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Summary 
The proposed cost for the Los Osos Wastewater Project (LOWWP) presents serious affordability issues 
for up to 60% of the Prohibition Zone (PZ) residents. 

 

Overview 
Affordability for the LOWWP is of significant concern for a predominant majority of residents in the 
PZ.  County preliminary estimates indicate the project may cost $165 million.1 

Project cost for each single-family residential parcel is expected to be $25,000.  This cost was published 
with the 218 Vote of 2007.  It was explained that an assessment will be included in each property 
owner’s annual tax assessment.  While one can pay the entire amount up front, it is not likely that most 
will do this.  Thus, assessments will be $1,800 per year, or $150 per month.  Additional costs will 
include monthly fees for operation and maintenance, which will bring the total estimated cost to $250 
per month.  Another homeowner expense will be the one-time cost to decommissioning a septic tank and 
hook up to the sewer.  Since these additional costs have not been presented to the community, this 
analysis only considers the assessment of $25,000 per single-family residential parcel. 

 

Affordability Guidelines 

The United States Environmental Protection Agency (USEPA) provides some guidance on wastewater 
charges.  According to the USAEPA’s Rate Options to Address Affordability Concerns for 
Consideration by District of Columbia Water and Sewer Authority (2002), user rates should be 
calculated as a percentage of median household income (MHI) on a system-wide basis.  Rates are 
considered affordable if they are less than 2% of MHI. 

While wastewater user rates are considered affordable if less than 2% of MHI, they average much less 
throughout the United States.  According to Water and Wastewater Pricing: An Informational 
Overview, prepared in 2003 by the USEPA Office of Wastewater Management, combined water and 
wastewater rates average 0.5% of MHI in the United States.  The Congressional Budget Office estimates 
the percentage of household income needed by 2019 to pay for infrastructure investments for water and 
wastewater would increase this percentage to 0.6% (on the low end) to 0.9% (on the high end) of 
household income. 

 
                                                           
1 Source: “Supes Approve Another Million” The Bay News, January 22, 2009. 
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Finally, according to the draft staff document Small Community Wastewater Strategy prepared by the 
California State Water Board (CSWB) in 2008, both the United States Department of Agriculture 
(USDA) and Department of Public Health (DPU) use 1.5% of MHI for evaluating sewer affordability.  
Further, this report identifies other factors for evaluating affordability, and these include: MHI, sewer 
rates as a percentage of MHI, population density and rate base, distance from larger regional systems, 
debt service and long-term operational and maintenance costs, regional cost of living, and status of the 
local and/or regional economy.  With the recent state of the economy in the United States, no doubt this 
would also be a significant factor. 

 
Analysis 
This analysis assumes the $25,000 single-family assessment in the PZ will be added to property taxes at 
$1,800 per year for 30 years.  Affordability is examined using several factors identified by the CSWB in 
its 2008 staff document. 

 

Median Household Income and Sewer Rates as a Percentage 

According to Business Analyst Online by ESRI2, 2008 MHI for the PZ is $60,234.  Therefore, using the 
USEPA affordability criterion, the annual cost for the LOWWP should be $1,205, which is significantly 
less than what the LOWWP is expected to cost PZ single family residential property owners.  Using the 
USDA and DPU criterion, the annual cost for the LOWWP should be $904 per year, which is one-half 
of its projected cost.  When considering nationwide averages, annual costs for the LOWWP should 
range from $361 to $542 annually. 

At $1,800 annually, the public works portion (collection, treatment, recharge) of the LOWWP is 
expected to consume 3% of the MHI, which exceeds the USEPA baseline for affordability.  It is double 
the USDA and DPU baseline.  This 3% does not include long-term maintenance and operation costs or 
the one-time homeowner expense of connecting to the sewer lines.  When these costs are included, 
annual cost will exceed 4% and may even approach 5% of the MHI. 

This picture is much more grim for those households that earn less than the MHI of $33,5003 annually.  
The LOWWP costs will consume a much larger share of household income, as demonstrated in Exhibit 
1. 

 

                                                           
2 Source:  ESRI provides management and geographic information analysis and GIS technology with 35 years of experience.  

ESRI creates 2008 forecasts based on 2000 US Census data. 
3 Source:  “Official State Income Limits for 2008.”  Memorandum from Department of Housing and Community 

Development. February 28, 2008. 
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Cost as a Percentage of Household Income Exhibit 1 
  
 Households LOWWP Cost As 
Households by Income Number Percent A Percentage of HI 

< $10,000 220 4.2% at least 18.0% 
$10,000 - $14,999 129 2.5% 18.0% - 12.0% 
$15,000 - $19,999 238 4.5% 12.0% - 9.0% 
$20,000 - $24,999 309 5.9% 9.0% - 7.2% 
$25,000 - $29,999 295 5.6% 7.2% - 6.0% 
$25,000 - $29,999 204 3.9% 6.0% - 5.1% 
$35,000 - $39,999 232 4.4% 5.1% - 4.5% 
$40,000 - $44,999 329 6.3% 4.5% - 4.0% 
$45,000 - $49,999 223 4.3% 4.0% - 3.6% 
$50,000 - $59,999 428 8.2% 3.6% - 3.0% 
$60,000 - $74,999 538 10.3% 3.0% - 2.4% 
$75,000 - $99,999 1,110 21.2% 2.4% - 1.8% 
$100,000 - $124,999 450 8.6% 1.8% - 1.4% 
$125,000 - $149,999 141 2.7% 1.4% - 1.2% 
$150,000 - $199,999 213 4.1% 1.2% - 0.9% 
$200,000 - $249,999 64 1.2% 0.9% - 0.7% 
$250,000 - $499,999 94 1.8% 0.7% - 0.4% 
$500,000 + 26 0.5% 0.4% or less 

Source:  U.S. Bureau of the Census, 2000 Census of Population and Housing.  ESRI 
forecast for 2008. 

 

Exhibit 1 demonstrates a number of affordability concerns. At $1,800 annually: 

 The cost of the LOWWP will exceed 2% of household income for more than 60% of households 
in the PZ. 

 The cost of the LOWWP will exceed 1.5% of household income for more than 80% of 
households in the PZ. 

 Cost as a percentage of household income will be double-digits for over 10% of households in 
the PZ. 

 Cost as a percentage of household income will be comparable to the US average for only 2% of 
households in the PZ. 

According to the USEPA report Rate Options to Address Affordability Concerns, when wastewater 
rates exceed 2% of household income, they are not considered affordable.  It is important to point out 
that this will be the case for more than 60% of households in the PZ. 

According to ESRI, in 2008, 49% of households in the PZ are headed by an adult age 55 or older (senior 
households).  This is expected to increase to 54% by 2013.  The expected cost of the LOWWP will have 
a unique impact on senior households (emphasis added) because many seniors are on fixed incomes 
that may not accommodate a 3% or higher increase in living expenses.  Further, recent events in the 
financial sector have had a devastating impact on retirement funds and savings, which is already 
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impacting senior households’ ability to pay for housing, utilities, food, and other essential expenses.  
Exhibit 2 demonstrates the financial impact on senior households. 

 

Cost as a Percentage of Household Income – Age 55+ Exhibit 2 
  
 Senior Households LOWWP Cost As 
Households by Income Number Percent A Percentage of HI 

< $15,000 197 7.71% at least 12.0% 
$15,000 - $24,999 347 13.58% 12.0% - 7.2% 
$25,000 - $34,999 284 11.11% 7.2% - 5.1% 
$35,000 - $49,999 438 17.14% 5.1% - 3.6% 
$50,000 - $74,999 408 15.96% 3.6% - 2.4% 
$75,000 - $99,999 524 20.50% 2.4% - 1.8% 
$100,000 - $149,999 200 7.82% 1.8% - 1.2% 
$150,000 - $199,999 88 3.44% 1.2% - 0.9% 
$200,000 - $249,999 23 0.90% 0.9% - 0.7% 
$250,000 - $499,999 35 1.37% 0.7% - 0.4% 
$500,000 + 12 0.47% 0.4% or less 

Source:  U.S. Bureau of the Census, 2000 Census of Population and Housing.  ESRI 
forecast for 2008. 

 

Exhibit 2 demonstrates a number of affordability concerns for senior households.  At $1,800 annually: 

 The cost of the LOWWP will exceed 2% of household income for more than 65% of senior 
households in the PZ. 

 The cost of the LOWWP will exceed 1.5% of household income for more than 85% of senior 
households in the PZ. 

 Cost as a percentage of household income will be very near double-digits for over 20% of senior 
households in the PZ. 

 Cost as a percentage of household income will be comparable to the US average for less than 2% 
of senior households in the PZ. 

According to the USEPA guidelines, the LOWWP will be deemed unaffordable to over 65% of senior 
households. 

 

Long-term Operating and Maintenance (O&M) Costs 

As discussed above, the $25,000 assessment does not include O&M costs, or the one-time cost to 
connect to the wastewater collection system.  O&M costs have not yet been provided; therefore, these 
costs are not analyzed.  However, it is worth examining utility allowances provided by the Housing 
Authority of the City of San Luis Obispo.  Utility allowances are used when calculating affordable 
housing costs. 
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Monthly Utility Allowance - Sewer Exhibit 3 
  
 Number of Bedrooms 
Community 0 1 2 3 4 
Cambria $32 $34 $37 $43 $48 
Cayucos $37 $37 $37 $37 $37 
Los Osos $150+ $150+ $150+ $150+ $150+ 
Morro Bay $34 $34 $34 $34 $40 
Pismo Beach / Shell Beach $32 $32 $32 $32 $32 
San Luis Obispo $20 $25 $36 $51 $66 

Source:  Housing Authority of the City of San Luis Obispo (excluding Los Osos). 
 

The monthly costs in Exhibit 3 are not necessarily actual costs for most households in these 
communities (with the exception of Los Osos when the LOWWP assessment comes due).  Rather, these 
figures are deemed affordable for the dwelling size and are based on representative costs in these 
communities.  They are useful here for comparison purposes. 

 

Regional Cost of Living and Status of Local/Regional Economy 

According to ESRI, residents in the PZ spend slightly more on housing and other expenditures compared 
to the national average.4  Where 100 represents the national average, PZ household spending indices 
include: 

Housing: 106 
 Original home mortgage 115 
 Home mortgage interest 109 
 Home mortgage principal 108 
 Lump sum home equity interest 114 
 Lump sum home equity principal 112 
Health care 105 
Personal care products and services 104 
Life and other insurance 105 

 

According to ESRI, housing expenditures consume 29% of household income.  Furthermore, payments 
associated with home mortgages and home equity loans have large spending indices relative to 
nationwide averages. 

According to data complied by the California Realtor’s Association, homes in San Luis Obispo County 
lost 40% of value from the peak price in June 2006 to September 2008. 

According to DataQuick: 

 The median sales price in Los Osos in September 2008 was $397,500, which is a 6.9% decline 
from September 2007’s median price of $427,000. 

 Looking back to April 2007, which had a median price of $437,000, the decline to September 
2008 is 9.4% 

                                                           
4 Source:  2004 and 2005 Consumer Expenditure Surveys, Bureau of Labor Statistics.  ESRI forecast for 2008. 
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 DataQuick’s most recent sales figures are for November 2008; the median price for Los Osos 
was $348,000, which was a decline of 12.5% from September 2008 and 20.4% from April 2007. 

 

Real estate and financial experts are unable to predict when housing prices will “hit bottom,” though 
some speculate it will be in 2009 or 2010.  Experts also cannot predict how low this “bottom” will go.  
This is significant for a number of reasons.  Homeowners who had planned to use home equity to pay 
for the assessment and/or connection costs may find they no longer have equity.  For those homeowners 
who have enough equity, loans may be possible; however, requirements for borrowing have tightened.  
Further, particularly if one has a low or fixed income, qualifying debt to income ratios must meet strict 
guidelines.  Seniors who might have considered a reverse mortgage may think twice before locking in 
current home values that have declined significantly. 

Homeowners who are forced to move because they cannot afford the LOWWP costs may find 
themselves having to sell their home for less than they owe.  Or they may be unable to sell at all and 
experience default or foreclosure.  According to RealtyTrac, in January 2009, there were approximately 
40 properties in the PZ that were in default or bank-owned. 

Renters will have a similar experience in that they may be forced to move due to LOWWP costs passed 
through from the property owner. 

Estimates can be made and they can be challenged.  But the facts are fairly clear that there will be a 
significant financial impact on a very large portion of the PZ population that the County will need to 
take into account.  Unfortunately, no one has given this much attention and unless the sewer costs are 
made affordable, or grant programs established, or some creative financing programs are put into place, 
there will be a very difficult situation at hand. 

Additionally, the EPA and the SRWCB will be looking at costs and funding options.  The cost burden 
will not escape scrutiny. 
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