rising Water Demand

By ROBERT P. WALZER

A report on global water resources released
Monday said that governments must address

booming water demand or face grave human,

envir al and ec ic ¢ es.

adf

“Water needs to rise up the totem pole of
political discourse,” said Giulio Boecaletti of
MeKinsey, the consulting firm that wrote the
report, during a press conference. “We need
to stop flying blind in making decisions
about water without a map on the table.”

The report, Charting Qur Water Future, says
that that in 20 years, water demand will be
40 percent higher than it is today, and more
than 50 percent higher in the most rapidly

“Water needs to rise up the totem pole
of poltical discourse,” the authors of a
new study say.
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Reporting the Global Water Crisis
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Water Demand-Supply Gap Rising At Alarming Rate,

Report Shows

WEDNESDAY, 02 DECEMBER 2008 01:18

By Andrea Hart
Circle of Blue

Global water demand will grow at an accelerated
rate — from 4,500 billion meters cubed to 6,900
billion cubed — by 2030 increasing the water gap.

Ifwater consumption continues without reform or
regulation over the next 20 years, 40 percent of
global demand will not be met, accordingta a
McKinsey & Co. report released last week. More
than ene billion people already don't have access to
Raw sewage flows beneath an elevated pipsfime toward their  Clean water.

Vangize fiver i Chongaing, China. Acesrding 6 he
Mickinsey report, 21 perent of China's surfsce water resources
are unit for sgrcultore

The report warns that governments must act now to
avoid severe health and economic consequences

“There is a looming water crisis where scarcity will increase — basically the demand is outstripping supply,”
said Lars Thunell, CEO of the Intemational Finance Corgoration, which, along with other organizations
affiliated with the 2030 Water Resources Group, helped author the report.

Formed in 2008, the 2030 Water Resources Group is comprised of the IFC and an exended business
consortium, which includes Coca-Cola Co. and the Switzerland-based Nestle SA - all of which endorsed
and signed the repart. Representatives from the 2030 group held a conference last week announcing the
report
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The “Good”

We are responding to shortages with documented
demand reductions.

New plumbing fixtures and appliances are using less.
Consumers are using less.
We are reducing drought and climate change impacts.

The savings are helping to defer the need for new
capacity infrastructure.

The savings also mean savings of energy and green
house gas emissions.



The “Bad”
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California trends
I

California Economy, Population, and Water Use
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California trends
I

Exhibit ES-E
Historical Total Water Demand in LADWP's Service Area
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Woater usage in U.S. cities
I

- Seattle, Wash. =B Louiswville, Ky.

4B Philadelphia, Pa. - Las Vegas, Nev.

= Cincinnati, Ohio - Calgary, Alta., Canada
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Sowrce: Coomes, P., T. Rockaway, J. Rivard, and B. Kernstein. North American Water Usage
Trends Since 1992, @2070 Water Rescarch Foundation. Reprinted with parmission.




A significant success story
-~
01 But we don't like it.

1 Lowered demand means reduced revenue for the
water utility.

1 Reduced revenue can mean uncollected fixed costs.

Short-run Long-run capacity costs
variable costs W . sypoply

+ Water » Transmission

* Energy * Storage
* Chemicals * Treatment




The “Bad”

The extent of this reduced demand is actually
catching utilities by surprise.

Second problem: water costs are rising faster
than for other utilities like energy, telephone,
and cable.

The “bundling” of municipal services into “the
water bill’ makes the rise in the customer bill
even worse.



Long-term trends in consumer prices (CP) for utilities (1983=100)
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Exhikit 1. Long-termtrends in the Consurmer Frice Index (CPD for utilities (1913-2011).
Theindex iz setto 100 for 1352-1384 except for telephone and wireless services, where the index is setto 100 for 1337,

£ Beecher, Institute of Public LEilties, MSL [2012] [2]
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Exhibit 4. Trends inthe difference between the awerall Pl and the CPI for dilities (1375-2011].
Theindex is setto 100 for 19821984 except for internet and wireless services, where the index is set to 100 for 1937
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Revenue Loss!




When not in drought

Water utilities complain about not selling enough
water to meet fixed costs.

Massive revenue losses ($240 million at one
California utility last year).

Yet consumers expect the water bill to go down not
up when supplies are available.

The costs avoided by the utility from conservation get
forgotten in the drive to sell excess capacity.



Residential water sales (NAWC)
I

Annual residential gallons sold per residential customer (NAWC)

with five-year moving average
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What causes revenue loss?e

Reduced demand from efficient fixture replacement
under the plumbing and appliance codes.

Reduced demand from active conservation programs.

Reduced demand from the recession: industrial shift
layoffs, home foreclosures.

Reduced peak demand because of wet weather.
Increased costs to maintain/renovate infrastructure.
Continving Inflation.

Rise in fixed costs.



- The “Ugly”

Water rates rise, consumers get angry!



The Anomaly

Water is still a bargain for the consumer in the US

A 30% rate “hike” often no more than a $10 per
month increase in the average customer bill.

The same angry consumer is willing to pay
thousands of times more for it in a plastic bottle.

This perception is our fault — US water managers
crave to be the “silent provider”.



Woater Pricing
I

1 We are still designing water

rates as we did 50 years s

ago. Primer

for the Great Lakes Region

December 2010

0 It is time to examine newer
methods (e.g. budget-based
rates, cell phone rates).

1 Much work going on right
now on this issue.




- The “Ugly”

Water efficiency programs get cut.



Conservation means a rate increase
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Larkfield water rates increase
by Matthew Hall
Times Editor

matthew@sonomawest.com

Published: Wednesday, January 28, 2011 2:39 PM PST

Mark West residents are facing another round of rate increases for water service due to a proposal by their water provider to
raise rates by 43 percent over the next three years.

California American Water, the company responsible for providing water service to the Larkfield area, has proposed
increasing rates by 37 percent in 2012, 1.9 percent in 2013 and 4.2 percent in 2014.

Evan Jacobs, Manager of External Affairs for the company said the bulk of the increase is needed to help offset declining
revenues caused by customer conservation.

"Unfortunately, we have a very high ration of fixed costs to variables,” he said. "When revenue goes down, we need to
increase revenue to meet those fixed costs.”

According to California American’s application, about 44 percent of the 2012 increase would be used to offset reduced water
sales. Additional costs include maintenance of the water system. "We have $2.3 million slated to refurbish all of our wells,
clean and refurbish equipment, as well as making treatment plant improvements.”

According to calculations by the Sonoma County Water Agency, from whom California American purchases some of its water
supply, the average Larkfield customer would see their monthly bill increase from $68.56 to $99.4 by 2014. Larkfield
customers would pay 191 percent more than Windsor customers and 102 percent more than Santa Rosa residents.

Jacobs said comparisons to neighboring water districts was misleading because the Larkfield area didn't have access to the
same revenue sources as a municipality. He said municipalities could charge developers additional fees to help subsidize the
cost of water service while private companies could only recoup costs through rates. He said the small size of the Larkfield
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Woater Efficiency Disincentives

When revenues are down, active conservation
programs get cut in desperation to close the gap.

Even despite demonstrated long term benefits of
avoided infrastructure.

Short term anxiety over revenue loss is a key
driver & water efficiency programs are usually cut.

When water rates rise, consumers rebel,
particularly in wet years.

Most water rates set by publicly-elected officials.



- The “Ugly”

Elected water officials are nervous.



The goal of water pricing
I

To shape demand To ensure a social
(system load) safety net

To reflect costs, improve
efficiency, and promote
sustainability

To Internalize To provide sufficient and
externalities stable cash flow




The goal of the elected official

Primary goal: Getting re-elected.
The water board often their first elected position.

There is an overriding desire to please the public and
thus garner future voting loyalty.

Raising rates is clearly politically unpopular; an
elected official who doesn’t care about political
popularity is a short-term elected official.

“Water will get you elected and water will get you fired.”

Even rate increases for inflation are getting rejected.



The “Ugly” Recap

We are experiencing deep unexpected
revenue losses where utilities don’t sell enough
water to meet fixed and variable costs.

Woater rates rise and consumers get angry!

Woater efficiency programs thus get cut and
water conservation is no longer encouraged.

Elected officials don’t vote the rate increases
that are needed.



- How do we fix this¢



Better demand forecasting

A forecast of the level of future water demand
A forecast of the shape of future water demand

A quantification of the uncertainty surrounding future
water demand

A quantification of the response of water demand to
changes in rates

An accounting of the water savings achieved by
demand-side management

An estimate of the potential water savings achievable
through demand-side management
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Utility Revenue Requirement and Rate Impacts
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Steps to address the revenue shortfall

Rate adjustments

Improved cost forecasting
Improved demand forecasting
Weather normalization
Cost-adjustment mechanisms
Cost indexed rates
Demand-repression adjustment
Revenue-stable rate design

Property-based fire-protection charge



Steps to address the revenue shortfall

Three-part tariff (customer, capacity, commodity)
Straight fixed-variable pricing

Woater-budget rates

Rate stabilization fund

Public-benefit surcharge

Lost-revenue adjustment or statistical recoupling
Revenue cap, assurance or decoupling

Earnings adjustment mechanism
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@3 Alhance for Water Ethiciency

www.adwe.org

(773) 360-5100

A VOICE AND
A PLATFORM
PROMOTING THE
EFFICIENT AND

SUSTAINABLE

USE OF WATER
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