
       
 

City Council Report 
 
 
Date:  April 17, 2014      

To:  City Council  

Through: Chuck Odom, Senior Executive Manager 

From:  Candace Cannistraro, OMB Director 
Kari Kent, Deputy City Manager 

  John Pombier, Deputy City Manager 
   

Subject: Fiscal Year 2014/2015 Utility Rate Recommendations 

 
Strategic  
Initiatives     
 
 

 
PURPOSE AND RECOMMENDATION 
 

The purpose of this report is to provide support for the utility rate adjustments proposed 
for the fiscal year ending June 30, 2015 (FY14/15), which are consistent with the 
revenue requirements of the Proposed Budget Plan for that year.  Staff recommends the 
Committee approve the following schedule of utility rate adjustments.   
 

 Prior Year 
Projection 

FY14/15 
Proposal 

Electric* 2.0% 2.0% 
Natural Gas 3.0% 3.0% 
Water 4.9% 7.0% 
Wastewater 4.9% 7.0% 
Solid Waste* 4.9% 6.9% 
District Cooling 0.0% 0.0% 

 

*Residential only 
 

During February 2014, the City of Mesa analyzed the average financial impact of the rate 
adjustments on residential customers (See Attachment 1).  The analysis identified the 
amount of revenue generated from property taxes, city sales tax, and utility rates (except 
for electric and natural gas) by Mesa and was used in a comparison with six other local 
municipalities.  Comparison results revealed Mesa’s overall cost for the average resident 
is currently the third lowest city.  Mesa will move to the fourth lowest city if the rate 
recommendations are approved. 
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BACKGROUND AND DISCUSSION 
 
Utility rate revenue is the City’s third largest source of revenue after city sales tax and 
state shared revenue.  Each utility is operated as a separate business center. As such, 
rate schedules are adjusted annually in a manner consistent with costs of capital, as well 
as the fixed and variable costs of operation and maintenance within each utility.  The 
fund balances are combined in the Enterprise Fund and are managed to maintain a 
minimum ending reserve balance of 8-10% of the following years estimated 
expenditures.  The reserve balance allows for the smoothing of rates.  Rates are 
smoothed to avoid large rate increases and minimize the impact to customers in any 
single year. 
 
The Forecast Analysis Model (See Attachment 2) includes projections of growth in the 
number of accounts for each utility based on their unique service area.  The Water, 
Wastewater, and Solid Waste Utilities have a city wide service area and are expected to 
grow by an average of 1,200 accounts per year during the forecast.  With the inclusion of 
the Magma service area, the Natural Gas Utility is expected to grow by 2,100 accounts 
next fiscal year.  The Electric Utility, with a smaller and largely built out service area 
when compared to the other utilities, is expected to grow by 38 accounts next fiscal year.   
 
The Forecast Analysis Model also includes expenditures that are increased by 
inflationary factors in future years.  Some inflationary factors are unique to the individual 
utilities, such as those used for chemical or purchased water.  Other citywide 
expenditure pressures that are included in the forecast are listed below.  
 
Capital Investment 
 
As outlined in the Council’s Economic Development strategic initiative, the City continues 
to place a high priority on infrastructure investment to attract and service future 
development.  The proposed CIP includes the planning for an expansion of a water 
reclamation plant and the design and construction of a new water treatment plant as well 
as the associated distribution infrastructure.  The funding of the projects is contingent on 
the approval of additional utility revenue bond authorization by Mesa voters in November 
2014.  The debt service on utility revenue bonds is funded through the utility rates paid 
by customers and has been included in the forecast and rate recommendations. 
 
Vehicle Fleet Related Costs 
The utility departments budget equipment expense annually based on forecasted usage 
(mileage or hours) to cover the forecasted expenditures for the equipment and vehicles 
assigned to their department. 
 
The FY14/15 budget “trues up” department budgets for vehicle maintenance and usage 
costs.  The cost of fuel, parts, and labor has steadily increased over time.  During the 
most recent economic downturn, those increased costs were paid for with savings in 
other areas of department budgets.  Departmental savings is no longer sufficient to 
cover the higher equipment usage costs.  Therefore, it is necessary to adjust department 
budgets to fully fund these costs.   
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With one of the larger fleets in the City, the Solid Waste Utility is affected the most by 
these costs.  An increase of $1.6 million has been included in the forecast for Solid 
Waste fleet costs.  Currently, the Solid Waste Utility is converting its fleet to Compressed 
Natural Gas (CNG) to help reduce future fleet cost increases in the future. 

In order to minimize cost, the City funds many of its employee and retiree benefits 
internally through the Employee Benefit Trust (EBT) Fund.  For FY14/15, health plan 
premiums will remain the same as FY13/14, however there is not a one month premium 
holiday scheduled as there was during FY13/14 resulting in increased costs for the 
utilities.   
       

Worker’s compensation expenses have increased modestly in the last few years.  City 
departments, including the utilities, are required to contribute to the Worker’s 
Compensation Fund each pay period for each of their employees.  The increased 
expenses in the Workers’ Compensation Fund are offset by higher contribution rates for 
in FY14/15 for areas that have employees, such as the utilities. 
 
Review of the General Fund Transfer 
 
Per the direction of the Mayor and Council, the General Fund Transfer is reviewed 
annually.  The amount of the transfer has been adjusted based on current and 
anticipated future inflationary and rate pressures.  For FY14/15, the General Fund 
Transfer has been adjusted from $90.0 million to $95.7 million, an increase of $5.7 
million.    
 
Water Resources 
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Energy Resources 

Electric Utility 
 
Increasing the Electric System Service Charge is the most reliable and stable method to 
generate revenue within the Electric Utility.  Currently, nearly 94% of the revenues from 
residential electric customers are a function of consumption.  Residential electric 
consumption and revenues are highly variable due primarily to changes in weather.  
When residential customers’ electric consumption increases due to higher temperatures 
and increased reliance upon air conditioning, increasing the Electric System Service 
Charge, compared to increasing the Electric Energy Usage Charge component, 
insulates our customers’ from higher bill increases.   
 
The recommendation, therefore, is to increase the Electric System Service Charge 
component of Mesa’s electric residential customers’ bills from $5.71 per month to $6.50 
per month, an increase of $0.79 per month.  When usage is factored in, this rate 
increase will result in the average residential customer’s monthly bill going from $45.19 
to $45.98 not including the pass through of electric energy supply costs.   
 
The proposed Electric System Service Charge of $6.50 per month is $10.50 per month 
less than SRP’s comparable rate component (Monthly Service Charge of $17.00 per 
month).  Mesa’s average residential customer monthly bills during FY12/13 were 
approximately $11.60 less per month (approximately $139 less per year) than if served 
by SRP.  For Mesa’s average electric residential customers, the proposed $6.50 per 
month Electric System Service Charge results in an annual bill almost ten percent (9.7%) 
less than if served by SRP.  Lower use customers’ bills (i.e. first quartile with an average 
consumption of 400 kWh per month) will still be more than fifteen percent (15.5 %) less 
than if they were served by SRP. 
 
The Electric Energy Supply Adjustment component is adjusted monthly to “pass-through” 
increases and decreases in the costs of electric energy supplies acquired to meet our 
customers’ needs. (This rate component has varied between $0.04200 and $0.06691 
per kWh in the most recent twelve months and is $0.04270 for March 2014.) 
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Since FY03/04, Mesa has not increased Mesa’s residential customers’ Electric System 
Service Charge or Energy Usage Charge. The rate increases applied to all customer 
classes in FY03/04 were 2%. 
   

 

Natural Gas Utility 

The recommendation is to increase the Gas System Service Charge component of 
Mesa’s gas residential customers’ bills, the Service Charge component of all “non-
residential” customer classes, and the “per Lamp” component of bills for Gas Street 
Lamp service customers by $1.14 per month.  This modification applies only to the fixed 
component of our gas customers’ rates and bills and will change the average Service 
Charge for residential customers from $11.14 to $12.28 per month.  This rate increase 
will result in the average residential customer’s monthly bill going from $25.18 to $26.32 
not including the pass through of natural gas energy supply costs. 
 
The Purchased Natural Gas Supply Adjustment component has been adjusted monthly 
to “pass-through” increases and decreases in the costs of natural gas supplies acquired 
to meet our customers’ needs. (This rate component has varied between $0.11170 and 
$0.47200 per therm in the most recent twelve months and is $0.40915 for March 2014.) 
 

   

Solid Waste 

Residential Rates    
 
The recommendation is to increase solid waste residential rates by 6.9%.  The increase 
for customers with once a week refuse collection and once a week recycling collection 
for single-family residences, duplexes, triplexes, fourplexes and businesses would 
include a $1.64/month increase for 90-gallon service ($23.81 to $25.45 per month), and 
a $1.47/month increase for 60-gallon service ($21.25 to $22.72 per month). 
 
The increase in the fee in FY14/15 for green waste barrel service (rate code R1.28) 
would be by $0.39 per month ($5.62 to $6.01). 
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The increase in the monthly fee in fiscal year FY14/15 for an extra black barrel would be 
$0.78 per month from $11.24 to $12.02.  

 
 
Mesa Green and Clean 

Commercial Front-load 
 
The recommendation is to increase Front-load rates by an average of 5.9%.  The Front-
load program serves customers in competition with private waste collection companies. 
The Solid Waste Management Department has established a net income target of 10% 
of revenue, after fully allocated costs.  The projection is for net income in FY14/15 to fall 
to 4.1% of revenue if rates remain unchanged.  Front-load rates have not been 
increased since August, 2008. 
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Commercial Roll-off 
 

The recommendation is to increase Roll-off rates by an average of 2.9%.  The Roll-off 
program serves residents and business customers in competition with private waste 
collection companies. The Solid Waste Management Department has established a net 
income target of 10% of revenue, after fully allocated costs.  The projection is for net 
income in FY14/15 to fall to 9.2% of revenue if rates remain unchanged.  Roll-off rates 
have not been increased since August, 2008. 
 

 

ALTERNATIVES 
 

1. Modify the FY14/15 utility rate adjustment proposal to reduce or eliminate a 
recommended change.  This will result in the generation of revenue amounts that 
will be insufficient to cover increasing costs and during the forecast period the 
Enterprise Fund Reserve Balance will fall below the 8-10% amount designated in 
financial policy. 

2. Modify the FY14/15 utility rate adjustment proposal to spread increases across all 
rate components evenly instead of focusing on Service Charge components.  This 
will leave the utilities vulnerable to short and long term changes in consumption.  
Additionally, customers will be exposed to higher variation in bills due to seasonal 
consumption patterns. 

 
 

FISCAL IMPACTS 
 

It is anticipated that the FY14/15 recommended utility rate adjustments will increase 
combined revenues in the Enterprise Fund by $13,939,000.  The impact by individual 
utility is as follows: 
 
  

Utility Amount 

Electric          $100,000  

Natural Gas            690,000  

Water        6,315,000  

Wastewater        3,810,000  

Solid Waste        3,024,000  

Total     $13,939,000  
 
 
 

Attachments: 
 

1. Average Homeowner’s Charges Comparison 
2. Forecast Analysis Model  
3. Twenty-five Year Residential Rate History 
4. Notice of Intention 
5. Placeholder for ordinances, resolutions, and rate schedules 


