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Water Rate Projection FY 2026

Proposal: 10% rate increase in FY 2026, approximately 511.40/month increase for residential customers
Drivers

* Revenue below cost due to the use of $25 million of reserves over the past 3 years

* Personnel Cost-of-Living-Adjustment, merit increases, and filled vacancies

* Drought-related water sales reductions in recent years

Compared with Preliminary Rates

* Keep overall water rate increase to 10% by deferring $S4.6 million of CIP from FY 2026 and $2.7 million of CIP from
FY 2028 to beyond the 5-year forecast period, based on SFPUC’s latest rate projection

» Deferring capital work increases costs (construction inflation, maintenance & emergency repairs)

Fiscal Year 2026 2027 2028 2029 2030

SFPUC Commodity Rate Projection (as of Feb '25) 2% 1% 1% 5% 8%
Distribution Rate Projection 17% 16% 15% 12% 11%
Overall Rate Projection 10% 10% 10% 10% 10%
Preliminary Overall Rate Projection (Dec "24) 14% 14% 10% 9% 9%
FY 2025 Plan Overall Rate Projection (prior year) 9% 9% 9% 9% -

Alternative: Seek to issue debt for major CIP tank replacements but maintain 10% rate increase for FY 2026,
but reduces overall rate increases to 7% in FY 2029 and FY 2030
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Water Single-Family Residential Bill Comparisons ($/month)
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FY 2026 Rate Increase Drivers

e Last year, a 9% overall rate increase was

20%
forecasted compared to the currently
recommended 10% overall rate increase
* To maintain a 10% overall rate increase, the 15% {_ Water Supply $0.6 million
following costs management strategies are
d . . [ Operating Expenses $4.8 million
assumead: 10% $ 2.2 million Labor (more filled positions, cost of living adjustment,
* Use of $S4 million from reserves o e Replacement
HIR 1 $0.7 million Allocated Charges (e.g. labor, IT)
¢ Deferral Of S18 m|”|0n CIP replacement 5% $ 0.6 million 0&M, Customer Service, Resource Management (nodabor)
$ 0.4 million Transfer (AMI cost repayment)
$ 0.2 million Rent
L_ -$0.3 million Debt Service (one bond fully repaid)
0%
{ Capital -$1.8 million
-5%
Calculation Notes:
* Rate increases based on projected FY 2026 revenues 109

apportioned by 4-year average of actual costs

. _ 0 .
* Rate increases apply to sales revenue; Revenue includes some Total 10% rate increase

non-rate revenue.
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Water Cost and Revenue Projections
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Water Operations Reserve Projections
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Communication and Outreach

Key Messages | ;
e Reasons for rate increases and benefits to customers wa\ﬁa::rs:::
* Competitive rates to other utilities and neighboring cities 3
o . 4 Keep Bill
 What the City is doing to keep costs down Costs Low
* City programs and services to help customers keep utility bill costs low o el e

and availabl€ rebates at
cityofpaloalto.org/efficiencytips

Outreach Strategies ‘
* Public Meetings: UAC, Finance, City Council - T B ™ your warer

e Digital Communication: website, social media, , 1 l USE DATA,
. . . 1M  RIGHT DOWN
email newsletters, City blog, videos LIS S eawd  TO THE HOUR.
* Direct Mail: utility bill inserts, Proposition 218 notice, ETx =g
SFPUC rates postcard

TRACK AND TAKE CONTROL OF

* Local Media Engagement: articles, interviews YOUR WATER USAGE WITH WATERSMART,

A FREE ONLINE WATER MANAGEMENT TOOL.

; Samples of utility bill inserts about

water efficiency programs
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Recommendation

The Utilities Advisory Commission and Staff Recommends the Finance
Committee Recommend that the City Council Adopt a Resolution:

e Approving a Fiscal Year 2025 Reserve Transfer
* Approving the Fiscal Year 2026 Water Utility Financial Forecast including
Reserve Transfers; and
 Amending Rate Schedules (Attachment B) effective July 1, 2025:
 W-1 (General Residential Water Service)
 W-2 (Water Service from Fire Hydrants)
 W-3 (Fire Service Connections)
e W-4 (Residential Master-Metered and General Non-Residential
Water Service)
 W-7 (Non-Residential Irrigation Water Service)
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