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CITY OF SANTA BARBARA

COUNCIL AGENDA REPORT

AGENDA DATE:
August 9, 2016
TO:
Mayor and Councilmembers

FROM:
Water Resources Division, Public Works Department

SUBJECT:
Fiscal Year 2017 Water Rates Public Hearing And Adoption of Resolution Amending a Portion of Resolution No. 16-044 Establishing Water Rates and Fees
RECOMMENDATION:  That Council: 
A.
Hold the continued public hearing for Fiscal Year 2017 water rates from June 14, 2016; and
B.
Adopt, by reading of title only, a Resolution of the Council of the City of Santa Barbara Amending a Portion of Resolution No. 16-044 Adopted by the City Council on June 21, 2016, and Establishing Certain Water Service Rates, Fixed Monthly Charges and Metered Volumetric Charges.
.
DISCUSSION:
As presented to Council during the Fiscal Year 2017 budget development, staff is recommending increases in water 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 customers in April 2016 (See Attachment 1). The notices were also posted on the City’s website and emailed to e-bill customers. A copy of the proposed changes to water rates was provided to the City Clerk’s office on July 28, 2016, for public review.  As of August 4, 2016, one (1) written protest has been received. Adopted rates may be lower than proposed rates noticed to customers, but cannot be higher than noticed rates.
On June 14, 2016, Council opened the public hearing and decided to continue the public hearing to August 9, 2016, for further refinement of the water rates model. 
Water Rate Model Refinements

Fiscal Year 2017 includes the start of the sixth year of what is the new drought of record.  Water supplies this fiscal year are planned to be dramatically different then past years, with the absence of key local supplies such as Cachuma and Gibraltar reservoirs. 
The public hearing was moved to August 9, 2016, to allow sufficient time to confirm that the proposed rates are in alignment with Proposition 218, and consistent with the priorities established by Council in previously adopted water rates. Water rates for metered volumetric charges consist of several components. One of the components is the supply unit cost, which is established for tiered water rates by allocating the City’s potable water sources to customer classes and tiers, based on priorities. The priority levels summarized in Attachment 2 have been used for the development of revised Fiscal Year 2017 water rates, which are consistent with water rates previously adopted by Council.
Water rate notices, required by Proposition 218, were mailed in April 2016. The proposed water rates have been revised to reflect the supply allocation priorities. The revised rates proposed for adoption are the same as the noticed rates (Attachment 1), except that the proposed volumetric rate per hundred cubic feet (HCF) for Residential Tier 1 has been lowered from $4.89/HCF to $4.56/HCF, and the Commercial Tier 1 rate has been lowered from $7.88/HCF to $6.28/HCF.  

Upon adoption of revised Fiscal Year 2017 water rates on August 9, 2016, customers would begin to see the changes on their water bill starting as early as September 10, 2016. An example water bill for single-family customers with low, moderate, and high water use is illustrated below:
	Usage Level
	Monthly Usage (HCF)
	Existing Bill
	Proposed Bill
	Difference

	Low
	4
	$40.29
	$42.74
	$2.45

	Moderate
	10
	$91.35
	$120.56
	$29.21

	High
	20
	$216.77
	$295.46
	$78.69


Unincorporated Area Customers

Historically, City and unincorporated area county customers have been treated as separate customer classes. This distinction has been made because the cost of providing service to the customer class located in the unincorporated area is greater than the cost of providing the same service to customer classes located inside the City. The cost differences are due to the added expenses associated with topography (more hills and required pumping), density (larger parcels mean more pipe length per parcel), Santa Barbara County regulations, and the fact that approximately five percent of the City’s water rate customers reside in the unincorporated area, yet a disproportionate amount of infrastructure, facilities, and staff resources are required to serve them. The infrastructure and resources needed to serve the unincorporated area makes up 11 percent of the City’s water mains and fire lines, 19 percent of the City’s reservoirs, 30 percent of the City’s pump stations, and 12 percent of the City’s Water Distribution staff resources. 

While the additional cost of service to customers in unincorporated areas is justified, further review of the water rates is needed to determine how these costs can be recovered. Therefore, it is recommended that the 30% additional cost increment for the unincorporated areas water rates be temporarily suspended. It is anticipated that the additional cost of service to serve unincorporated areas will be reflected in future rate adjustments.
Revenues, Reserves, and Debt Coverage

Projected annual revenue from the revised Fiscal Year 2017 water rates is $43 million. The annual revenue from the revised rates is about $2.7 million lower than the originally noticed rates, which will be covered through earned interest income in Water Fund reserves that has accumulated since Fiscal Year 2011 and totals approximately $3.1 million. 
In addition, there is an estimated $500,000 revenue loss caused by delaying the adoption of increased water rates by approximately one month. This revenue loss will be covered through Water Fund reserves that have been funded through previous water rates.  
At the close of Fiscal Year 2016, the reserve balance for the Water Fund is estimated to be $23.3 million, compared with the policy target of about $19 million. The noticed rates assumed planned use of reserves to minimize the financial impacts of the drought on customer water bills. Approximately $7.3 million of reserves are planned to be used in Fiscal Year 2017. The ending reserve balance in Fiscal Year 2017 is projected to be approximately $16 million, which is $3 million below the current policy target. 
The City’s Water Fund parity debt obligations contain a covenant that rates must be set at a level which is sufficient to generate revenue to maintain a debt coverage ratio of 125 percent of total debt service on all parity debt obligations. The debt coverage ratio is calculated by dividing the net operating revenue by the total debt service. Should actual revenue in any fiscal year be lower than expected, or actual operating expenses be higher than projected, the City has $5 million in the Water Fund Rate Stabilization Fund to help meet debt coverage requirements. It is currently projected that approximately $2 million of the Water Fund Rate Stabilization Fund will be used to meet debt coverage requirements in Fiscal Year 2017.
The record of proceedings in this matter includes the following:
· Raftelis (“RFC”), 2013. City of Santa Barbara Water Financial Plan & Rate Study Report, August 2013.

· RFC, 2014. City of Santa Barbara Water Drought Rates Development for Fiscal Year 2015. Memorandum from Sudhir Pardiwala/Hannah Phan to Cathy Taylor dated May 5, 2014.

· RFC, 2015a. City of Santa Barbara Water Rates Development for Fiscal Year 2016. Memorandum from Sudhir Pardiwala/Hannah Phan to Kelley Dyer dated March 30, 2015.

· RFC, 2015b. Debt Coverage Ratio Report for Water Utility. Letter from Sudhir Pardiwala/Hannah Phan to Kelley Dyer dated July 24, 2015.

· RFC City of Santa Barbara Water Rates Development for Fiscal Year 2017. DRAFT Memorandum from Sudhir Pardiwala/Hannah Phan to Kelley Dyer dated May 31, 2016. 
· Bartle Wells Associates, 2016. City of Santa Barbara Fiscal Year 2016/17 Water Rate Model Analysis. Memorandum from Douglas Dove/Michael DeGroot to City of Santa Barbara City Council, July 27, 2016.
· Statement of Interest Income 2011-2015 dated July 25, 2016 (source- City of Santa Barbara Finance Director)
·  Any new evidence or testimony presented at the hearing.

All documents listed above are available for review by the public in the City Clerk’s Office and by the City Council in the City Council reading file.
Public Meetings

Water Commission discussed proposed changes to Fiscal Year 2017 water rates on February 18, 2016 and May 19, 2016. Proposed Fiscal Year 2017 water rates were discussed with Council on March 18, 2016, April 12, 2016, and May 23, 2016.
ATTACHMENT(S):
1.     Fiscal Year 2017 Water Rate Notice, mailed in April 2016

2.  Policies for Water Supply Cost Allocation to Customer Classes/Tiers 
PREPARED BY:
Joshua N. Haggmark, Water Resources Manager/KD/mh
SUBMITTED BY:
Rebecca J. Bjork, Public Works Director
APPROVED BY:
City Administrator’s Office
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