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FIXED VS. VARIABLE … COST VS. REVENUES 

 For Agencies this disconnect means a STRUCTURAL DEFICIT… 
 
 
 
 
 
 
 
 
 
 
 
 
 

 And the more we conserve, the more DEFICIT we create 
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 Build a cushion (“gouge” customers in early years?) 
 

 Run with the deficit and/or draw down reserves 
 

 Go back to the consumers frequently with a Rate 
Increase or a Decoupling Settlement with higher rates 

 

DEALING WITH A STRUCTURAL DEFICIT 

NONE OF THESE OPTIONS MEET THE STANDARD OF PROVIDING 
REASONABLE AND STABLE WATER RATES FOR THE CONSUMER AND… 

ALL ARE POLITICAL DYNAMITE 
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AWWA COMMODITY DEMAND MODEL 
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IMPACT OF DEBT 
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CONVERTING COSTS TO CHARGES 
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RECOVERING FIXED COSTS 

 Most widely used method 
 Simple to understand 
 Each meter size further subdivided 

 Supports Fiscal Stability and 
Sustainability 

 Expands conservation message to 
“stewardship of collective asset” 

Pie represents total fixed charges Pie represents total fixed charges 
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  ANNUAL REALLOCATION OF FIXED COSTS  

Annual Reallocation means:  

2011/12 Estimated Estimated Estimated Estimated
Budgeted Expense Budget Fixed % Variable % Fixed $ Variable $
FUND 511 - Water Operations
1110-7252 Miscellaneous $351,260 60% 40% $211,000 $141,000
7520 Utility Resources Management $370,745 80% 20% $297,000 $74,000
7522 Water Production $2,869,635 50% 50% $1,435,000 $1,435,000
7523 Water Distribution $2,053,439 50% 50% $1,027,000 $1,027,000
7526 Cross-Connection Control $121,296 100% 0% $121,000 $0
7527 Fire Hydrant Maintenance $702,217 100% 0% $702,000 $0
7528 Water Conservation $0 50% 50% $0 $0
7529 New Services/Meter Install $16,906 100% 0% $17,000 $0
7531 North Davis Meadows $86,732 100% 0% $87,000 $0
7536 Water Support - City Facilities $45,395 100% 0% $45,000 $0
7565 Water Inter-Department Charges $234,119 100% 0% $234,000 $0
7602 - 8543 Miscellaneous $329,924 60% 40% $198,000 $132,000
8835 Debt Service $163,789 100% 0% $164,000 $0
9895 Transfer to Capital Replacement Fund 512 $2,767,268 80% 20% $2,214,000 $553,000
Total 10,112,725 $6,752,000 $3,362,000
Percentage Split 67% 33%

FUND 512 - Water Capital Replacement
7520 Utility Resources Management $70,000 80% 20% $56,000 $14,000
8110-8217 Capital Replacement Misc. $2,981,603 80% 20% $2,385,000 $596,000
8543 JPA Contribution $4,275,000 90% 10% $3,848,000 $428,000
8836 - 8840 Debt Service $1,042,154 100% 0% $1,042,000 $0
9895 Transfer from Fund 511 ($2,767,268) 80% 20% ($2,214,000) ($553,000)
Total $5,601,489 $5,117,000 $485,000
Percentage Split 91% 9%

FUND 513 - Water Capital Expansion
8110-8185 Capital Expansion $349,533 100% 0% $350,000 $0
8543-8552 JPA Contribution $0 100% 0% $0 $0
8836 Debt Service $302,416 100% 0% $302,000 $0
9895 Contribution transfer From ????? ($150,000) 100% 0% ($150,000) $0
8223-8225 Capital Expansion $1,015,000 100% 0% $1,015,000 $0
Total $1,516,949 $1,517,000 $0
Percentage Split 100% 0%

Total All Water Funds $17,231,163 $13,386,000 $3,847,000
Percentage Split 78% 22%
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   100% of each Fiscal Year’s Fixed Costs are covered  

   Water Conservers are rewarded for positive actions  
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 Very low risk of “Emergency” Rate Increases  
  or Decoupling Settlements. 
 

 Five year stable rate structure means a more reliable 
revenue stream that is desirable for bond funding.  
 

 More Revenue Bond funding rather then General 
Obligation Bond funding 
 

 Standard & Poor’s and Moody’s have assessed CBFR as 
positive impact on risk. 
 

 Bottom-line = Lower interest rates from bond funding 
 

FUNDING IMPACT 
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 It requires low-water-use customers to pay fixed costs for 
water they have the theoretical potential to use, but do 
not have the actual capacity to use. 
 

 It gives those customers who use a larger “share” of the 
water infrastructure (based on meter size) an incentive to 
do so.   
 

 Thrifty and extravagant water users pay the same fixed 
fee, but derive entirely different benefits from the system.  
 

 The thrifty user’s f ixed fees cover some of the fixed costs 
the wasteful user imparts on the system, in effect 
subsidizing the water waster. 

ARGUABLY, SETTING FIXED FEES BY METER SIZE 
FAILS PROPOSITION 218’S PROPORTIONALITY 

TEST  
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