Staff Report

TO: Board of Directors
FROM: Jennifer Hanson, General Manager
DATE.: March 11, 2026

SUBJECT: Water Rates, 2026 to 2030

ADMINISTRATION

RECOMMENDATION:

By motion, direct staff, Legal Counsel, and consultant to finalize the 2026 Treated
and Irrigation Water Rate Cost of Service Study (draft attached) as the basis for
proposing multi-year rate increases for the District's water services and direct staff
to prepare and mail, as required by law, a notice of public hearing on the proposed
water rate increases (draft attached), with a public hearing to be held on
May 27, 2026.

BACKGROUND:

The District funds operations and the construction of capital projects, primarily from
revenue received from rates charged to treated and irrigation water customers,
property taxes, power sales, and recreation fees. The District, from time to time,
increases water rates to reflect increased costs associated with planned capital
projects, general cost escalation, increased regulations, and repair and
maintenance of aging infrastructure. In 2025, district staff began preparing an
analysis to present to the Board for consideration of a water rate increase. The last
time the District increased water rates was on January 1, 2021.

Article XIIID, section 6 of the California Constitution, added by the voters with the
passage of Proposition 218 in 1996, contains the primary requirements that must be
met whenever a property-related fee is imposed or increased. Fees for water
services are specifically included in its requirements.

Rate Model Process: The District initiated the rate-setting process in 2025. Below
is a summary of each step in the process:



e Project Initiation: Project initiation tasks included consultant selection (Bartle
Wells), data collection (customer class data, water usage, historical water
operational and capital expenditures, historical water rate revenue, reserve
levels, debt obligations, historical hydropower revenue, and operational and
capital expenditures), future projections (expenditures, revenue, and water
usage), and current and future debt service obligations.

e Customer Analysis: The District has two primary customer classes, treated
and irrigation. There are approximately 19,613 treated-water customers and
5,456 irrigation-water customers. Each customer class was analyzed to
determine water use by month, season, year, and service size. This
information was utilized to complete future revenue projections.

e Cost Allocation: A cost allocation was completed that consisted of a process
to distribute the water enterprise's total revenue requirements among
customer classes based on the cost of serving them, ensuring proportionality
and compliance with Proposition 218.

e Rate Design: The total revenue requirements for each customer class were
then used to develop rates for that class. Specifically, customer classes
include treated water customers by meter size for inside district and outside
district, and irrigation water customers by service size for inside district and
outside district.

Two different rates were calculated based on a low capital improvement program
(CIP) and a high CIP. The low CIP included lower capital expenditures and fewer
projects than the high CIP. The low CIP represents repair or replacement of items
at the end of their lifecycle, and is generally based on repairing infrastructure as it
breaks. In contrast, the high CIP includes the projects on the low CIP, plus projects
that systematically repair and preventively maintain the District’s infrastructure.

Legal Requirements: Proposition 218 has various substantive and procedural
requirements. Procedurally, the District must provide written notice to customers
subject to the proposed rate increase, wait a minimum of 45 days, and then conduct
a public hearing to receive customer feedback and written protests. If valid written
protests are received by a majority of customers subject to the proposed rate
increase, then a “majority protest” exists and the District is not allowed to proceed
with the rate increase.

Substantively, Proposition 218 requires that revenues only be used for the purpose
for which the fee was imposed (i.e., water service), the rate cannot exceed the
proportional cost of service attributable to each parcel, and the fee may not be
imposed for general governmental services like police or fire services. (Cal. Const.



Art. XIIID, 8 6, subd. (b)(1)-(5).) Proposition 218’s substantive requirements are met
through the development of the 2026 Cost of Service Study.

The District has two customer classes: treated and irrigation. Treated customers pay
for their proportionate share of the cost of raw water facilities that are utilized to
deliver raw water for treatment and all water treatment-related costs. Irrigation
customers pay for their proportionate share of raw water delivery facilities and no
treated water costs. The proposed water rate, Cost of Service Analysis, and financial
plan are designed to be consistent with these legal requirements (see attached).

Once rates are developed that comply with Proposition 218 and the Board directs
staff to proceed with the formal process, the District must mail a notice detailing the
proposed rate increases and the opportunity to protest and/or object to all property
owners/customers, and allow protests to be filed. A minimum 45-day waiting period
is required before the Board can conduct a hearing to formally consider the proposed
rate increase. The Board directed staff to use a new, optional procedure known as
a requirement to exhaust administrative remedies allowed pursuant to AB 2257
(2024). Any person receiving the Notice who may wish to challenge the legal validity
of the proposed rates, if adopted, must complete and timely submit a written
objection. The District has prepared a written objection form that customers can use
to explain the legal basis for their belief that rates are inconsistent with Proposition
218. The Notice provides details on how to obtain, complete, and submit a written
objection. It is expected that the written objection deadline will be the close of
business on May 11, 2026. This gives the District the ability to review and respond
to each objection, including by clarifying or making other changes to the proposed
rates in advance of potential adoption on May 27, 2026. AB 2257 reduces the risk
of litigation by allowing the District to resolve legal issues early.

On May 27, 2026, the Board will likely have two Proposition 218-related agenda
items. First, if written objections are received, the Board will be presented with a
resolution containing the written objections and the District’'s response to each
objection. Second, the Board will hold a public hearing to receive comments and
any final written protests, which may be submitted up until the close of the public
hearing. At the close of the public hearing, written protests will be publicly counted
to determine if there is a majority protest. If there is no majority protest, the Board
may consider adopting the rates, which would take effect on July 1, 2026.

Currently, treated water customers are billed monthly, and if approved, the first
billing cycle reflecting the increased rates would be during the July billing cycle.
Irrigation water customers are billed annually and must currently pay in full or in
three installments, with the initial payment due on April 1st. To address implementing
a new rate structure during the middle of the annual billing cycle, one bill under the
current rate structure will be issued for the time period April 15, 2026 to June 30,
2026, and then a second bill will be issue for the time period July 1, 2026 to April 14,

2027, reflecting the new rates if approved by the Board.
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Public Workshops: On February 11, 2026, the Board held a workshop on the
proposed water rate scenarios for 2026 to 2030. The rate model presented includes
two scenarios: a high-capital improvement program and a low-capital improvement
program. Both scenarios would result in higher water rates for treated- and irrigation
-water customers. At the workshop, the board instructed staff to bring back two
additional escalation scenarios to reflect potential higher inflation rates and to
provide greater detail regarding the projects included in the high and low capital
project scenarios.

On February 24, 2026, the Board conducted a second workshop on the proposed
rate increases. At the workshop, two additional projected inflation scenarios of five
and six percent annually were presented, and details were provided for the projects
included in the high capital scenario versus the low capital scenario. At this
workshop, the Board directed staff to bring back a rate scenario that includes a four
percent escalation on all costs and the high capital project implementation program.

FINANCIAL PROJECTIONS:

The proposed rate increases are primarily driven by two factors: continued
escalation of operational costs and capital project needs. The District has
experienced a continued escalation in operational costs due to a variety of factors,
including increases in labor costs, insurance, utilities, fuel, and tariffs on goods. As
stated previously, the Board directed staff to apply the proposed four percent
escalation factor to all costs.

Capital Program: The proposed capital program (high capital) includes
approximately $139 million in capital expenditures. Below is a high-level summary
of the factors driving the cost of the capital replacement program:

e Systematic replacement of treated water pipeline that is estimated to cost
approximately $5.2 million per year ($26 million over the five-year rate
period).

e Scotts Flat Spillway Improvement project that is estimated to cost $55 million.
This project is required by the Division of Safety of Dams (DSOD).

e Raw water pipe and flume repair of approximately $4 million per year ($20
million over the five-year rate period).

e The cost of routine repair and replacement projects makes up the remaining
capital program cost.

Debt Service: The rate model also included revenue recovery associated with
annual debt service payments, which is approximately $4 million per year. Projected
debt needed to fund capital expenditures over the next year is approximately $8
million. It is anticipated that debt will be required to partially fund the Scotts Flat
Spillway Improvement Project, with a likely debt issuance of $30 to $40 million.
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Reserves: Reserves are also taken into account in the rate model. And are used to
smooth and offset rates. Currently, the 2026 Annual Budget has $45,644,794 in
water fund-related reserves. $21,394,794 as an operational reserve, covering Six
months of annual operational expenditures; $250,000 related to accrued leave
balances; $2,000,000 for capacity fees, and $22,000,000 for a capital replacement
reserve. This leaves projected unassigned fund balances of approximately
$10,000,000 (please note that $7.7 million of the unassigned fund balance can be
used only for new capacity projects, as it was collected from capacity fees). To lower
rates, reserves are being used to fund some capital expenditures each year. The
financial projections indicate that reserves will be lowered in 2026 and will start to
recover to higher levels starting in 2027. Future reserves will be impacted by the
actual amount of debt service issued and annual budgets. This decision is time-
based and takes into account debt service ratios, market returns, and interest paid
on debt issuance.

Rate Smoothing: Rate smoothing was used in the water rate model as a financial
tool to avoid large, abrupt rate fluctuations for customers by phasing in necessary
revenue increases over several years. The annual cost of total capital fluctuates
from a low of $11.7 million in 2030 to a high of $34.8 million in 2027. To smooth the
rates, the model predicts that a 12.5% annual increase in total rate revenue would
be needed for each of the five years in the rate period. Rate smoothing also helps
protect against variable costs and revenue tied to actual water use. In an
environment of fluctuating water demand (e.g., due to conservation), the rate model
balanced volumetric rates with fixed charges to ensure that smoothed rates still
generate enough revenue even if demand drops, resulting in revenue stability.

Hydropower Revenue: The District receives approximately $28.5 million in
hydropower revenue each year. Hydropower revenue funds all hydropower
operations, capital projects, and the infrastructure that moves water from the upper
division to the lower division for delivery. Without the hydropower subsidy, the rate
payers would be required to fund all the required operations and capital costs in the
upper division, and therefore, hydropower revenue is a significant benefit in the form
of a subsidy to the District's in-District rate payers. In the water rate model,
hydropower revenue and the associated funding of water delivery in the upper
division are calculated as a source water cost. This source water cost is charged to
outside district customers without the hydropower subsidy because, as non-owners
of the hydropower system, they do not receive the benefit of hydropower revenue.
This results in higher outside-district water rates than inside-district water rates.

Property Tax Revenue: The District receives approximately $17 million in annual
property tax revenue. In the water rate model, 70% of the property tax is allocated
to all rate payers, and 30% is allocated to raw water costs (please note that raw
water costs are paid by both treated and raw water customers). Whereas treated

water costs are not borne by raw water customers. Out-of-district customers do not
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receive any allocation of property tax revenue, and as such, outside customer rates
are higher than in-district rates.

TREATED WATER RATES:
The proposed treated water rates include the following adjustments:

e Modify volumetric rate structure from two tiers to one tier, a uniform rate.

e Only allocate property taxes to inside District customers.

¢ Included the source of supply cost in outside District rates.

e The $1.90 per month regulatory fee is rolled into the fixed charge.

e Approximately 44% of revenue is recovered in the fixed charge and 56% in
the volumetric charge.

The table below illustrates the monthly bill increase for a customer with a 5/8-inch
meter under three volumetric scenarios: 5, 10, and 20 hundred cubic feet (HCF). An
HCF on a water bill represents 100 cubic feet of water, which is equal to 748 gallons.
The rates shown are based on a 4% annual cost escalation and the high-CIP
scenario.

Bill Impacts

Billed Existing Proposed
Volume Monthly Bill  Monthly Bill Change ($) Change (%)

Treated Inside 5/8" Meter

HCF

5.00 43.33 48.74 5.41 12.5%
10.00 58.98 64.79 5.81 9.9%
20.00 90.28 96.89 6.61 7.3%

As illustrated in the table, the increase in monthly costs in year one of the proposed
rate period depends on the volume of water used and ranges from $5.41 to $6.61
per month, based on water use from five HCF to twenty HCF.

IRRIGATION WATER RATES:

The proposed irrigation rates include the following changes in rate structure:

e Property taxes are only allocated to inside District customers
e Source of supply costs are included in outside District rates.



The proposed rates for customers receiving irrigation water service include:

e A seasonal, fixed service charge per customer.
e A seasonal, volumetric rate per miner’s inch.

The table below illustrates the proposed irrigation rates:

July 1, Jan1l, Jan 1, Jan 1, Jan 1,
Raw Water Rates Effective: 2026 2027 2028 2029 2030
Existing  Proposed  Proposed  Proposed  Proposed  Proposed
Fixed Service Charges ($ per Irrigation Season)
In-District
Summer 570.99 660.60 743.18 836.08 940.59 1,058.16
Winter 713.73 807.14 908.03 1,021.53 1,149.22 1,292.87
Annual 1,284.72 1,467.74 1,651.21 1,857.61 2,089.81 2,351.04
Out-District
Summer 713.73 1,151.87 1,295.85 1,457.83 1,640.06 1,845.07
Winter 890.74 1,298.41 1,460.71 1,643.30 1,848.71 2,079.80
Volumetric Rates ($ per Miners Inch)
In-District
Summer 336.48 393.50 442.69 498.03 560.28 630.32
Winter 420.61 478.78 538.63 605.96 681.71 766.92
Annual 757.09 872.28 981.32 1,103.99 1,241.99 1,397.24
Out-District
Summer 420.61 1,560.03 1,755.03 1,974.41 2,221.21 2,498.86
Winter 524.91 1,639.73 1,844.70 2,075.29 2,334.70 2,626.54

As noted above, an in-district customer purchasing one miner's inch of summer
water would experience an annual increase in bill of $146.63 (or $24.44 per month
during the six-month season). The table below provides a breakdown of current
active accounts:

Raw Water Customer Counts

20to 125 50to 125
OtolInch 0Oto5Inch Inch Inch
Total 2,604 4,022 90 21
Percentage of Total
Customers 56.91% 87.89% 1.97% 0.46%

*Based on Current Actual Accounts, Does Not Include Inactive Accounts



Energy Pumping Costs: There are two service areas that are charged a pumping
surcharge to recover electrical utility costs associated with pumping irrigation water,
the Magnolia #3 Pump System and the Edgewood Pump System. The pumping
charges are calculated in the model using historical utility bills, with a 4% annual
escalation factor. These charges are included in the Master Fee Schedule but are
also shown on the attached Proposition 218 notification.

Water Allotment Reduction: Current irrigation customers may modify their water
allotment at any time during the irrigation season to decrease it and offset potential
rate increases.

ALTERNATIVES: As an alternative, the Board could choose not to adopt the Cost
of Service Study, direct staff not to begin the formal Proposition 218 process by
mailing Notices, and direct staff to pursue a different rate change proposal. However,
due to existing structural deficits and the need for capital funding, staff does not
recommend this option.

ENVIRONMENTAL ANALYSIS: A utility rate is not subject to the provisions of the
California Environmental Quality Act (CEQA) because a rate study and/or increase
is not a project as defined in CEQA Guidelines section 15378, since it will not have
a direct or reasonably foreseeable indirect impact on the environment.

BUDGETARY IMPACT:
If approved, the proposed rates will increase annual average revenue by
approximately $4.4 million.

Attachments: (2)
e Cost of Service Study Report
e Proposition 218 Notice Draft
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March 5, 2026

Nevada Irrigation District
1036 West Main Street
Grass Valley, CA 95945

Re: 2026 Cost of Service Study

Bartle Wells Associates (BWA) is pleased to submit the attached 2026 Cost of Service Study for the Nevada
Irrigation District. The study develops long-term financial projections for the District’s water utility and
calculates new rates designed to equitably recover the costs of providing service. The recommended rates
are designed to meet the District’s funding needs, comply with legal requirements, and be equitable to the
District’s customers.

The proposed rates incorporate both overall rate revenue increases as well as some modifications to the rate
structures designed to improve rate equity and align rates with the current cost of providing service. Rate
increases are phased-in over five years to minimize the annual impact on customers.

We enjoyed working with the District on this project and appreciate the assistance and input received from
the District throughout the project. Final recommendations were developed with input from the District’s
project team, the District’s Board, and independent legal counsel. Please contact us anytime if you have
guestions about the recommendations in this report or other issues regarding utility rates and finances.

Sincerely,

BARTLE WELLS ASSOCIATES

5;'4 It —
Erik Helgeson, MBA
Principal/Vice-President
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1. Executive Summary

Background

The Nevada Irrigation District (NID or District) provides water service to over 25,000 homes, businesses,
and farms throughout a 450 square-mile service area that includes portions of Nevada, Placer, and Yuba
Counties. The District provides raw water, primarily for agricultural irrigation, and treated potable water
for domestic, commercial, municipal, and industrial needs. The District also produces hydroelectric
energy and provides recreational services at its reservoirs in the foothills of the Sierra Nevada. NID’s
water supply comes from natural runoff from over 70,000 acres of high mountain watershed in the Sierra
Nevada Mountains. NID owns and operates 10 major and 17 minor reservoirs, more than 470 miles of
canals, 6 water treatment plants, 13 water systems, and over 430 miles of treated water pipelines. NID’s
water system serves nearly 20,000 treated water customers and approximately 6,000 raw water
customers. The three major sources of revenue for the District are water sales, property taxes, and
hydroelectric power revenue.

In 2023, the District retained Bartle Wells Associates (BWA) to develop updated financial projections and
a cost of service study for the District. Final recommendations incorporate input from District staff. The
proposed rates are designed to fund the operating and capital needs of the District’s water system, while
proportionally and equitably recovering costs from all customers.

Financial Challenges

The District is facing a number of financial challenges that will require annual rate increases over the
next five years. These challenges include:

e Water System Maintenance and Improvements — The District takes a proactive approach to
maintaining its water system, which requires continuous repair and improvement projects.
Additionally, the District is required to complete several capital projects within the next five years
to comply with regulatory requirements. The largest of these is the Scotts Flats Spillway
Improvement Project, estimated to cost over $54 million. Accounting for construction cost
inflation, the District anticipates funding approximately $139 million of capital improvement
projects over the next 5 years, averaging $27.8 million per year. The proposed rates will allow
the District to fund capital expenditures through a combination of revenue from rates, reserves,
and debt issuance.

e Ongoing Cost Inflation — On top of rate increases needed for other purposes, annual rate
increases are needed to keep revenues aligned with inflation and prevent rates from falling below
the cost of providing service. Historically, inflation consistently hovered between 2% and 3%, but
in recent years it exceeded 25% for public works projects. Given the recent volatility in inflation,
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BWA designed the inflation projections to be slightly conservative, leaving the District in a strong
financial position while avoiding excessive rate increases.

Water Rate Recommendations

Updated District financial projections indicate the need for annual increases in water rate revenue over
the next five-year period. The proposed rates incorporate modifications to the District’s water rate
structure designed to align rates with the current cost of providing service. Due to these modifications,
impacts on customer water bills will vary based on customer class, water meter size, and water use when
the proposed rates are implemented. The remaining four years of the recommended rate increases are
applied on an across-the-board basis with the same percentage increase to all charges.

The proposed water rates share several similarities with the District’s existing rate structure but
incorporate structural modifications to better align rates with the current projected cost of service and
customer demand. Rate structure and customer class recommendations are described as follows:

= Remove the Monthly Regulatory Fee for Treated Water Customers: BWA reviewed the current

regulatory fee that is used to recover regulatory compliance costs and determined that it would be
more appropriate to incorporate these costs into the overall rate structure. Removing this separate
fee will simplify billing and reduce administrative burden.

= Establish Uniform Water Use Rates for Volumetric Charges for Treated Water Customers: Move from

two tiers to a single tier or uniform rate per hundred cubic feet of water use. This reflects the
District’s operating cost structure, which remains relatively flat despite changes in the usage volume.

The following tables show the proposed water rates, including the recommended rate structure changes,
based on the District’s financial projections and the cost of providing service.
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Tablel: Recommended Treated Water Rates

2025 2026 2027 2028 2029 2030
Treated Water Rates Existing Projected Projected Projected Projected Projected
Inside District Monthly Fixed Service Charges
5/8inch $29.33 $32.69 $36.78 S41.38 $46.55 $52.37
3/4inch 44.00 49.05 55.18 62.08 69.84 78.57
linch 73.34 81.74 91.96 103.46 116.39 130.94
1.5inch 146.67 163.49 183.93 206.92 232.79 261.89
2 inch 234.68 261.57 294.27 331.05 372.43 418.98
3inch 469.35 523.16 588.56 662.13 744.90 838.01
4inch 733.36 817.44 919.62 1,034.57 1,163.89 1,309.38
6inch 1,466.72 1,634.86 1,839.22 2,069.12 2,327.76 2,618.73
8inch 2,346.75 2,615.78 2,942.75 3,310.59 3,724.41 4,189.96
Outside District Monthly Fixed Service Charges
5/8inch 36.67 43.16 48.56 54.63 61.46 69.14
3/4inch 55.00 64.73 72.82 81.92 92.16 103.68
linch 91.67 107.89 121.38 136.55 153.62 172.82
1.5inch 183.34 215.76 242.73 273.07 307.20 345.60
2 inch 293.34 345.22 388.37 436.92 491.54 552.98
3inch 586.69 690.45 776.76 873.86 983.09 1,105.98
4inch 916.70 1,078.82 1,213.67 1,365.38 1,536.05 1,728.06
6inch 1,833.40 2,157.64 2,427.35 2,730.77 3,072.12 3,456.14
8inch 2,933.44 3,452.22 3,883.75 4,369.22 4,915.37 5,529.79
Additional Monthly Regulatory Fee
All Treated Customers 1.90 0.00 0.00 0.00 0.00 0.00
Inside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 2.42 3.21 3.61 4.06 4.57 5.14
Tier 2 (>5 HCF) 3.13 3.21 3.61 4.06 4.57 5.14
Outside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 3.03 4.26 4.79 5.39 6.06 6.82
Tier 2 (>5 HCF) 3.91 4.26 4.79 5.39 6.06 6.82
Volumetric Rates ($ per Acre Foot)
Inside Municipal 1,227.09 1,396.64 1,571.22 1,767.62 1,988.57 2,237.14
Outside Municipal 1,532.88 1,857.29 2,089.45 2,350.63 2,644.46 2,975.02
Page |9
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Table 2: Recommended Raw Water Rates

2025 2026 2027 2028 2029 2030
Raw Water Rates Existing Projected Projected Projected Projected Projected
Fixed Service Charges
In-District
Summer 570.99 660.60 743.18 836.08 940.59 1,058.16
Winter 713.73 807.14 908.03 1,021.53 1,149.22 1,292.87
Annual 1,284.72 1,467.74 1,651.21 1,857.61 2,089.81 2,351.04
Municipal 1,284.72 1,467.74 1,651.21 1,857.61 2,089.81 2,351.04
Out-District Raw Water
Summer 713.73 1,151.87 1,295.85 1,457.83 1,640.06 1,845.07
Winter 890.74 1,298.41 1,460.71 1,643.30 1,848.71 2,079.80
Volumetric Rates ($ per Miners Inch)
In-District
Summer 336.48 393.50 442.69 498.03 560.28 630.32
Winter 420.61 478.78 538.63 605.96 681.71 766.92
Annual 757.09 872.28 981.32 1,103.99 1,241.99 1,397.24
Out-District Raw Water
Summer 420.61 1,560.03 1,755.03 1,974.41 2,221.21 2,498.86
Winter 524.91 1,639.73 1,844.70 2,075.29 2,334.70 2,626.54
Volumetric Rates ($ per Acre Foot)
Inside Municipal 296.79 104.25 117.28 131.94 148.43 166.98
Outside Municipal 370.99 233.82 263.05 295.93 332.92 374.54

In future years, the District can re-evaluate its finances and revenue requirements and adjust rates as
needed based on updated projections. However, while the District always has the flexibility to
implement rate adjustments lower than those adopted pursuant to Proposition 218, future rates cannot
exceed the adopted increases without going through the Proposition 218 process again. Rates adopted

pursuant to Proposition 218 are essentially future rate caps.
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2. Background, Objectives, and Legal Requirements

Background

The Nevada Irrigation District (NID or District) provides water service to over 25,000 homes, businesses,
and farms throughout a 450 square-mile service area that includes portions of Nevada, Placer, and Yuba
Counties. The District provides raw water, primarily for agricultural irrigation, and treated potable water
for domestic, commercial, municipal, and industrial needs.

NID’s water supply comes from natural runoff from over 70,000 acres of high mountain watershed in
the Sierra Nevada Mountains. NID owns and operates 10 major and 17 minor reservoirs, more than 475
miles of canals, six water treatment plants, 13 water systems, and over 400 miles of treated water
pipelines. NID’s water system serves approximately 20,000 treated water customers and 6,000 raw
water customers.

The District also produces hydroelectric energy and provides recreational services at its reservoirs in the
foothills of the Sierra Nevada Mountains. NID is a leader among Northern California water agencies in
producing clean, hydroelectric energy. The District began producing power in 1966 and has seven power
plants that generate enough electricity to supply the equivalent of more than 60,000 homes. NID’s
hydroelectric division generates revenues that help defray the costs of operating NID’s water systems.
NID also operates recreational facilities and campgrounds and provides opportunities for boating and
other water sports at District reservoirs. The three major sources of revenue for the District are water
sales, property taxes, and electric power revenue.

Cost of Service Study Objectives
In 2025, NID retained Bartle Wells Associates (BWA) to assist the District with a comprehensive effort to
identify the cost of service for a) providing treated water vs. irrigation water service. The analysis is
based on current and historical data provided by the District. The findings presented in this report are
developed with substantial input from District staff and represent a comprehensive effort to identify
costs associated with providing treated and irrigation water service, including costs for ongoing
operations, wholesale water supply, debt service, and capital improvements needed to keep the
District’s aging infrastructure in safe and reliable operating condition. Key goals and objectives of this
study include developing water rates that:

e Recover the costs of providing service, including operating, capital, and debt funding needs;

e Are proportionate, fair, and equitable to all customers;

e Are easy to understand and implement;

e Comply with the substantive requirements of the California Constitution, Article 13D, Section 6

(which was adopted by the voters as Proposition 218 in 1996) and other applicable laws;
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e Support the long-term operational and financial stability of the District.

General Cost of Service Study Process
The general process used for this cost-of-service rate study is summarized in the following diagram.

Figure 1: Cost-of-Service Rate Study Process

DOO0ODOO

Project Long-
Initiation Demand Range Cost Rate Prop. 218
and Data Analysis Financial Allocation Design Process
Collection Plan

Key elements of the study include:

1)

2)

3)

4)

5)

6)

Project Initiation and Data Collection — Review financial policies; collect financial and other relevant
data; and review rate structures; and

Demand Analysis — Analyze past water demands and customer characteristics and forecast future
demands; and

Long Range Financial Plans - Develop financial projections to evaluate annual revenue requirements
from rates and the overall level of rate increases needed to fund the costs of providing service and
support long-term financial stability; and

Cost Allocation — Group the District’s costs in terms of the function they serve as a basis to
proportionally allocate the revenue requirement from rates; and

Cost of Service Rate Design - Develop rate structures that proportionately recover costs between
customer classes (i.e., residential and commercial), as well as from customers within their designated
customer class; and

Prop 218 Process — Ensure compliance with the substantive and procedural requirements of
Proposition 218.

Constitutional Requirements for Rates

The water rates proposed in this report are designed to comply with two key articles of the California
Constitution: Article 13D and Article 10, as explained below.
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Article 13D, Section 6

Proposition 218 was adopted by California voters in 1996 and added Articles 13C and 13D to the
California Constitution. Article 13D, Section 6 governs property-related charges, which the California
Supreme Court has ruled include rates imposed for water service. Article 13D, Section 6 establishes both
a) procedural requirements for imposing or increasing property-related charges, and b) substantive
requirements for those charges. Article 13D, section 6, prohibits a local agency from imposing a proposed
rate change if there is a majority written protest. Article 13D, section 6, also requires voter approval for
new or increased property-related charges but exempts rates for water, wastewater, and garbage
service from this secondary voting requirement if rates are adopted by the appropriate procedure,
without a majority protest, and meet the substantive requirements. This report substantiates water
rates to comply with the substantive requirements of Proposition 218.

The substantive requirements of Article 13D, Section 6 require property-related charges, such as the
District’s water rates, to meet the following conditions:
1) Revenues derived from the fee or charge shall not exceed the costs required to provide the
property-related service.
2) Revenues derived from the fee or charge shall not be used for any purpose other than that for
which the fee or charge was imposed.
3) The amount of a fee or charge imposed upon any parcel or person as an incident of property
ownership shall not exceed the proportional cost of the service attributable to the parcel.
4) No fee or charge may be imposed for a service unless that service is used by or immediately
available to the property in question.
5) No fee or charge may be imposed for general governmental services, such as police or fire
services, where the service is available to the public at large in substantially the same manner as
it is to property owners.

Statute of Limitations

Pursuant to California Government Code 53759, there is a 120-day statute of limitations for challenging
any new, increased, or extended fees. This statute of limitations applies to the water rates proposed in
this rate study and included in the Proposition 218 Notice.
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3. Water Demand and Customer Characteristics

Treated Water Demand

The District’s treated water demand grew at a steady pace from 2015 to 2021. In 2021, the District Board
declared a drought emergency, eventually imposing conservation measures to achieve a 20% reduction
in water use from all District customers. Statewide drought conditions continued in 2022. In 2023
precipitation was far above average due to atmospheric rivers.

Figure 2: Historical Water Demand

Nevada Irrigation District

10-Year Historical Treated
5,000,000

4,000,000 3,723,337 834239 3,721,086

3,487,314 3,502,437
3,344,023 3,403,790 3 311,548
3,101,872
2,954,679
3,000,000
2,000,000
1,000,000

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

The District experiences a seasonal demand pattern, with increased water use during the warmer
summer months. This is primarily due to landscape irrigation and the delivery of water to irrigation
customers, reaching two to three times the level of use during the lower-demand winter months.
Although the exact timing and magnitude of peak and minimum demands vary from year to year, these
higher seasonal demands require the District to maintain additional infrastructure capacity, including
larger storage facilities, pumps, and pipelines, as well as increased water supplies. The costs associated
with maintaining this additional capacity form the basis for the District’s seasonal irrigation water rates,
which vary depending on the level of water use.

The following chart shows the District’s current and projected annual water use by customer class.
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Table 3: Current and Projected Water Use by Customer Class

Water Account Type Usage Description 2024 2025
Actual Projected
In-District Raw

Summer Miners Inches 10,987.0 10,987.0
Winter Miners Inches 536.0 536.0
Annual Miners Inches 184.3 184.3
Municipal Acre Feet 1,462.1 1,462.1
Out-District Raw
Summer Miners Inches 276.0 276.0
Winter Miners Inches 4.0 4.0
Municipal Acre Feet 1,147.9 1,147.9
In-District Treated
Step 1 HCF 1,482,729.0 1,482,729.0
Step 2 HCF 2,160,150.0 2,160,150.0
Municipal HCF 10,304.0 10,304.0
Out-District Treated
Step 1 HCF 8,729.0 8,729.0
Step 2 HCF 7,697.0 7,697.0
Municipal HCF 51,477.2 51,477.2

Projected 2025 water demand is based on partial-year actual use in 2024 and continuing non-drought
conditions. Water demand projections are conservative to reflect statewide elevated awareness of
drought conditions and water-efficiency messaging and upgrades during the drought, which will result
in long-term water-use reductions within the District’s service area. The District is projecting demand
will stabilize around the historical three-year average, approximately 3.4 million HCF of annual water
use.

Customer Characteristics & Equivalent Capacity

Each connection to the District’s water system is considered one service. Some of the District's fixed
costs are reasonably recovered on a per-customer basis, while others are recovered based on the
capacity required to serve each customer. The size of a customer’s meter reflects the portion of the
water system’s capacity they require. A significant percentage of the costs of any water system is related
to its requirement to deliver water to any customer instantaneously at any time, up to the maximum
safe flow capacity of a customer’s meter. Simply put, as a customer’s water meter size increases, the
instantaneous demand it can place on the District’s water system increases.
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Fixed charges for each meter size are based on the capacity of a meter relative to the capacity of the
smallest meter size (e.g., a 5/8-inch meter) in the District’s system. In this study, the relative capacity of
a meter size, referred to as a meter equivalent ratio (MEU), is calculated by dividing the capacity of a
given meter size by the capacity of a 5/8-inch meter. The sum of all MEU’s reflects the total capacity of
the District.

The meter equivalent ratios used for all customer classes are proportional to the maximum safe flow of
a 5/8-inch meter, which is 20 gallons per minute (GPM). For example, a 1-inch meter with a maximum
safe flow of 50 GPM has a meter-equivalent ratio of 2.5 MEUs. Total meter equivalent units for each
meter size are derived by multiplying the meter equivalent ratio by the number of services at each meter
size.

The following table contains the counts of water services and the calculations of meter-equivalent units.
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Table 4: Water Services and Meter Equivalent Units

Meter

Seasonal Equivalent Meter Equivalent
Water Accounts Accounts Accounts Ratio Units (MEUS)

Seasonal
In-District Raw Water Accounts Accounts
Summer 4,536 4,536
Winter 590 590
Annual 237 474
Municipal 2 4

Seasonal
Out-District Raw Water Accounts Accounts
Summer 82 82
Winter 7 7
Municipal 2 4
In-District Treated Water Accounts Meter Equivalent Ratio Total MEUs
5/8” 14,898 1.0 14,898
3/4" 4,171 1.5 6,257
1” 209 2.5 523
1% 122 5.0 610
2" 50 8.0 400
3” 27 16.0 432
4" 10 25.0 250
6” 9 50.0 450
8” 1 80.0 80
Out-District Treated Water Accounts Meter Equivalent Ratio Total MEUs
5/8” 99 1.0 99
3/4" 13 1.5 20
1” 0 2.5 0
1% 1 5.0 5
2" 1 8.0 8
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4. Water Finances & Cash Flow Projections

Working closely with District staff, BWA developed long-term cash-flow projections to determine the
water utility’s annual revenue requirements and project required water rate revenue increases. The
financial projections incorporate the latest information available from the District’s budget, annual
reports, capital spending projections, and metered water demand data, as well as a number of
reasonable assumptions developed with input from the District.

Water Financial Overview

The water division relies on revenues from water rates to fund the costs of providing service. Water rate
revenues are projected to account for approximately 58% of total water revenues, with the remaining
revenues coming from property tax allocations, interest earnings, rents, and other miscellaneous
revenues. As such, water rates must be set at adequate levels to cover operating and maintenance costs,
pay for wholesale water purchases, and fund necessary capital improvements to keep the water system
in good operating condition.

Current and Historical Water Rates
The following table shows the history of the District’s treated water rates. Historical rates include the
following components:

e Fixed monthly service charges based on meter size and service area,

e Fixed monthly regulatory fees based on a fixed per customer portion, and

e Volumetric tiered water rates vary by service area.
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Table 5: Current and Historical Treated Water Rates

2021-
2018 2019 2020 Current
Treated Water Rates
Inside District Monthly Fixed Service Charges
5/8 inch $24.83 $26.25 $27.75 $29.33
3/4 inch 37.25 39.37 41.62 44.00
1inch 62.07 65.61 69.37 73.34
1.5 inch 124.15 131.23 138.74 146.67
2 inch 198.64 209.97 221.98 234.68
3inch 372.43 419.94 443 .96 469.35
4 inch 620.73 656.15 693.68 733.36
6 inch 1,241.45 1,312.30 1,387.36 1,466.72
8 inch 1,986.32 2,099.68 2,219.78 2,346.75
Outside District Monthly Fixed Service Charges
5/8 inch 31.03 32.81 34.68 36.67
3/4 inch 46.56 49.21 52.03 55.00
1linch 77.58 82.02 86.71 91.67
1.5 inch 155.18 164.04 173.42 183.34
2 inch 248.29 262.46 277.47 293.34
3inch 465.54 524.92 554.95 586.69
4 inch 775.91 820.19 867.10 916.70
6 inch 1,551.81 1,640.37 1,734.20 1,833.40
8inch 2,482.89 2,624.60 2,774.73 2,933.44
Additional Monthly Regulatory Fee
All Treated Customers 1.90 1.90 1.90
Inside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 2.05 2.17 2.29 2.42
Tier 2 (>5 HCF) 2.65 2.80 2.96 3.13
Outside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 2.56 2.71 2.86 3.03
Tier 2 (>5 HCF) 3.31 3.50 3.70 3.91
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The following table shows the history of the District’'s raw water rates. Historical rates include the
following components:

e Fixed monthly service charges based on meter size and service area, and
e Volumetric tiered water rates vary by service area.

Table 6: Current and Historical Raw Water Rates

2018 2019 2020 2021-Current

Raw Water Rates
Fixed Service Charges

Inside 510.87 540.09 570.99 570.99

Outside! 638.59 675.12 713.73 713.73
Volumetric Rates ($ per Miners Inch)

Inside 301.06 318.28 336.48 336.48

Outside! 376.32 397.85 420.61 420.61

1 Winter Seasonal Raw Rates = 125% of Summer Raw Rates, and outside winter users= 1.56% of
Inside Summer Raw Rates (i.e., 1.25 x 1.25).

Financial Plan Assumptions
Financial plan assumptions are based on input from District staff, historical escalations, and conservative

projections for future escalations to reasonably ensure that the rates adopted by the District will provide
sufficient revenues to meet the revenue requirements.

Revenue Assumptions

e Proposed rates are effective annually for the next five years, beginning July 1, 2026, which will
only represent a six-month rate increase, and then subsequent rate increases will be
implemented in January.

e The customer base is projected to remain static (minimal to no growth) because the District is
materially built out.

e Interest earnings are projected based on the annual beginning fund balance multiplied by the
projected interest rate. The interest rate projections are based on recent and anticipated interest
rates.

e Discretionary non-rate revenues, which materially support the water system, including property
taxes and transfers in from the District’s hydroelectric enterprise, will continue.

Expense Assumptions

e Operating and maintenance expenses are based on the District’s 2025 Budget adjusted for rate-
setting purposes with input from District staff.
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e Cost escalation is based on the recent and historical Consumer Price Index (CPI) and Engineering
News-Record Construction Cost Index (ENR). This report projects that during the rate period
covered by this study, the average annual inflation rate will be 4%.

e Debt service projections are based on outstanding debt schedules and any projected issuances
of new debt.

Key Drivers of Rate Increases

The District is facing a number of financial challenges that will drive the need for rate increases in
upcoming years. Key drivers of future rate increases are summarized below.

Capital Improvement Funding Needs

The District takes a proactive approach to maintaining its water system, which requires ongoing repair
and improvement projects. Accounting for construction cost inflation, the District anticipates funding
approximately $139 million of capital improvement projects over the next five years, averaging $27.8
million per year. With the proposed rate increases, the District will be able to fund all $139 million with
rate revenue, debt, and reserves. Capital projects and funding details are in Appendix B of this report.

Figure 3: Water Capital Improvements

Nevada Irrigation District
10 Water Capital Improvements ($ millions)
37.4 35.7
35 32.9 m Infrastructure -
Treated
30
Infrastructure - Raw
25
Infrastructure - Admin
20 19.0
15 14.3 Capital Engineering
10 - - m Capital Equipment
5 |
0 _
2026 2027 2028 2029 2030
Source: Nevada Irrigation District 2025 CIP; future S includes annual construction cost inflation.

Ongoing Cost Inflation

On top of rate increases needed for other purposes, annual rate increases are needed to keep revenues
aligned with inflation and prevent rates from falling below the cost of providing service. Inflation has
recently increased due to a variety of factors, including tariffs, rising labor and materials costs, and
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increased regulatory requirements. Given the recent volatility, BWA designed the inflation projections
to be slightly conservative, leaving the District in a strong financial position while avoiding excessive rate
increases.

Cash Flow Projections and Funding Sources that Subsidize Water Rates

Long-term cash-flow projections were developed based on assumptions and key drivers of future rate
increases described in the previous section. The projections were used to determine the water utility’s
annual revenue requirements and project required water rate revenue increases. The long-term cash-
flow projections incorporate the latest information available from the District’s budget, annual reports,
capital spending projections, and metered water demand data, as well as a number of reasonable
assumptions developed with input from the District. Detailed revenue, expense, and customer demand
projections are shown in Appendix B of this report.

As shown in the following table, the water division relies on substantial funding from multiple sources
other than water rates to pay for both operating and capital expenses. NID’s costs of providing water
service are supported by a number of funding sources other than water rates. These other funding
sources substantially reduce the funding requirements from NID’s water rates and allow NID to levy
water rates that are significantly below the cost of service. These other revenue sources include:

e Property Tax Revenues — NID receives property tax revenues that are used to fund the District’s
capital improvement programs and fund reserves for repairs and replacements. Property taxes
are projected to increase by 1% per year.

e Hydroelectric Revenue — The hydroelectric fund pays for certain source of supply operating costs
and some source of supply capital projects. Hydroelectric revenues also may be pledged to
support water debt issuance.

e Other Non-Rate Revenues — NID generates revenues from rents, interest earnings, connection
fees, and other miscellaneous fees and revenues that are used to help offset the funding
requirements from water rates.

e Grant Funding — Although grant funding is difficult to obtain, NID has previously been successful
in obtaining grant funding and actively pursues grant funding whenever applicable to the District.

The water division also receives a substantial indirect benefit from the hydroelectric division, which
funds the operation and maintenance of NID’s water supply reservoirs, costs that otherwise would need
to be borne by the water division. The hydroelectric division also helps cover NID’s administrative costs,
further reducing the water division’s funding requirements.

The overall rate revenue increases are designed to fund the District’s cost of providing service, maintain
roughly balanced budgets, maintain healthy debt service coverage, and meet long-term fund reserve
targets. The projections indicate the need for annual increases in water rates for the next five years. Due
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to proposed modifications to the rate structure and the updated cost-of-service analysis, the actual
impacts on customers’ water bills during the first year of the proposed rate increases will vary by
customer class and water use. The remaining four years of the recommended rate increases are applied
on an across-the-board basis with the same percentage increase to all charges.

The following table details the long-term cash-flow projections for the District.
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Table 7: Cash Flow Projections

Water Cashflow 2025 2026 2027 2028 2029 2030
Adj. Budget Projected Projected Projected Projected Projected
Rate Revenue Adjustment 12.5% 12.5% 12.5% 12.5% 12.5%
Interest Earnings Rate 2.5% 2.5% 2.0% 2.0% 2.0%
O&M Cost Escalation 4.0% 4.0% 4.0% 4.0% 4.0%
Property Tax Escalation 1.0% 1.0% 1.0% 1.0%
Beginning Fund Balance 49,354,000 42,600,000 35,855,000 37,018,000 38,077,000 37,388,000
Revenues
Rate Revenue
Current Rate Revenue 27,555,986 27,556,000 31,001,000 34,876,000 39,236,000 44,141,000
Rate Increase Revenue 0 3,444,500 3,875,125 4,359,500 4,904,500 5,517,625
Total Rate Revenue 27,556,000 31,001,000 34,876,000 39,236,000 44,141,000 49,659,000
Non-Rate Revenue
Charges and Fees 635,000 617,000 623,000 629,000 635,000 641,000
Miscellaneous 557,000 478,000 478,000 478,000 478,000 478,000
Property Tax 17,070,000 17,330,000 17,503,000 17,678,000 17,855,000 18,034,000
CFD and Rodeo Flat Debt Service 436,000 429,000 429,000 429,000 429,000 0
Interest 960,000 1,065,000 896,000 740,000 762,000 748,000
Transfer-In 219,000 219,000 219,000 219,000 219,000 219,000
Rents and Leases 347,000 118,000 118,000 118,000 118,000 118,000
Total Non-Rate Revenue 20,224,000 20,256,000 20,266,000 20,291,000 20,496,000 20,238,000
Total Revenues 47,780,000 51,257,000 55,142,000 59,527,000 64,637,000 69,897,000
Expenses
Operating Expenses
Internal Services 8,283,000 8,614,000 8,959,000 9,317,000 9,690,000 10,078,000
Engineering 2,761,000 2,871,000 2,986,000 3,105,000 3,229,000 3,358,000
Water Treatment 1,928,000 2,005,000 2,085,000 2,168,000 2,255,000 2,345,000
Water Distribution 1,195,000 1,243,000 1,293,000 1,345,000 1,399,000 1,455,000
Electrical Depart. 620,000 645,000 671,000 698,000 726,000 755,000
Water Resources 467,000 486,000 505,000 525,000 546,000 568,000
Water Purchase 1,650,000 1,716,000 1,785,000 1,856,000 1,930,000 2,007,000
Customer Service 609,000 633,000 658,000 684,000 711,000 739,000
Operations Staffing 11,131,000 11,576,000 12,039,000 12,521,000 13,022,000 13,543,000
Maintenance 12,625,000 13,130,000 13,655,000 14,201,000 14,769,000 15,360,000
Vegetation 1,423,000 1,480,000 1,539,000 1,601,000 1,665,000 1,732,000
Transfer to Fund 50 (WSupply) 0 441,000 458,000 477,000 496,000 516,000
Total Operating Expenses 42,692,000 44,840,000 46,633,000 48,498,000 50,438,000 52,456,000
Debt Service
Cement Hill Loan 611,000 611,000 611,000 611,000 611,000 82,000
Bonds - 2016A 2,237,000 2,232,000 2,233,000 2,235,000 2,232,000 2,230,000
Bonds - 2020A 1,116,000 1,125,000 1,122,000 1,117,000 1,120,000 1,121,000
New Debt Service 0 0 670,000 3,116,000 5,215,000 7,313,000
Total Debt Expenses 3,964,000 3,968,000 4,636,000 7,079,000 9,178,000 10,746,000
Capital
Cash Funded Capital 7,878,000 9,194,000 2,710,000 2,891,000 5,710,000 4,311,000
Total Capital Expenses 7,878,000 9,194,000 2,710,000 2,891,000 5,710,000 4,311,000
Total Expenses 54,534,000 58,002,000 53,979,000 58,468,000 65,326,000 67,513,000
Revenues Less Expenses (6,754,000) (6,745,000) 1,163,000 1,059,000 (689,000) 2,384,000
Ending Fund Balance 42,600,000 35,855,000 37,018,000 38,077,000 37,388,000 39,772,000
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The following figure shows the cash flow projections incorporating the assumptions described above.

Figure 4: Cash Flow Projections

Nevada Irrigation District
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5. Cost of Service Methodology

Article XIII D, Section 6 of the California Constitution (which was adopted by the voters in 1996 as a part
of Proposition 218) requires that the District adopt only rates that meet a number of substantive
requirements.

Specifically:

(2) Revenues derived from the water rates cannot exceed the funds required to provide water
service.

(2) Revenues derived from the water rates cannot be used for any purpose other than providing
water service.

(3) The amount of the water rates imposed upon any parcel or person as an incident of property
ownership cannot exceed the proportional cost of the service attributable to the parcel.

(4) Water rates may not be imposed unless the water service is used by, or immediately available to,
the owner of the property in question.

(5) Water rates cannot be used to fund general governmental services, such as police or fire services.

Each water customer is charged both a monthly fixed rate and a volumetric rate based on the quantity
of water delivered by the District to the customer. This reflects that (i) some system costs are based
entirely on the actual quantity of water consumed, (ii) other system costs are fixed from the point of
view of the District, but are a result of design decisions that were made to accommodate all users,
including high-demand users, and (iii) some costs, particularly the cost of administering the water
system, would be largely the same regardless of the volume of water use.

Water utilities have employed a wide range of approaches and perspectives for allocating and recovering
costs of service provision, often through a combination of fixed and variable charges. The percentage of
revenues derived from the fixed and variable charges should be proportional to each system’s
expenditures and must not exceed the cost of providing service.

Many of the District’s costs are fixed and do not vary with the level of service provided, such as
operational and staff costs, as well as costs for building and maintaining infrastructure. Some of these
costs are related to the number of customers, but most of the fixed costs are related to the total capacity
of the water system. Fixed costs related to system capacity can reasonably be apportioned by meter size
or by variable, usage-based rate recovery, in recognition that both units of measure reasonably reflect
customer usage, thereby driving the District to incur capacity-related costs. For example, a share of the
fixed cost of salaries related to water production can reasonably be recovered from usage-based
charges, as these costs are incurred to provide water supply to meet customer demand, or from a fixed
charge based on a customer’s meter size, which reflects the magnitude of water a customer can pull
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from the water system. Likewise, debt service payments may be fixed annual costs, but it is reasonable
to recover some of these costs from usage-based rates as the costs are incurred to fund infrastructure
that will improve the water delivery system.

While there is no single correct approach, BWA believes that costs should be allocated within a
reasonable range that reflects both a) underlying cost causation, to the extent such causation can
reasonably be determined or estimated, and b) the policy preferences of the agency in cases where a
range of reasonable approaches can be justified.

Cost of Service Analysis

This section describes the steps BWA took to determine the rate revenue requirement needed from each
customer class that is proportional to their cost of service. The proposed rates are developed based on
a detailed cost allocation that reflects the District’s costs of providing service based on analysis of
operations and input from District staff. Projected expenses are offset by non-rate revenues to identify
the portion of rate revenue needed. To ensure the rates derived for the next five years are proportional
to the cost of providing service, the expenses and non-rate revenues are based on the projected average
amounts for the next five years.

Cost Allocation Between Treated and Raw Water Service

The District provides both treated and Irrigation water service to customers. Water for both raw and
treated customers flows into the raw water system, which then conveys a portion of the water to the
treated water system.
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Figure 5: District Water Flow

Water Supply

Raw Water

Raw Water
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Treated Water
Customers

Customers receiving raw water services do not benefit from the treated water system, but all treated
water customers benefit from the raw water system. The first step taken to proportionately allocate
costs was to identify and allocate costs to the treated water system that was specific to that system.
District costs and non-rate revenues were allocated to the following categories:

e Treated — Items in this category are related only to the operations of the treated water system.

e Raw - Items in this category are related only to the operations of the raw water system.

e As All Other — Items in this category do not impact allocation because they are driven by the
overall activity of the utility.

The basis for the allocations are as follows:
e Capital-related items included engineering, capital, and new debt, which were allocated based
on the project portion of raw and treated costs in the District’s capital plan.
e Customer service costs were allocated based on the number of customers.
e Purchased water is used to provide water to municipal water customers, and the cost was
allocated based on the projected treated and raw municipal water demands.
e All other direct allocations were based on the results of analysis performed by the District.

The result of these allocations is that 69.2% of the District’s costs only benefit the treated water system,
while the remaining costs benefit the raw water system. The allocations are shown in the Table 9. The
next cost allocation step was to identify the portion of water in the raw water system that flows into the
treated water system. This amount of raw water system cost was then allocated to treated water
customers and is shown in Table 10.
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Table 8: Cost Allocation to Treated and Raw Water Systems

Allocation Category Total System
5-Year As All
Water Expenses Average Treated Raw Other Total
Addition/Use of Reserves (565,600) 100% 100%
Net Source of Supply Cost 477,600 100.0% 100%
Internal Services 9,331,600 100% 100%
Engineering 3,109,800 50.0% 50.0% 100%
Water Treatment 2,171,600 100.0% 0.0% 100%
Water Distribution 1,347,000 45.0% 55.0% 100%
Electrical Depart. 699,000 70.0% 30.0% 100%
Water Resources 526,000 0.0% 100.0% 100%
Water Purchase 1,858,800 84.2% 15.8% 100%
Customer Serv. 685,000 77.0% 23.0% 100%
Staffing 12,540,200 100% 100%
Maintenance 14,223,000 57.0% 43.0% 100%
Vegetation 1,603,400 7.0% 93.0% 100%
Capital 4,963,200 50.0% 50.0% 100%
Cement Hill Loan 505,200 100.0% 0.0% 100%
Bonds - 2016A 2,232,400 100.0% 0.0% 100%
Bonds - 2020A 1,121,000 50.0% 50.0% 100%
New Debt Service 3,262,800 50.0% 50.0% 100%
Total $60,092,000 $22,544,958 $16,240,842 n/a 538,785,800
5-Year As All
Water Non-Rate Revenue Average Treated Raw Other Total
Charges and Fees 629,000 100% 100%
Miscellaneous 478,000 100% 100%
Property Tax 17,680,000 30% 70% 100%
CFD and Rodeo Flat Debt Service 343,200 100% 100%
Interest 842,200 100% 100%
Capacity Charge Debt Transfer 219,000 100% 100%
Rents and Leases 118,000 100% 0% 100%
Total $19,202,400 $562,200 $5,422,000 n/a $5,984,200
5-Year As All
Cost Allocation Average Treated Raw Other Total
Expenses 60,092,000 $22,544,958 $16,240,842
Non-Rate Revenue 19,202,400 $562,200 $5,422,000
Cost Allocation Amount $40,889,600 $21,982,758 $10,818,842 n/a $32,801,600
Total Cost Allocation % 67.0% 33.0%
% of Total Raw Cost 6.7% 93.3%
Adjustment for Treated % of Raw Flow $725,799 -$725,799
Total Cost Allocation Amount $22,708,556 $10,093,044 $32,801,600
Total Cost Allocation % 69.2% 30.8%
2026 Rate Revenue (No Increase) 19,077,019 8,478,981 $27,556,000
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Allocation Category

All Raw Water

5-Year Average Treated Portion

Treated Portion

Water Expenses Expenses of Raw of Raw
Addition/Use of Reserves (186,535) 7.0% (13,117)
Net Source of Supply Cost 477,600 4.1% 19,372
Internal Services 3,077,562 7.0% 216,406
Engineering 1,554,900 7.0% 109,337
Water Treatment 0 7.0% 0
Water Distribution 740,850 7.0% 52,095
Electrical Depart. 209,700 7.0% 14,746
Water Resources 526,000 7.0% 36,987
Water Purchase 293,690 0.0% 0
Customer Serv. 157,550 7.0% 11,079
Staffing 4,135,758 7.0% 290,816
Maintenance 6,115,890 7.0% 430,054
Vegetation 1,491,162 7.0% 104,855
Capital 2,481,600 7.0% 174,500
Cement Hill Loan
Bonds - 2016A
Bonds - 2020A 560,500 7.0% 39,413
New Debt Service 1,631,400 7.0% 114,716

Total $23,267,627 $1,601,259

5-Year Average

5-Year Average

Non-Rate Treated Portion Non-Rate Raw
Water Non-Rate Revenue Revenue of Raw Revenue
Charges and Fees 207,444 7.0% 14,587
Miscellaneous 157,644 7.0% 11,085
Property Tax 9,385,605 7.1% 668,939
CFD and Rodeo Flat Debt Service 0 7.0% 0
Interest 277,758 7.0% 19,531
Capacity Charge Debt Transfer 0 7.0% 0
Rents and Leases 38,916 7.0% 2,737
Total $9,702,279 $691,206

5-Year Average Treated Portion

Treated Portion

Cost Allocation Net of Raw of Raw
Expenses 23,267,627 6.9% 1,601,259
Non-Rate Revenue 9,702,279 7.1% 691,206

Cost Allocation Amount $13,565,348 6.7% $910,052

Total Cost Allocation %

% of Total Raw Cost
Adjustment for Treated % of Raw Flow

Total Cost Allocation Amount

Total Cost Allocation %

2026 Rate Revenue (No Increase)

Table 9: Cost Allocation of Raw Water System Costs to Treated Water Customers
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Functional Allocation

There must be a cost-based nexus between the revenue requirement from the cash flow and the
proposed rates. The nexus is created by allocating the expenses and offsetting non-rate revenues to
functional components and then dividing each functional component’s revenue requirements by the
allocations units most reasonably related to each function. A functional component reflects a grouping
of the utility’s expenses whose magnitude is driven by the quantity of a specific unit-of-measure. For
example, costs allocated to the customer functional component are driven by the number of customers
served. The cost allocations to each functional allocation were based on input from District staff.

The raw water functional allocation is shown in Table 11. The functional components for raw water

cost allocation are:

e Customer - Fixed costs providing an equivalent benefit to each customer were allocated to this
functional component.

e Monthly (Fixed) - Fixed costs providing an equivalent benefit to each customer that remain
consistent throughout the year were allocated to this functional component.

e Volumetric - Costs related to system capacity and the volume of water sold were allocated to this
functional component.

e Monthly (Volumetric) - Costs related to system capacity and the volume of water sold that remain
consistent throughout the year were allocated to this functional component.

e Purchased Water — The cost of purchased water was allocated to this functional component.

e As All Other - Items in this category do not impact the allocation because they are driven by the
overall activity of the utility.

The treated water functional allocation is shown in Table 12. The functional components used for

treated water cost allocation are:

e Capacity- Fixed related to system capacity was allocated to this category.

e Volumetric - Costs related to system capacity and the volume of water sold were allocated to this
functional component.

e As All Other - Items in this category do not impact the allocation because they are driven by the
overall activity of the utility.
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The following table shows the total cost allocation for the District’s water utility for raw water customers.

Table 10: Cost Allocation by Raw Water Customers

Allocation Category Raw Water Customers
5-Year Average Purchased As All
Water Expenses Expenses Customer Monthly Volumetric Monthly Water Other
Fixed Fixed Variable Variable Variable
Addition/Use of Reserves (173,418) 100%
Net Source of Supply Cost 458,228 100% 0%
Internal Services 2,861,155 100% 0% 0%
Engineering 1,445,563 15% 85% 0%
Water Treatment
Water Distribution 688,755 0% 20% 80% 0%
Electrical Depart. 194,954 10% 90% 0%
Water Resources 489,013 30% 70% 0%
Water Purchase 293,690 0% 0% 0% 100%
Customer Serv. 146,471 95% 5% 0% 0%
Staffing 3,844,942 100%
Maintenance 5,685,836 47% 3% 47% 3%
Vegetation 1,386,307 33% 1% 65% 1%
Capital 2,307,100 15% 0% 85% 0%

Cement Hill Loan
Bonds - 2016A

Bonds - 2020A 521,087 0% 100% 0%
New Debt Service 1,516,684 15% 85% 0%
Total $21,666,368 $7,086,729 $329,513 $10,100,475 $184,438 $293,690 n/a

5-Year Average

Non-Rate Purchased As All
Water Non-Rate Revenue Revenue Customer Monthly Volumetric Monthly Water Other
Charges and Fees 192,857 100%
Miscellaneous 146,559 100%
Property Tax 8,716,666 100%
CFD and Rodeo Flat Debt Service 0 100%
Interest 258,226 100%
Capacity Charge Debt Transfer 0 100%
Rents and Leases 36,180 100%
Total $9,011,072 n/a
5-Year Average Purchased As All
Cost Allocation Net Customer Monthly Volumetric Monthly Water Other
Expenses 21,666,368  $7,086,729 $329,513 $10,100,475 $184,438 $293,690
Non-Rate Revenue 9,011,072 S0 S0 S0 S0 S0
Cost Allocation Amount $12,655,296 $7,086,729 $329,513 $10,100,475 $184,438 $293,690 n/a
Total Cost Allocation %
% of Total Raw Cost
Adjustment for Treated % of Raw Flow
Total Cost Allocation Amount
Total Cost Allocation % 39.39% 1.83% 56.13% 1.02% 1.63%
2026 Rate Revenue (No Increase) $3,339,871 $155,165 $4,759,252 $86,486 $138,207
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The following table shows the total cost allocation for the District’s water utility for treated water

customers.
Table 11: Treated Water Service Allocation
Allocation Category Treated Water Customers
5-Year Average
Water Expenses Expenses Capacity Volumetric As All Other Total
Fixed Variable
Addition/Use of Reserves (392,182) 100% 100%
Net Source of Supply Cost 19,372 100% 100%
Internal Services 6,470,445 95% 5% 100%
Engineering 1,664,237 50% 50% 100%
Water Treatment 2,171,600 0% 100% 100%
Water Distribution 658,245 0% 100% 100%
Electrical Depart. 504,046 10% 90% 100%
Water Resources 36,987 100% 100%
Water Purchase 1,565,110 100% 100%
Customer Serv. 538,529 100% 100%
Staffing 8,695,258 100% 100%
Maintenance 8,537,164 25% 75% 100%
Vegetation 217,093 0% 100% 100%
Capital 2,656,100 50% 50% 100%
Cement Hill Loan 505,200 50% 50% 100%
Bonds - 2016A 2,232,400 50% 50% 100%
Bonds - 2020A 599,913 50% 50% 100%
New Debt Service 1,746,116 50% 50% 100%
Total $38,425,632 $13,572,130 $16,550,426 n/a 530,122,555
5-Year Average
Non-Rate
Water Non-Rate Revenue Revenue Capacity Volumetric As All Other Total
Charges and Fees 436,143 100% 100%
Miscellaneous 331,441 100% 100%
Property Tax 8,963,334 100% 100%
CFD and Rodeo Flat Debt Service 343,200 100% 100%
Interest 583,974 100% 100%
Capacity Charge Debt Transfer 219,000 100% 100%
Rents and Leases 81,820 100% 100%
Total $10,191,328 $562,200 S0 n/a 5$562,200
5-Year Average
Cost Allocation Net Capacity Volumetric As All Other Total
Expenses $13,572,130 $16,550,426
Non-Rate Revenue $562,200 o)
Cost Allocation Amount $28,234,304 $13,009,930 $16,550,426 n/a 529,560,355
Total Cost Allocation %
% of Total Raw Cost
Adjustment for Treated % of Raw Flow
Total Cost Allocation Amount
Total Cost Allocation % 44.01% 55.99% 100%
2026 Rate Revenue (No Increase) $8,395,796 $10,681,223 $19,077,019
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6. Rate Derivation

Treated Water Rate Derivation

Revenue requirements were adjusted so that property tax applies only to inside District customers.
Outside District source of supply costs are applied only to outside District customers, with no reduction
for property tax. The full cost revenue requirements for each functional component are divided by the
units related to each function. The Capacity functional component revenue requirement is divided by
the total treated MEUs to calculate the unit cost for capacity. The Volumetric functional component
revenue requirement is divided by the total treated HCF to calculate the volumetric unit cost.

Table 12: Treated Water Unit Cost Calculation

Allocation Units Total Amount Capacity Volumetric
Allocation Unit of Measure MEU HCF
Allocation % 100.0% 44.0% g 56.0%
Rate Revenue Requirement 19,077,019 8,395,796 10,681,223
Allocation % 100.0%" 44.0% 4 56.0%
Property Tax 6,056,239 2,665,351 3,390,888
Allocation % 100.0%” 0.0% ¥ 100.0%
Net Source of Supply Cost 13,089 - 13,089
Unit Revenue Requirement 25,146,347 11,061,147 14,085,200
Allocation Units 24,031 3,721,086
Unit Cost ($/Unit) $460.30 $3.79

The adjusted unit costs are then multiplied by the corresponding units for inside District and outside
District customers to identify the full revenue requirement for each customer type. The revenue
requirements for inside District customers are reduced by the property tax offset and the source-of-
supply costs. The reduced revenue requirements are divided by the corresponding units to calculate the
fixed and variable rates.

The rate derivation tables below present the recalculated cost-of-service rates designed to recover
revenue at existing rate levels. The proposed Fiscal Year 2026 rates will include an overall revenue
adjustment of 12.5 percent, applied to the newly derived cost-of-service rates shown below to produce
the proposed rates effective July 1, 2026.
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Table 13: Treated Water Rate Derivation

Rate Derivation Inside Outside Inside Outside
Allocation Unit of Measure MEU MEU HCF HCF
Units 23,899 132 3,653,183 67,903
Unit Cost ($/Unit) 460.30 $460.30 3.79 3.79
Revenue Requirement w/o

Property Tax 11,000,618 60,529 13,828,171 257,030
Property Tax (2,665,351) (3,390,888)

Source of Supply Cost - (13,089)

Revenue Requirement 8,335,267 60,529 10,424,193 257,030
Rate ($ per MEU) $348.77 $460.30 Rate ($ per CCF) $2.85 $3.79
Rate ($ per MEU per Month) 29.06 38.36 Rate ($ per AF) $1,241.46 $1,650.92

The fixed rates per MEU for inside District and outside District are multiplied by the meter-equivalent
ratio for each meter size to calculate the rate for that size. A meter equivalent unit (MEU) is a ratio of
any given meter size relative to the baseline 5/8-inch meter. The ratio is calculated by comparing each
meter's potential flow capacity to the baseline.

Table 14: Monthly Fixed Treated Water Service Charge Derivation

Inside S per Outside S per

Account Per Account Per

Rate by Meter Size MEU Ratio Month Month
5/8inch 1.0 29.06 38.36
3/4inch 1.5 43.60 57.54
linch 2.5 72.66 95.90
1.5inch 5.0 145.32 191.79
2inch 8.0 232.51 306.86
3inch 16.0 465.03 613.73
dinch 25.0 726.61 958.95
6inch 50.0 1,453.21 1,917.90
8inch 80.0 2,325.14 3,068.64
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Proposed Treated Water Rates

The proposed rates shown below reflect the updated cost-of-service rate structure, with the

recommended 12.5 percent revenue increase applied to generate the rates to be implemented on July

1, 2026. The following table shows the proposed treated water rates and their effective schedule.
Table 15: Projected Treated Water Rates

Treated Water Rates July 1, Jan 1, Jan i, Jan1, Jan1,
Effective: 2026 2027 2028 2029 2030

Existing Proposed Proposed  Proposed Proposed Proposed
Inside District Monthly Fixed Service

Charges
5/8inch $29.33 $32.69 $36.78 $41.38 $46.55 $52.37
3/4inch 44.00 49.05 55.18 62.08 69.84 78.57
linch 73.34 81.74 91.96 103.46 116.39 130.94
1.5 inch 146.67 163.49 183.93 206.92 232.79 261.89
2 inch 234.68 261.57 294.27 331.05 372.43 418.98
3inch 469.35 523.16 588.56 662.13 744.90 838.01
4inch 733.36 817.44 919.62 1,034.57 1,163.89 1,309.38
6inch 1,466.72 1,634.86 1,839.22 2,069.12 2,327.76  2,618.73
8inch 2,346.75 2,615.78 2,942.75 3,310.59 3,724.41 4,189.96
Outside District Monthly Fixed Service
Charges
5/8inch 36.67 43.16 48.56 54.63 61.46 69.14
3/4inch 55.00 64.73 72.82 81.92 92.16 103.68
linch 91.67 107.89 121.38 136.55 153.62 172.82
1.5 inch 183.34 215.76 242.73 273.07 307.20 345.60
2 inch 293.34 345.22 388.37 436.92 491.54 552.98
3inch 586.69 690.45 776.76 873.86 983.09 1,105.98
4inch 916.70 1,078.82 1,213.67 1,365.38 1,536.05 1,728.06
6inch 1,833.40 2,157.64 2,427.35 2,730.77 3,072.12 3,456.14
8inch 2,933.44 3,452.22 3,883.75 4,369.22 4,915.37 5,529.79
Additional Monthly Regulatory Fee
All Treated Customers 1.90 0.00 0.00 0.00 0.00 0.00
Inside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 2.42 3.21 3.61 4.06 4.57 5.14
Tier 2 (>5 HCF) 3.13 3.21 3.61 4.06 4.57 5.14
Outside District Volumetric Rates, $ per
HCF
Tier 1 (0-5 HCF) 3.03 4.26 4.79 5.39 6.06 6.82
Tier 2 (>5 HCF) 3.91 4.26 4.79 5.39 6.06 6.82
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The proposed rates shown above reflect the application of the recommended 12.5 percent revenue
increase to the recalculated cost-of-service rates and are proposed for implementation beginning July 1,
2026.

Raw Water Rate Derivation

To allocate property tax to only inside District customers and allocate the outside District source of
supply costs to outside District customers, the revenue requirements were adjusted to reflect the
inclusion of source of supply costs and no reduction for property tax. The full cost revenue requirements
for each functional component are divided by the units related to each function to calculate unit costs.

Table 16: Raw Water Unit Rate Calculations

Raw Water Allocation Unit Rates Total Amount Customer Fixed Monthly Volumetric Monthly Water
Allocation Unit of Measure Fixed per Fixed per Acre Feet per Mli
Customer Month

Rate Revenue Requirement $8,478,981 $3,339,871 $155,165 $4,759,252 $86,486 $138,207
Allocation % 39.4% 1.8% 56.1% 1.0% 1.6%
Net Source of Supply Cost (Outside

Only) -$307,010 S0 SO -$307,010 SO SO
Allocation % 0.0% 0.0% 100.0% 0.0% 0.0%

Property Tax Reduction (Inside
Only) $5,840,120 $2,338,542 $108,645 $3,332,377 $60,556 SO
Allocation % 40.0% 1.9% 57.1% 1.0% 0.0%

Revenue Requirement w/o Specific

Allocations $14,012,091 $5,678,412 $263,810 $7,784,619 $147,042 $138,207
Allocation Units 5,697 12 112,942 12 13
Raw Water Allocation Unit Rates $996.74 $21,984.21 $68.93 $12,253.49 $10,631.34
($/ Unit)

Next, the following specific unit rates are calculated:

e Seasonal rates are calculated based on dividing the seasonal revenue requirements by the
customers and volume in each season.

e A unit rate for the purchased water which is only paid by municipal customers is calculated.

e The inside District property tax and source of supply rates are calculated.
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Table 17: Specific Unit Rate Calculations

Specific Allocation Unit Rates

Summer Fixed Winter Fixed Volumetric Volumetric
Seasonal Unit Rates Monthly Monthly Monthly Monthly
Fixed Monthly Unit Rate ($/ Month) $21,984.21 $21,984.21 $12,253.49 $12,253.49
Months 6 6 6 6
Summer Revenue Requirements $131,905.23  $131,905.23 $73,520.95 $73,520.95
Allocation Units Customers Customers Acre Feet Acre Feet
Allocation Units 4,859 838 105,121 7,820
Seasonal Unit Rates ($/ Unit) $27.15 $157.40 $0.70 $9.40
Municipal Unit Rates Purchased Water
Net Source of Supply Cost $138,207
Allocation % 100.0%
Allocation Units Acre Feet
Allocation Units 2,582
Municipal Unit Rates ($/ Unit) $53.52
Inside Unit Rates Total Amount Customer Volumetric
Allocation % 41.9% 58.1%
Property Tax Reduction -5,840,120 -2,447,187 -3,392,933
Allocation Units Customers Acre Feet
Allocation Units 5,604 109,254
Inside Unit Rates ($/ Unit) -$436.69 -$31.06
Outside Unit Rates Total Amount Customer Volumetric
Net Source of Supply Cost $307,010 S0 S0 $307,010
Allocation % 0.0% 0.0% 100.0%
Allocation Units Acre Feet
Allocation Units 3,687
Outside Unit Rates (S/ Unit) $83.26

The raw water rates are derived by adding the unit rates and the specific unit rates that correspond
with each rate type together. For example, the inside District, fixed, summer rate of $587.20 per
customer is derived by adding the customer unit rate of $996.74, plus the summer customer unit rate
of $27.15, plus the inside District adjustment unit rate of -$436.69.

The rate derivation tables below present the recalculated cost-of-service rates designed to recover
revenue at existing rate levels. The proposed Fiscal Year 2026 rates include an overall revenue
adjustment of 12.5 percent, applied to the newly derived cost-of-service rates shown below to produce
the proposed rates effective July 1, 2026.
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Table 18: Inside District Raw Water Rate Derivation

Customer Customer Volumetric Volumetric
Inside Raw Water Seasonal Rates Summer Winter Summer Winter
Raw Water Unit Rates $996.74 $996.74 $68.93 $68.93
Seasonal Unit Rates $27.15 $157.40 $0.70 $9.40
Inside Unit Rates (5436.69) ($436.69) ($31.06) ($31.06)
Net Inside Unit Rate $587.20 $717.46 $38.57 S47.27
Allocation Units Customers Customers Acre Feet Acre Feet
Allocation Units 4,775 829 102,042 7,212
Inside Revenue Requirements $2,803,871 $594,771 $3,935,785 $340,921
Inside Summer Rate Units Customers Customers Miners Inches Miners Inches
Inside Summer Rate Units 4,775 829 11,252 801
Inside Summer Rates ($ per Unit) $587.20 $717.46 $349.78 $425.58
Inside Rates Customer Volumetric
Allocation Units Customers Miners Inches
Inside Sumer Rates $587.20 $349.78
Inside Winter Rates $717.46 $425.58
Inside Annual Rates ($ per Unit) $1,304.66 $775.36
Total
Seasonal Purchased Volumetric
Inside Municipal Rates Customer Volumetric Water Rate
Inside Revenue Requirement $4,276,706 $76,773
Inside Municipal Rate Units Customers Acre Feet Acre Feet
Inside Units 109,254 1,434
Inside Municipal Rates ($ per Unit) $1,304.66 $39.14 $53.52 $92.67
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Table 19: Outside District Raw Water Rate Derivation

Customer Customer Volumetric Volumetric
Outside Raw Water Seasonal Rates Summer Winter Summer Winter
Raw Water Unit Rates $996.74 $996.74 $68.93 $68.93
Seasonal Unit Rates $27.15 $157.40 $0.70 $9.40
Outside Unit Rates $0.00 $0.00 $83.26 $0.00
Net Outside Summer Unit Cost $1,023.88 $1,154.14 $152.89 $161.59
Allocation Units Customers Customers Acre Feet Acre Feet
Allocation Units 84 9 3,079 608
Outside Revenue Requirements $86,006 $10,387 $470,717 $98,315
Outside Summer Rate Units Customers Customers Miners Inches Miners Inches
Outside Summer Rate Units 84 9 339 67
Outside Summer Rates ($ per Unit) $1,023.88 $1,154.14 $1,386.69 $1,457.54
Outside Rates Customer Volumetric
Allocation Units Customers Miners Inches
Outside Sumer Rates $1,023.88 $1,386.69
Outside Winter Rates $1,154.14 $1,457.54
Outside Annual Rates ($ per Unit) $2,178.02 $2,844.23
Total
Total Seasonal Purchased Volumetric
Outside Municipal Rates Customer Rate Volumetric Water Rate
Outside Revenue Requirement $569,032 $61,434
Outside Municipal Rate Units Customers Acre Feet Acre Feet
Outside Units 3,687 1,148
Outside Municipal Rates ($ per Unit) $2,178.02 $154.32 $53.52 $207.84
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Proposed Raw Water Rates

The rate derivation tables below present the recalculated cost-of-service rates. These calculations
update the allocation of costs among customer classes based on the current cost-of-service analysis. The
proposed Fiscal Year 2026 rates include an overall revenue adjustment of 12.5 percent, applied to the
newly derived cost-of-service rates shown below to produce the proposed rates effective July 1, 2026.
The following table shows the proposed raw water rates and their effective schedule.

Table 20: Projected Raw Water Rates

Raw Water Rates Effective: July 1, 2026 Jan 1, 2027 Janl, 2028 Jan 11,2029 Jan1, 2030
Existing  Projected  Projected  Projected  Projected  Projected

Fixed Service Charges

In-District
Summer 570.99 660.60 743.18 836.08 940.59 1,058.16
Winter 713.73 807.14 908.03 1,021.53 1,149.22 1,292.87
Annual 1,284.72 1,467.74 1,651.21 1,857.61 2,089.81 2,351.04
Out-District
Summer 713.73 1,151.87 1,295.85 1,457.83 1,640.06 1,845.07
Winter 890.74 1,298.41 1,460.71 1,643.30 1,848.71 2,079.80
Municipal 1,604.47 2,450.27 2,756.55 3,101.12 3,488.76 3,924.86

Volumetric Rates ($ per Miners Inch)

In-District
Summer 336.48 393.50 442 .69 498.03 560.28 630.32
Winter 420.61 478.78 538.63 605.96 681.71 766.92
Annual 757.09 872.28 981.32 1,103.99 1,241.99 1,397.24
Out-District
Summer 420.61 1,560.03 1,755.03 1,974.41 2,221.21 2,498.86
Winter 524.91 1,639.73 1,844.70 2,075.29 2,334.70 2,626.54

Volumetric Rates ($ per Acre Foot)
Inside Municipal 296.79 104.25 117.28 131.94 148.43 166.98
Outside Municipal 370.99 233.82 263.05 295.93 332.92 374.54

The proposed rates shown above reflect the application of the recommended 12.5 percent revenue
increase to the recalculated cost-of-service rates and are proposed for implementation beginning July 1,
2026.

BARTLE WELLS ASSOCIATES Page |42
Al 2026 Cost of Service Study - Draft



Conclusion & Recommendations

This 2026 Cost of Service Study evaluates the Nevada Irrigation District’s projected financial needs and
allocates the cost of providing treated and raw water service in a manner that is fair, equitable, and
consistent. Based on updated financial projections, capital improvement funding requirements, and a
comprehensive cost-of-service analysis, the District requires an annual water rate revenue adjustment
in 2026 to maintain long-term financial stability and continue providing safe and reliable water service.

While the study recommends adoption of five years of rate adjustments to provide financial stability and
predictability, the District retains the flexibility to implement increases at levels below the adopted
maximums if financial conditions allow. Future financial performance, water demand trends, capital
project timing, inflation, and external economic factors should be monitored annually, and the District
may update projections and conduct additional analyses as needed.
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Nip NOTICE OF PROPOSED WATER RATE INCREASES

Public Hearing 9:00 a.m. May 27, 2026 at 1036 West Main Street, Grass Valley, CA 95945

Nevada Irrigation District (District) is notifying all property owners and water customers of the proposed
changes to treated and irrigation water rates. This notice explains the proposed rate changes andincludes
information on how you can participate in the public hearing for the proposed rate increase. You can learn
more at https://www.nidwater.com/nid-water-rate-adjustments.

For more than a century, the District has provided dependable treated and irrigation water service to
customers in Placer, Nevada, and Yuba Counties. Maintaining this service requires ongoing investment in
water supply reliability, infrastructure maintenance, regulatory compliance, and responsible financial
management.

The District hired an independent water rate consultant to evaluate current customer demands, revenues,
operating expenses, capital infrastructure needs, and financial reserves, and recommend rates that
proportionally recover projected costs. The results of this analysis are presented in the 2026 Cost of Service
Study.

Why NID Is Proposing to Adjust Water Rates
The District has done its best to contain costs
since it last raised rates in 2021. However, like
many business, households, and other public
agencies, the District has experienced increases
in expenses related to regulations, labor,
materials, chemicals, utilities, insurance, and
other essential materials and services needed to
operate and maintain the water system.

Having completed the Plan for Water process to
address our community’s future water needs,
the District must continue investing in the repair
and replacement of aging infrastructure to
ensure reliable water delivery now and in the
future, to protect water quality and the
environment, and to mitigate the effects of
climate change and potential natural disasters.
In addition, the District has identified several
significant infrastructure projects that must be
completed, the largest and most immediate
being repairs and upgrades to the Scotts Flat
Reservoir Spillway, which is projected to cost $55
million.
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NOTICE OF PROPOSED WATER RATE INCREASES

Proposed Treated Water Rates

The District is proposing to phase in a series of annual water rate increases over the next five years, with the
maximum allowable rates being those shown in the following table. Proposed treated water rates will be
effective on July 1, 2026 and on January 1° from 2027 through 2030. The proposed rates for customers

receiving treated water service include:

e A monthly fixed service charge based on a customer’s meter size. The District is proposing to
discontinue the “Additional Regulatory Fee” currently included on customers’ bills.

e A single, volumetric rate per unit of water used. The District is proposing to no longer have two
volumetric rate tiers and instead charge the same amount for every unit of treated water used.

Treated Water Rates Effective: Jul. 1,2026 Jan.1,2027 Jan.1,2028 Jan.1,2029 Jan.1,2030
Existing Proposed Proposed Proposed Proposed Proposed
Inside District Monthly Fixed Service Charges
5/8inch $29.33 $32.69 $36.78 $41.38 $46.55 $52.37
3/4inch 44.00 49.05 55.18 62.08 69.84 78.57
linch 73.34 81.74 91.96 103.46 116.39 130.94
1.5inch 146.67 163.49 183.93 206.92 232.79 261.89
2inch 234.68 261.57 294.27 331.05 372.43 418.98
3inch 469.35 523.16 588.56 662.13 744.90 838.01
4inch 733.36 817.44 919.62 1,034.57 1,163.89 1,309.38
6inch 1,466.72 1,634.86 1,839.22 2,069.12 2,327.76 2,618.73
8inch 2,346.75 2,615.78 2,942.75 3,310.59 3,724.41 4,189.96
Outside District Monthly Fixed Service Charges
5/8inch 36.67 43.16 48.56 54.63 61.46 69.14
3/4inch 55.00 64.73 72.82 81.92 92.16 103.68
linch 91.67 107.89 121.38 136.55 153.62 172.82
1.5 inch 183.34 215.76 242.73 273.07 307.20 345.60
2 inch 293.34 345.22 388.37 436.92 491.54 552.98
3inch 586.69 690.45 776.76 873.86 983.09 1,105.98
4inch 916.70 1,078.82 1,213.67 1,365.38 1,536.05 1,728.06
6inch 1,833.40 2,157.64 2,427.35 2,730.77 3,072.12 3,456.14
8inch 2,933.44 3,452.22 3,883.75 4,369.22 4,915.37 5,529.79
Additional Monthly Regulatory Fee
All Treated Customers 1.90 0.00 0.00 0.00 0.00 0.00
Inside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 2.42 3.21 3.61 4.06 4.57 5.14
Tier 2 (>5 HCF) 3.13 3.21 3.61 4.06 4.57 5.14
Outside District Volumetric Rates, $ per HCF
Tier 1 (0-5 HCF) 3.03 4.26 4.79 5.39 6.06 6.82
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Tier 2 (>5 HCF) 391 4.26 4.79 5.39 6.06 6.82

Proposed Irrigation Water Rates
The District is proposing to phase in a series of annual water rate increases over the next five years, with the
maximum allowable rates being those shown in the table below. Proposed irrigation water rates will be
effective on July 1, 2026 and on January 1° from 2027 through 2030. The proposed rates for customers
receiving irrigation water service include:

e A seasonal, fixed service charge per customer.

e Aseasonal, volumetric rate per miner’s inch.

Raw Water Rates Effective: Jul. 1,2026 Jan.1,2027 Jan.1,2028 Jan.1,2029 Jan.1,2030
Existing Proposed Proposed Proposed Proposed Proposed

Fixed Service Charges (S per Irrigation Season)

In-District
Summer 570.99 660.60 743.18 836.08 940.59 1,058.16
Winter 713.73 807.14 908.03 1,021.53 1,149.22 1,292.87
Annual 1,284.72 1,467.74 1,651.21 1,857.61 2,089.81 2,351.04
Out-District
Summer 713.73 1,151.87 1,295.85 1,457.83 1,640.06 1,845.07
Winter 890.74 1,298.41 1,460.71 1,643.30 1,848.71 2,079.80
Volumetric Rates ($ per Miners Inch)
In-District
Summer 336.48 393.50 442.69 498.03 560.28 630.32
Winter 420.61 478.78 538.63 605.96 681.71 766.92
Annual 757.09 872.28 981.32 1,103.99 1,241.99 1,397.24
Out-District
Summer 420.61 1,560.03 1,755.03 1,974.41 2,221.21 2,498.86
Winter 524.91 1,639.73 1,844.70 2,075.29 2,334.70 2,626.54
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How to Participate
These proposed increases in water rates are considered property-related fees and charges governed by section
6 of Article XIII D of the California Constitution, Government Code sections 53751 et seq. and 53759 et seq., and
other applicable laws, which together are commonly referred to as Proposition 218. There are multiple ways
that property owners and customers subject to the proposed rates, as well as any other interested member of the
public, may participate inthe Proposition 218 process.
e Learn About the Proposed Rate Change - Information on the District’s water rates, the written basis,
including the 2026 Cost of Service Study, is available at https://www.nidwater.com/nid-water-rate-

adjustments.
o Participate in the Public Hearing - On May 27, 2026, beginning at 9:00 a.m., the District’s Board of

Directors will hold a public hearing to receive public feedback, including written protests, on the
proposed rates.

e Submit a Written Protest - Proposition 218 is subject to a “majority protest” process where any
property owner or customer may submit one written protest per parcel of the proposed rate increase.
Immediately following the close of the public hearing on May 27,2026, protests will be counted, andifa
majority of the parcels subject to the proposed rate increases have submitted valid protests, then the
rates willnot be implemented. Additional details on submitting a protest are set forth below.

e SubmitaWritten Objection- Partiesthatwishto preservethe abilityto legally challenge the rate change
must submit a timely written objection by 5:00 p.m. on May 11, 2026. Failure to object in writing in a
timely manner bars any right to challenge the rates in a legal proceeding. This is known as Proposition
218’s exhaustion of administrative remedies requirement and is a separate legal requirement from the
written protest. Additional details on submitting a written objection are setforth below.

How to Submit a Written Objection to Proposed Rates

Pursuant to Government Code section 53759.1, any person or entity that may wish to challenge any new,
increased, or extended rates adopted, modified, or amended by Nevada Irrigation District pursuant to this
Notice must first exhaust administrative remedies. All substantive and procedural requirements for
submitting a written objection are set forth in this Notice and the written objection form.

To exhaust administrative remedies, you must do the following:

1. Obtain a written objection form and complete all portions of the form. Oral objections will not be
considered. Written objection forms are available at nidwater.com/nid-water-rate-adjustment and
will be mailed to any interested party upon request by contacting the District at (530) 273-6185 and

2. Submitthe completed written objection in a timely manner, no later than 5:00 p.m. on May 11, 2026,
to 1036 West Main Street, Grass Valley, CA 95945 or by hand delivery during normal business hours
atthe same address. Mailed objection forms must be received (not postmarked) by 5:00 p.m. on May
11, 2026. Failure to object in writing in a timely manner bars any right to challenge the rates through
a legal proceeding. Late-filed, non-compliant, or incomplete written objections will not be
considered as satisfying the exhaustion of administrative remedies requirement.

p: 530.273.6185 e  e:customerservice@nidwater.com e a: 1036 West Main Street, Grass Page | 4

55


mailto:%20customerservice@nidwater.com
https://www.nidwater.com/nid-water-rate-adjustments
https://www.nidwater.com/nid-water-rate-adjustments

Nip NOTICE OF PROPOSED WATER RATE INCREASES

Prior to the public hearing on May 27, 2026, the District’s Board of Directors will review written objections
and determine whether (1) amendments or clarifications are necessary; (2) to reduce the proposed new
rates; (3) to review further prior to making a determination; or (4) to proceed with the public hearing. Pursuant
to Government Code section 53759.1, subdivision (c)(2), the District has posted at nidwater.com/nid-water-
rate-adjustments the written basis for the rates, including a copy of the 2026 Cost of Service Study.
Additionally, the written basis will be mailed to any person upon request by contacting the District at (530)
273-6185.

How to Protest Proposed Rates

Proposition 218 allows property owners or customers to file one written protest per parcel subject to the
proposed rates in this Notice. Written protests must be received (not postmarked) by the District no later
thanthe close of the public hearingon May 27, 2026. A sample protestform is available at nidwater.com/nid-
water-rate-adjustment and will be mailed to any interested party upon request by contacting the District at
(530) 273-6185. However, property owners/customers are not required to use the sample protest form.
Although this notice is sent to both property owners and the customer identified on the account (if different),
only one protest may be cast per parcel.

Every written protest must include all the following to be considered valid:

Customer or property owner name;

Parcel Number or street address(es) of all property(ies) serviced for which protest is made;
Original signature of property owner or water customer; and

Statement in opposition to the rate proposal.

Pobd=

Protests must be submitted in a timely manner by mail or in person only to the following address (oral
protests or protests submitted by email or other electronic means are not accepted and will not be counted):

Nevada Irrigation District — Kris Stepanian, Board Secretary
1036 West Main Street, Grass Valley, CA 95945

At the conclusion of the public hearing, protests will be publicly counted and validated. If a majority protest
exists, the District’s Board of Directors cannot proceed with the proposed rate change. However, if a
majority protest does not exist, the District has the authority to adopt the proposed rates, which would go
into effect July 1, 2026.

Pursuant to Government Code section 53759, there is a 120-day statute of limitations for any judicial
action or proceeding challenging any new, increased, or extended rate, fee, or charge that is subject
to this Notice.
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