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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
June 14, 2016
TO:
Mayor and Councilmembers

FROM:
Water Resources Division, Public Works Department


Environmental Services Division, Finance Department 
SUBJECT:
Public Hearing Regarding Proposed Increases To Water Fees, Wastewater Rates and Fees, And Solid Waste Rates For Fiscal Year 2017
RECOMMENDATION: That Council:

A. Hold a public hearing, as required by State law, regarding proposed water fee increases, wastewater rate and fee increases, and solid waste rate increases for Fiscal Year 2017;

B. Continue the public hearing regarding Fiscal Year 2017 water rates to August 9, 2016; and
C. Provide direction to staff regarding any changes to the proposed Fiscal Year 2017 utility rates and fees for wastewater, solid waste collection services, and water fees.
EXECUTIVE SUMMARY:
Staff is recommending increases in wastewater and solid waste collection rates for Fiscal Year 2017. Proposition 218 requires that utility customers be notified of proposed rate increases, and that a public hearing be held prior to the adoption of the rate increases. Notices for the public hearing were mailed to water, wastewater, and solid waste customers in April 2016. The notices were also posted on the City’s website and emailed to e-bill customers.  However, with respect to water rates, staff recommends that the public hearing be continued to August 9, 2016 to allow further review of the rates. 
Pursuant to Government Code Sections 66013 and 66016, a separate noticing process is required for other one-time water and wastewater related fees (e.g. installation fees). This process requires that changes to water and wastewater related fees be made available two weeks prior to the public hearing, and any interested parties are notified of the proposed changes. A copy of the proposed changes to water and wastewater related fees was provided to the City Clerk’s office on April 19, 2016 for public review. 
Solid waste rate adjustments include the following: 1) Consumer Price Index (CPI) adjustment, 2) tipping fee increases, and 3) rebalancing the cost of multi-unit residential and business sector containers. The primary driver for wastewater rate increases is reduced revenues due to decreased water use in response to the drought, combined with increased costs of capital improvement projects. Major capital projects include renewal of the treatment plant’s secondary treatment process infrastructure and rehabilitation and repair of the wastewater collection system pipes. 
Wastewater revenues will support ongoing operations, maintenance, rehabilitation and improvement of the wastewater system. 
DISCUSSION:
As presented to Council during the development of the Fiscal Year 2017 recommended budget, staff is recommending increases in wastewater and solid waste collection rates for Fiscal Year 2017. Proposition 218, approved by California voters in 1996, requires that customers of a utility be notified of proposed rate increases through the agency’s regular billing statement, or by direct mail sent to the billing address, and that a public hearing be held prior to the adoption of the rate increases. A rate increase can be adopted unless a majority of the customers submit a written protest. Accordingly, the notices for the public hearing were mailed to water, wastewater, and solid waste customers in April 2016 (See Attachments 1 and 2). The notices were also posted on the City’s website and emailed to e-bill customers. As of June 9, 2016, eight written protests have been received. Adopted rates may be lower than proposed rates noticed to customers, but cannot be higher than noticed rates.
Per Government Code Sections 66013 and 66016, a separate noticing process is required for other one-time water and wastewater related fees (e.g. installation fees). This process requires that changes to water and wastewater related fees be made available two weeks prior to the public hearing, and any interested parties are notified of the proposed changes. A copy of the proposed changes to water and wastewater related fees was provided to the City Clerk’s office on June 2, 2016, for public review. As of June 9, 2016, no written protests have been received.

Solid Waste Rates

The following adjustments are proposed for the Fiscal Year 2017 rate schedule:

1. Consumer Price Index (CPI) Adjustment: An increase of 1.3 percent to all customer classes tied to the CPI is proposed to fund the Environmental Services Division operations and to compensate MarBorg Industries, the City’s contracted hauler, pursuant to its contract with the City.

2. Tipping Fee Increases: An increase of 0.7 percent to all customer classes is needed to cover increases to the tipping fees charged at the processing and disposal sites that receive the City’s solid waste. 

3. Rebalancing Cost of Multi-Unit Residential and Business Sector Containers: In the current rate schedule, the per-gallon rate is not consistent among cart, can, and dumpster service. In the multi-unit residential sector, carts and cans are priced less than equivalent dumpster service. Conversely, in the business sector, dumpsters are priced less than equivalent cart and can service. 

This pricing imbalance financially incentivizes customers to subscribe to the lower-priced container, regardless of whether that container best meets customer’s needs. For example, some customers may prefer wheeled carts, which are mobile and easy to maneuver around a property. Others may prefer dumpsters, which hold 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.

To remedy this pricing disparity, similar to previous years, staff is recommending adjustments to the the cost of carts, cans, and dumpsters in the multi-unit residential and business sectors on a revenue-neutral basis as follows: 

· Multi-Unit Residential: rates for multi-unit residential carts and cans will increase up to 3.5 percent, and multi-unit dumpsters will increase up to 0.6 percent. 
· Business: rates for business carts and cans will decrease to 10.6 percent, and business dumpsters will increase up to 3.7 percent. 
The impact of this change on actual bills will vary depending upon a customer’s specific mix of cans, carts, and dumpster service. The maximum impact to any single multi-unit residential and business customer’s bills, due to these adjustments, are 1.5 percent and 1.7 percent, respectively. 

Finally, adjustments to the rates for roll-off and compactor service are proposed to align the rates with the costs of delivery of the material to local and long-haul disposal sites. 

Wastewater Rates

In accordance with state requirements, wastewater rates are currently structured such that the majority of revenue is collected through volumetric charges that are charged based on the amount of water used. With reduced water use during extreme drought conditions and increased costs of capital improvement projects, previously implemented rate increases have not resulted in the necessary revenues to fund the planned program of work. Therefore, staff is proposing an increase of 5.5 percent in wastewater rates for Fiscal Year 2017. This is a 0.5 percent increase over the 10-year Financial Plan (Plan), developed in 2013 to support ongoing operations, maintenance, rehabilitation and improvement of the wastewater system. The principal 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 permit compliance, and avoid higher costs and other impacts associated with deferred maintenance. 

In 2016, staff looked at options to transition to a rate structure in which the fixed and variable charges would more closely match the fixed and variable costs of operating the wastewater system. The benefit is a more stable revenue source for the Wastewater Fund, that would ensure adequate financial resources are available to perform required operation, maintenance and replacement of capital facilities. However, based on the impacts this change would have on lower volume water users, it was recommended that these changes be postponed until drought related impacts to Water and Wastewater rates have stabilized. 
The Fiscal Year 2017 increase for the maximum bill to a single-family residential customer would be $2.51 per month, from $45.36 to $47.87. All commercial classifications will receive the same 5.5 percent rate increase in Fiscal Year 2017. 
Water Rates
On November 24, 2015, Council authorized the Public Works Director to execute a City Professional Services contract with Raftelis Financial Consultants, Inc., for the development of proposed Fiscal Year 2017 Water Rates.  Staff continues to refine the rate model and recommends continuing consideration of Fiscal Year 2017 water rates until the August 9, 2016 City Council meeting.
Water and Wastewater Fees

The following changes to both water and wastewater related services fees are recommended for Fiscal Year 2017.  There is only one minor change to wastewater fees proposed and it is related to the cost of cancellation of contracted work.  Changes to water fees reflect updated labor and material costs along with new fees for development review.  The proposed changes were all presented to the Finance Committee on May 17, 2016, without comments. A copy of the proposed fee changes and supporting memorandum are on file at the City Clerk’s office for public review.
Public Meetings
Below is a summary of the public meetings where rates and fees were discussed for solid waste, wastewater, and water.

On March 15, 2016, the Finance Committee received presentations from staff on the proposed rate increases for wastewater and solid waste with a recommendation to proceed with noticing customers. On May 17, 2016,  the Finance Committee received a presentation from staff on the proposed fee changes for water, wastewater, and solid waste with no recommended changes from the Committee. 
Water Commission discussed the proposed changes to Water and Wastewater rates at meetings on February 18, 2016, and May 19, 2016. At the May 19, 2016, meeting proposed changes to the water and wastewater fees for Fiscal Year 2017 were also presented. Water Commission recommended the proposed water and wastewater rates and fee changes for Council consideration. 

Proposed Fiscal Year 2017 water rates were discussed with Council on February 23, 2016, March 8, 2016, April 12, 2016, and May 23, 2016. 
ATTACHMENTS:
1.
Notice of Public Hearing – Proposed City Fiscal Year 2017 Wastewater and Trash and Recycling Rates


2.
Notice of Public Hearing –Proposed City Fiscal Year 2017 Water Rates
PREPARED BY:
Joshua Haggmark, Water Resources Manager


Matt Fore, Environmental Services Manager

SUBMITTED BY:
Rebecca J. Bjork, Public Works Director 


Robert Samario, Finance Director 
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