NEW BUSINESS ITEM A

ity of Biishan
Hgenda Report

To: City Council via City Manager

From: Administrative Services Director

Subject: Prop 218 mailing for water and sewer rate increase
Date: May 2, 2011

Purpose:

To provide a safe and secure water and wastewater system to the community which 1s financially
viable,

Recommendation:

To direct staff to begin the Proposition 218 process for passing through water purchase and sewer
processing increases in order to maintain clean, safe water and sewer systems.

Background:

In 2001 the FCS Group determined that water and sewer rates needed to be increased over 200% in
order to pay for on-going costs as well as needed capital projects. As part of the review process
Council directed staff to develop a method to ensure annual rate increases would be as level as
possible. Staff recommened and City Council approved Ordinance which would allow for an
mflationary factor in automatic rate increases to further ensure the financial integrity of the Utility
Fund.

On August 13, 2001 the City Council discussed Ordinance No. 458 which set the process for
determining future water and sewer rate increases. Additionally, the proposed Ordinance
recommended that all cost increases from San Francisco be passed on to customers to ensure that the
City would not again fall as far behind in water and sewer rates as it had by 2001.

Since then, the City has raised rates seven times for a total increase of 186% in water and 173% in
Sewer.

Subsequent to passing Ordinance No. 458, the California Supreme Court ruled that water and sewer
charges are property related and subject to Proposition 218, the Right to Vote on Taxes Act. As such,
we are required to notifly property owners regarding any increase and hold a public hearing at least 45
days later to allow time for community input. As a courtesy to our customers, we also notify renters of
the forthcoming change in rates.

The Subcommitiee reviewed a proposed 3% increase in 2009 and decided to recommend to the
Council that the increase not be passed through. Their decision was based on the fact we had a 17%
increase the vear before and the current economic climate was dismal. Both of these factors would
have made it difficult for individuals to afford another increase.



In March of 2010, the subcommittee reviewed a proposal to change the structure of water & sewer
rates so that the base charge coveres the fixed costs. Because of on-going concern about the economic
health of our citizens, this was tabled. The increase for fiscal year 10-11 from SFPUC would have
been 15.2% which would have been about a 5% water rate increase. We did a Prop 218 mailing for this
rate increase. However, during the public hearing, city council determined that the economic
conditions in the city had not improved and chose to forego the increase.

In February and March of 2011, the subcommittee reviewed the proposed increase from SFPUC and
directed staff to bring the information to the City Council.

Discussion:

The City of Brisbane purchases its water from SFPUC. As such, we need water rates that cover our
cost of water as well as the cost of the infrastructure. We have been notified by SFPUC that they
intend to increase our water rates by 48% effective July 1, 2011.The City of Brisbane pays San
Francisco to process our wastewater. We expect a rate Increase on sewer costs also.

SFPUC is increasing the cost of water by 47%. This is in addition to the 15% the City did not pass
through previously. Ordinance 489 states the City will pass through to customers the increase in the
cost of purchasing water. If we were to pass these increases through to our fixed charge and our tiered
rates there would be an 18.6% rate increase. However, staff recommends increasing the fixed charge
by 7% and the tiered rates by 35%. This will increase the cost for bigger water users and therefore
encourage additional conservation.

The anticipated increase in sewer processing is 5% along with the 6% increases that have not been
passed on for the last two years. Wastewater processing makes up about 1/3™ of the budget so a 4%
increase would be needed to be passed through.

For the average residential water and sewer user (10 units per two months) the proposed increase
would be §16.28 or $8.14 a month for water and $3.83 or $1.92 sewer. The total bimonthly bill for
water would be $78.87 and sewer would be $99.69.

In order to pass on these mcreases, we are required to do a Proposition 218 mailing announcing the
increase, wait 45 days, then have a public hearing. Uunless a majority of tax payers protest the rate
increase, then it goes into effect. Because our our bi-monthly billing, we do not intend to increase the
rates until January 2012.

Recent legislation allows us to process a Prop 218 vote and then pass on rate increases and cost of
living mcrease for five years without any additional mailings. Staff recommends that we go with this
procedure.

When we return in six weeks for the public hearing, staff will present a detailed look at utility rates
mcluding:

what drives water and sewer rates;

what options we have considered over the past few years to save costs;

what capital improvement projects have been completed and which ones are waiting for funding;
the effect of conservation; and

what it means to be an enterprise fund.



Fiscal Impact:

The cost of doing a Prop 218 mailing is approximately $2,000.

Measure of Success

The measure of success is balancing the government driven costs for safe water and properly handled
wastewater with rates that are allocated fairly.
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