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Discussion on the 2009 Utility Rates

BACKGROUND
On November 17, 2008, the City Council adopted the 2009 Utility Rates. With this action, the Council
adopted a new rate structure that was designed to achieve two newly-established outcomes. They included:
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Providing long-term financial sustainability for the City’s water, sewer, and stormwater operations
Encouraging water conservation in conjunction with the goals and strategies outlined in the City’s
Imagine Roseville 2025 initiative, as well as a new State Law.
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Since adopting the new rates, the City has expectedly received a number of inquiries on the impact of the
new rates, and whether the conservation measures will achieve the desired outcome. Copies of these
inquries are attached. The remainder of this report addresses these inquiries.
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Desired Outcome #1 – Ensuring Financial Sustainability
The 2010-2019 Financial Plan identifies a funding gap of over $18 million over the next 10 years for the
planned replacement of City water and sewer infrastructure. Simply put, the ‘base fee’ portion of the City’s
rate structure has proven to be inadequate in funding this need. It is an accepted practice to structure the
base fee in such a manner that can account for fixed costs such as capital replacements. It is also widely
accepted that similar customers, such as single-family households, be charged the same base fee because
the cost of providing infrastructure to the home is relatively the same.
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Historically however, and for reasons that aren’t entirely known, the City’s base fee was set at a level that
was insufficient in generating enough revenue to maintain and replace the infrastructure. The difference
had to be made up with the revenue derived from ‘usage fees’. However, this practice creates inequities in
how the City’s infrastructure is funded. Because infrastructure funding is now tied to usage, those that
consume a lot of water are paying a greater share for the infrastructure than those that consume relatively
little.
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In other words, an implicit (hidden) subsidy was in place. In effect, 4-person households were subsidizing
the costs for 2-person households. Under this scenario, if higher volume households began reducing water
consumption, funding for infrastructure replacement would be diminished and the financing gap noted
above would increase.
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To remedy this financial uncertainty and disparity, the City adjusted its base fee to ensure that it had the
necessary funds to replace the infrastructure when needed. And because the cost of providing water and
sewer service to each home is relatively the same, the base fee was applied equally to all homes - as it was
done in the past. Having transparency and equity was considered an important factor in ensuring that
households realized true savings as they adjusted their consumption behavior. With this action the City was
able to reduce the usage rate which now reflects only the direct cost of actually pumping water to the home.
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Desired Outcome #2 – Encourage Water Conservation
As noted above, the 2009 Rate Structure was designed to encourage water conservation in such a way that
would not only reflect the goals and strategies outlined in the Imagine Roseville 2025 initiative, but also to
adhere to a new state law that required water service providers to encourage water conservation.
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It should be noted that the 2009 conservation-based rates are designed primarily to address excessive water
usage. It is not unusual to see a 4 or 5 person household use 20-30,000 gallons per quarter for general use
such as personal hygiene or cooking (as evidenced by the household’s winter usage). In recognition of this,
the 2009 rate structure was designed to encourage conservation without unduly penalizing households for
basic water use.
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The new law did not mandate how each service provider should structure their rates, but it did offer
examples that are commonly in use, such as using increasing block rates and seasonal rates. The new rate
structure adopted by the Council employs both of those measures.
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In analyzing customer usage behaviors, it was evident that Roseville residents were already consuming less
water than residents in many other communities. This was presumably due to the fact that relatively few
residential properties in Roseville have irrigation systems, which is in contrast to some 2nd and 3rd ring
suburbs. It could also stem from having a relatively smaller population per household.
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Because many Roseville residents have already implemented water conservation measures, it is conceivable
that the new conservation-based rate structure may produce a relatively small amount of water reduction in
Roseville. At this time, we cannot determine the effectiveness of the changes. We would need to observe
consumption behavior over a longer period of time, perhaps 2 years or longer. Even then, it will be
problematic in pinpointing the effectiveness of the change. For example, it will be difficult to ascertain
whether a particular household curbed its summer usage because it was making a conscious effort to
conserve water used for irrigation purposes, or because we simply had more rain.
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2009 Rate Structure
The 2009 rate structure for households with comparisons to 2008 is as follows:
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Water Base Rate – per quarter
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Category
Residential
Residential – Sr. Rate

2008 Base
Rate
$ 13.00
7.90

2009 Base
Rate
$ 27.75
18.00
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Water Usage Rate
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Category
Residential; Up to 30,000 gals./qtr
Residential; Over 30,000 gals./qtr – winter rate
Residential; Over 30,000 gals./qtr – summer rate

2008 Usage
Rate
$ 2.35
2.35
2.35

2009 Usage
Rate
$ 1.85
2.00
2.10
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Sanitary Sewer Base Rate
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Category
Residential
Residential – Sr. Rate

2008 Base
Rate
$ 13.35
8.30

2009 Base
Rate
$ 23.35
14.55
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Sanitary Sewer Usage Rate
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Category
Residential

2008 Usage
Rate
$ 1.55

2009 Usage
Rate
$ 1.20
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The 2009 rate structure employs two significant changes; a tiered or increasing block, water rate, and a
summer usage rate. The tiered water rate is designed to encourage households to take year-round measures
such as; installing water-saving devices, and taking shorter showers. Having a higher summer usage rate
should encourage households to reduce the water used for irrigation purposes.
POLICY OBJECTIVE
An annual review of the City’s utility rate structure is consistent with governmental best practices to ensure
that each utility operation is financially sound. In addition, moving to a conservation-based rate structure is
consistent with the goals and strategies identified in the Imagine Roseville 2025 initiative, and complies
with new state laws.
FINANCIAL IMPACTS
The impacts from the 2009 rate structure will vary significantly depending on each households water usage.
Attachment B presents 4 different scenarios based on varying usage. For lower-volume users, the
percentage increase is higher than for moderate or high volume users. The reason for this is because of the
elimination of the implicit subsidy that was in place under the old rate structure. Eliminating this subsidy
(inequity) was mentioned above and is explained in greater detail in Attachment A, which is an article that
was recently posted on the City’s website and was delivered to individual homes via their utility bill.
STAFF RECOMMENDATION
Not applicable.
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REQUESTED COUNCIL ACTION
Not applicable. For information purposes only
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Prepared by:
Attachments:

Chris Miller, Finance Director
A: Supplemental Explanation of Rate Changes
B: 2009 Rate Structure Financial Impact Scenarios
C: Minnesota DNR Pamphlet on Conservation Rates (by request of Councilmember Ihlan)
D: Correspondence from Senator Marty’s Office
E: Correspondence from Councilmember Roe
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Council Member Roe:
Attachment A: Roe 2/25/09 email “More on Conservation Rate Proposal” with two charts
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Council Member Ihlan:
Attachment A: Ihlan 3/04/09 memo “Water Billing Structure and How to Achieve Conservation Rates”
B: 11/17/08 RCA “Adopting the 2009 Utility Rate Adjustment”
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Attachment A

Attachment B.

Attachment C

Attachment D.

Attachment E.

----- Forwarded Message ----From: "dan roe" <dan.roe@comcast.net>
To: "bill malinen" <bill.malinen@ci.roseville.mn.us>
Sent: Tuesday, February 24, 2009 5:49:32 PM GMT -06:00 US/Canada
Central
Subject: Water rate structure

Bill,
As I reflected on Senator Marty's letter and attachment, as well as my
thoughts on the issue, a couple of conclusions came to mind:
First, I think we should, as a policy matter, target more than only 1015% of residential water users for higher rates under our rate
structure. We should target all of the above-average users with the
increased rates. Then, over time we should, as the average continues
to (hopefully) decrease with usage, look at decreasing the break point
in our rate structure.
Second, I think it IS unfair that a small number of high users actually
pay less in total in 2009 under the new rate structure than in 2008
(for the same usage). That is because we are trying to collect more $$
overall to cover predicted infrastructure costs, and all should
participate in that.
Finally, in order to achieve the 2 objectives above, the math tells me
that we should look at a break-point of 20,000 gallons/quarter rather
than 30,000. (Closer to the average of 22,000.) We should also, on
the basis of having all users pay at least about 5% more in order to be
fair, change the upper tier winter rate from $2.00/1000 gallons to
$2.40. The summer rate can still be a 10% premium on that rate, or
$2.65/1000 gallons.
As I run a couple of examples on this basis, the total amount paid by
users in 2009 versus 2008 goes up for all users. The 2008-2009 change
is the same for below-average users as it is under our adopted rates,
but for those users over average they will still see an increase over
2008, rather than the current situation where their cost per quarter
actually goes down. The table below is strictly winter rates.
Usage/qtr:
Total Cost
5000gal
50% incr)
10000gal
incr)
15000gal
incr)
20000gal
8% incr)
25000gal
7% incr)
30000gal
6% incr)

2009 Current Total Cost
2008 Total Cost
$37 ($12.25 or 50% incr)
$24.75
$46.25 ($9.75 or 27% incr)
$36.50
$55.50 ($7.25 or 15% incr)
$48.25
$64.75 ($4.75 or 8% incr)
$60.00
$74.00 ($2.25 or 3% incr)
$71.75
$83.25 ($0.50 or 0% incr)
$83.50

My 2009 Proposed

$37

($12.25 or

$46.25 ($9.75 or 27%
$55.50 ($7.25 or 15%
$64.75 ($4.75 or
$76.75 ($5.00 or
$88.75 ($5.25 or

35000gal
incr)
40000gal
incr)
45000gal
incr)
50000gal
incr)
55000gal
incr)

$93.25
$95.25
$103.25
$107.00
$113.25
$118.75
$123.25
$130.50
$133.25
$142.25

($2.00 or 2% DEC)

$100.75 ($5.50 or 6%

($3.75 or 4% DEC)

$112.75 ($5.75 or 5%

($5.50 or 5% DEC)

$124.75 ($6.00 or 5%

($7.25 or 6% DEC)

$136.75 ($6.25 or 5%

($9.00 or 6% DEC)

$148.75 ($6.50 or 5%

Granted, if only 10%-15% of users use more than 30,000 gallons per
quarter, only a relative few would be impacted by my suggested change.
However, out of fairness, they SHOULD have an increase, rather than a
decrease, between 2009 and 2008.
Also, as we move into future years, I would like to have more analysis
of applying a conservation rate structure to non-residential users,
since they should have incentives to conserve water as well. (Besides
the summer premium.)
Lastly, I would appreciate a staff analysis of how the language in the
statute dealing with multi-family housing rates is met by our
structure, or might have to be adjusted. I don't know whether our
multi-family buildings use single large meters that fall under nonresidential rates, or if there are small meters for each unit, based on
our terminology in the rate structure of "residential" versus "nonresidential." If they have large meters, do the equivalent block rates
work out in conformance with statute?
Please include this suggestion with the information that we consider at
our March 9th discussion of the conservation water rates. (Including
any staff analysis.) If the table in this email comes out garbled, let
me know and I can send a PDF or something.

Thanks,

Dan Roe
Roseville City Councilmember
Phone 651-487-9654
Email dan.roe@comcast.net

Council Member Roe
Attachment A.

Council Member Ihlan
Attachment A.

MEMORANDUM
TO:

MEMBERS OF THE ROSEVILLE CITY COUNCIL

FROM:

AMY IHLAN

SUBJECT:

WATER BILLING STRUCTURE AND HOW TO ACHIEVE
CONSERVATION RATES

DATE:

MARCH 4, 2009

--------------------------------------------------------------------------------------------------------------------Based on the DNR’s guidelines and the suggestions from Senator John Marty, I would like
to have council discussion and direct staff to formulate amendments to the city’s water
billing structure to comply with state law requiring a billing structure “that encourages
conservation.” To create a conservation rate structure that meets state law requirements, we
need to consider the following amendments to our new utility billing rates:
1. Create additional usage tiers or “blocks” with greater cost increases between blocks.
The DNR Conservation Rate guidelines state that:
The increase in cost between each block should be significant enough (25% or
more and 50% between the last two steps) to encourage conservation.
Roseville’s residential billing rates include only two usage “blocks”, and the increase
in cost between them is less than 10%, not significant enough to encourage
conservation by the DNR’s standards. We should consider creating more usage
blocks with significant cost increases between them, so that residents who conserve
water and stay within the lower usage tiers will be rewarded by paying significantly
less than residents who don’t. For example, we could look at rate structures that
create additional usage blocks under 30,000 gallons, with the highest rate for usage of
more than 30,000 gallons (and increasing by at least 50% over the next highest rate).
2. There are no usage blocks for commercial properties. We should also create a tiered
usage block rate structure for commercial properties that meets DNR guidelines. If
there is a large disparity in water use among business, the tiers should reflect the
range of usage so that small users pay significantly less than large users do.
It’s questionable whether a higher summer rate will be any kind of meaningful
incentive to conserve for commercial property owners. Is there any evidence that
commercial water usage tends to increase in the summer by the same percentage that
residential use increases?
3. We might also want to review the base rates in light of the DNR’s statement that:

Rate structures often include a service charge (base rate) and a volume based
charge. Service charges may cover fixed costs (capital improvements) and the
volume charge is often for operation and maintenance costs.
Given that we are more than doubling base rates, we should make sure that we are raising
them no more than necessary to cover capital costs. Maintenance and operating costs can
properly by funded by the volume/usage rates.
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Council Member Ihlan
Attachment B.

