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CITY OF SANTA BARBARA

COUNCIL AGENDA REPORT

AGENDA DATE:
June 10, 2014
TO:
Mayor and Councilmembers

FROM:
Water Resources Division, Public Works Department


Environmental Services Division, Finance Department 
SUBJECT:
Public Hearing Regarding Proposed Utility Rate Increases For Fiscal Year 2015
RECOMMENDATION:   That Council:

A. Hold a public hearing, as required by State law, regarding proposed utility rate increases for water, wastewater and solid waste collection services for Fiscal Year 2015; and

B. Provide direction to staff regarding any changes to the proposed Fiscal Year 2015 utility rates.
EXECUTIVE SUMMARY:
The water rates that are recommended for Fiscal Year 2015 are the result of a drought water rate study that evaluated upcoming revenue requirements for the Water Fund based on capital improvement planning, reserve requirements, debt service, and operations and maintenance costs. 

The drought-based water rates have been designed to incentivize extraordinary water conservation, while also providing sufficient revenues to meet operating and debt service requirements in order to maintain compliance with obligations to holders of City bonds. However, the proposed water rates will not generate enough revenue to cover the full cost of necessary drought-related capital projects. Therefore, additional costs will be funded from a combination of reserves, the reprogramming of already funded Fiscal Year 2014 capital projects, and the postponement of planned Fiscal Year 2015 capital projects, including main replacements, pump station improvements, and other maintenance projects.
For Fiscal Year 2015, Water Resources staff is proposing an across-the-board wastewater rate increase of 5.5%, as well as reclassification of commercial accounts. The rate increase will provide funding for operations, maintenance, and capital improvements needed to keep the wastewater utility functioning reliably and in compliance with federal and state regulations. 
The rates for trash and recycling services are proposed to increase by 1.6% for all customer classes to cover: 1) contractually-required CPI increases to the compensation paid to MarBorg Industries; 2) increases to the tipping fees charged by the processing and disposal sites that receive City waste; and, 3) a new fee to fund the long-term repair and replacement of the City’s public trash and recycling containers. In addition to the across-the-board fee adjustment described above, the proposed rate schedule also adjusts multi-unit residential rates to more closely align the rates to collect an equivalent volume of material from carts, cans and dumpsters. 

DISCUSSION:
As presented to Council during the development of the Fiscal Year 2015 recommended budget, staff is recommending increases in water, wastewater and solid waste fees for Fiscal Year 2015. Proposition 218, approved by California voters in 1996, requires that customers of a utility must be notified of the proposed rate increase through the agency’s regular billing statement or by direct mail sent to the address used to send billing statements and that a public hearing be held prior to the adoption of the rate increase.  A rate increase can be adopted unless a majority of the customers submit written protests.  Accordingly, the Notice of a Public Hearing regarding Wastewater and  Trash and Recycling rates (Attachment 1) was sent via customer utility bills in March and April 2014. The Notice of a Public Hearing for Water Rates (Attachment 2) was sent directly to customers in April 2014. The notices were also posted on the City’s website. As of publication of this CAR, eleven written protests on one or more of the proposed rate increases have been received. 

Water Rates

Santa Barbara is experiencing unprecedented drought conditions. In response, Council declared a Stage Two Drought Condition, which establishes a targeted system-wide reduction of 20% in water use. The proposed drought-based water rates are based on an analysis of cost of service and are designed to preserve the normally scheduled rate increase for the lowest tier rates and fixed meter fees and to incentivize extraordinary water conservation for the higher tiers to help achieve the overall 20% reduction in water use. In Fiscal Year 2014, a drought-based water rate study was completed to update the City’s comprehensive water rate model created in 2012. This study evaluated the City’s water rate structure for compliance with state law, for its performance with helping the City meet extraordinary water conservation goals, and with allocating costs fairly between user categories. The rate study was also designed to ensure that there are sufficient revenues, along with some use of reserves, to fund the operations, maintenance and capital improvements needed to keep the water utility functioning reliably and in compliance with federal and state regulations.  
Proposed changes to the existing water rates include: 

· Monthly meter fees:  an increase of 3 to 4%, depending on the meter size. 

· Single-Family Residential use:  a 3% increase for the first four units of water, a 24% increase for the next 12 units of water (a reduction from 14 units), and an increase of 103% for all additional units of water.

· Multi-Family Residential use: a 3% increase for the first four units of water, a 24% increase for the next four units of water, and an increase of 103% for all additional units of water.

· Commercial/Industrial: a 3% increase in the 100% base allotment, and a 96% increase for all additional units of water. 

· Irrigation – Residential and Commercial: a 24% increase for 100% of the monthly water budget, and a 103% increase for all additional units of water.

· Irrigation – Recreation, Parks, and Schools: a 3% increase for 100% of the monthly water budget, and a 103% increase for all additional units of water.

· Irrigation – Agriculture:  a 3% increase for 100% of the monthly water budget, and a 103% increase for all additional units of water.

· Recycled:  a 4% increase for all units of water. 

· Outside City Limits: 130% of the corresponding in-City water rates

With the recommended rates, the typical Single-Family Residential water customer, using 12 HCF of water per month, would see a water bill increase of $10.65, from $67.81 to $78.46. Water rates will be revisited upon any status change to the Stage Two Drought Condition.
Wastewater Rates

For wastewater service, an across-the-board increase of 5.5% is proposed for monthly base charges and unit rates for both residential and commercial customers. This is consistent with the Council-approved ten-year financial plan for the Wastewater Fund, developed to support the ongoing operation, maintenance, rehabilitation, and improvement of the wastewater system. The principle goals of the plan are to perform required maintenance to maximize equipment lifecycles, replace capital facilities as needed for the protection of the environment and for permit compliance, and to avoid higher costs and other impacts associated with deferred maintenance.
The Fiscal Year 2015 increase for the maximum bill to a Single-Family Residential customer would be $2.22 per month, from $40.78 to $43.00.  Commercial classifications are being modified to create two additional class categories. All commercial classifications will receive the same 5.5% rate increase in Fiscal Year 2015.  Staff will conduct outreach to commercial users in Fiscal Year 2015 to reduce the strength of food service establishment discharge to the wastewater collection system.  The success of this outreach effort will determine if future differential commercial rate changes will be necessary, based upon cost-of-service criteria.
Solid Waste Rates

The following rate adjustments are proposed for Fiscal Year 2015: 
1. All Customer Classes:  an increase of 1.6% is proposed for all customer classes as follows:
· Consumer Price Index (CPI) Adjustment: 0.81% tied to the CPI to fund Environmental Services Division operations and to compensate MarBorg Industries pursuant to its contract with the City.

· Tipping Fee Increases: 0.09% to cover increases to the “tipping fees” charged by the processing and disposal sites that receive the City’s solid waste. 

· Public Container Maintenance: 0.7% to fund the long-term repair and replacement of approximately 1,300 public trash and recycling containers located throughout the City. 

2. Re-Balance Cost of Multi-Unit Residential Containers: The proposed rate schedule adjusts Multi-Unit Residential rates to reduce the price discrepancy that exists between materials collected in carts and cans and materials collected in dumpsters. 
The current rate for material collected in carts and cans is 10% less per gallon than materials collected in dumpsters. This pricing imbalance financially incentivizes customers to subscribe to carts and cans, even if dumpster service would better meet the customer’s needs. Dumpsters accommodate bulky materials, can consolidate multiple carts and cans on space-constrained property, and are necessary to comply with state recycling mandates and the City’s own franchise agreement. 

The proposed rate schedule re-balances Multi-Unit Residential rates on a revenue- neutral basis, while ensuring that no single customer receives more than a total 2% increase to their monthly bill, net of the across-the-board adjustments discussed above.
Effective Date

The proposed rate increases, if approved, would be included in customer bills mailed starting July 1, 2014 for services provided starting June 1, 2014. The timing of the effective date is consistent with prior year rate adjustments. However, given the potential impacts to certain water customers, our notices and direct mailings have emphasized the June 1st date so that water customers, particularly those that use more than 16 units of water, can minimize the financial impacts of the rate increases by finding ways to reduce water consumption starting no later than June 1st.
Water Commission Review
The Water Commission discussed the proposed changes to the Wastewater Rates and Water Rates at its meetings of February 10, and April 14, 2014, respectively.  

Council and Finance Committee Review
On March 4, 2014, the Finance Committee received a presentation from staff on the proposed utility rate increases for trash and recycling and wastewater services. On April 15, 2014, Council received a presentation from staff on the proposed drought water rates. On May 13, 2014, the Finance Committee received a second presentation from staff on the proposed changes to trash and recycling, water and wastewater rates. Rate and fee changes will be adopted by Resolution with the City’s 2015 Budget.

ATTACHMENTS:
1.
Notice of a Public Hearing regarding Wastewater and Trash and Recycling rates 


2.
Notice of a Public Hearing for Water Rates 
PREPARED BY:
Joshua Haggmark, Acting Water Resources Manager


Matt Fore, Environmental Services Manager

SUBMITTED BY:
Rebecca J. Bjork, Public Works Director 


Robert Samario, Finance Director 
APPROVED BY:

City Administrator's Office
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