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============================================================================== 

Recommended Action: Consider and approve Water System rates and charges to become effective Jan-

uary 1, 2026, and direct staff to prepare Prop. 218 notice to be mailed to all Wa-

ter System customers/property owners no later than October 3 for the Prop. 218 

public hearing on November 18. 

============================================================================== 

At the Board meeting on August 19, staff was instructed to bring to the Board at its September meeting a pro-

posal for changes to the Water System’s rates and charges, to become effective on January 1, 2026, 

Staff was guided in developing its recommendations by American Water Works Association’s M1 Manual of 
Water Supply Practices, entitled “Principles of Water Rates, Fees, and Charges” (7th ed.). This is the industry 

standard manual for applying generally accepted cost-based principles and methodologies in establishing rates, 

charges, and fees. The AWWA’s M1 approach is based on the following three categories of technical analysis: 

• Revenue requirement analysis 

• Cost-of-service analysis 

• Rate-design analysis 

Revenue requirement analysis. Because ours is a government-owned utility, we establish our revenue re-

quirement on what the industry (AWWA) characterizes as the cash-needs approach (as opposed to the utility-
basis approach, which is typically used by investor-owned utilities). The cash-needs analysis determines the 

revenues required to meet our annual cash expenditures, which consist of operations and maintenance ex-

penses, debt service payments, contributions to specified reserves, and capital improvements funded directly 
from revenues; depreciation and interfund-transfer revenues are not included. Our revenue requirement anal-

ysis for the projected rates change is included among the attachments. 

Cost-of-service analysis. The purpose of this analysis is to equitably distribute the revenue requirements be-

tween the various classes of customer services. We have a highly homogeneous customer base, with 96.5% 

of our customers being classified as single-family residential services. Additionally, almost all the 18 ser-
vices (3.5%) that are classified (principally as a matter of zoning) as non-residential are residential-equiva-

lent in terms of their water usage; indeed, only two customers (0.39%) typically use water on what could 

normally be considered as a commercial-demand basis (and in both cases at the very low end of a typical 
overnight accommodations business). Finally, only 11 customer meters (2.1%) are larger than a standard res-

idential-size meter (which is either a 5/8x3/4-inch or a 1-inch meter). The largest customer meter in our sys-

tem is a 2-inch meter (at the Inverness School). With this degree of uniformity amongst our customer base, it 

is sufficient to conclude that we service only a single class of customers, as evidenced further by the fact that 
we do not have variable fixed charges based on meter size. Thus, there are no bases on which to conduct a 

detailed cost-of-service analysis. 

Rate-design analysis. This analysis determines how to recover the appropriate level of costs from each cus-

tomer class of service. As with the cost-of-service analysis, this analysis is not applicable in the case of a 

system, such as ours, that services only a single class of users. In other words, our expenditures broken down 
by cost components for maintaining annual usage, peak demand, customer metering and billing, and direct 

fire protection can reasonably be allocated equally among the customers, with customer-by-customer varia-

tions being accounted for by the charge based on usage. 



 

– 2 – 

 

Staff’s recommendations for a schedule of rates and charges to become effective on January 1, 2026, are 
shown at the bottom of the attachment entitled, “Revenue Requirement Analysis.” The following are principal 

assumptions underlying the development of the rates that are being proposed. 

1. The rate-setting process should be consistent with industry standard practices, as defined in the M1 
Manual of Water Supply Practices, entitled “Principles of Water Rates, Fees, and Charges,” published 

by American Water Works Association.   

2. To the extent feasible, customer revenue should cover normal operating expenses. 

3. Interfund transfers should not be used to fund operations or projects that benefit only water system 

customers (and are of no benefit to residents/property owners who are not on the water system). 

4. Water System projects that may be of benefit to non-customer parcels include improvements to the 

Collection, Storage, Distribution, and Fire Protection systems. 

5. Projects that do not benefit non-customer parcels include the Treatment system and facilities on the 

customer side of a parcel’s connection to a distribution main. 

One structural change included in the recommendations is to shift the existing Usage Tier 1a (which sets the 

rate for units 1-4 at $0.00) into Tier 1b, thus combining them into a single Tier 1 – i.e., the lowest usage rate 

would be applied to units 1-12 in each bimonthly billing period. The attachment entitled, “Analysis of Combin-
ing Tiers 1a and 1b,” shows the revenue impact of this recommendation had it been in effect during 2024/25 

(i.e., the increase in revenue would have been $30,341). 

By way of background, the District’s last general increase in water rates was in 2021, and was based on data 

projections from 2020. The attachment entitled, “Inflation Trends, 2021-2025,” provides specific examples of 

the magnitude of cost increases that the IPUD has faced over the intervening five years since the 2021 rates 

were adopted. 

Conclusion. The attached “Revenue Requirement Analysis” demonstrates that an across-the-board increase in 

water rates and charges of 20.2% is required to satisfy the assumptions listed above. Other fees and charges that 

would also be subject to the 20.2% increase are also listed in the attachment. The amendments to Regulation 
301 that will implement the proposed increases in water rates will also include a renewal of the authorization to 

adjust rates and charges annually to reflect the change in the Consumer Price Index (for the maximum permissi-

ble period of five years). 

 

  


