Agenda Item Number: 1

CITY OF SEBASTOPOL CITY COUNCIL

AGENDA ITEM REPORT FOR MEETING OF: April 23, 2024
To: Honorable Mayor and City Councilmembers
From: Don Schwartz, City Manager

Toni Bertolero, Engineering Department Consultant, GHD
Dante del Prete, Public Works Superintendent
Subject: Water and Wastewater Rates

RECOMMENDATIONS:
Adopt Option 1 increases for water and sewer rates and direct staff to prepare the Final Draft Financial Plan and
Cost-of-Service Study and take other corresponding steps.

EXECUTIVE SUMMARY:

The water and sewer rates have not covered the costs of operating the City’s water and sewer systems since
Fiscal Year 2019-20. While we expect the Water Fund to have an ending balance of approximately $13,123 at the
end of June; the Wastewater Fund will likely be in the hole by over $1 million. We are borrowing funds from the
General Fund to continue operations. Attachment 3 describes how we reached this point.

In addition to the fiscal condition of the Enterprise funds, the City’s water and wastewater systems are in poor
condition. The aging infrastructure has led to leaking and broken pipes, minor interruptions in service, higher
costs, and at least one sewage spill in 2023. Further delays in repairs and replacement increase the risks of more
frequent and serious interruptions of basic services, which means that residents or businesses could be without
water or sewer service for several days. Substantial immediate rate increases are necessary to cover the
operating costs of the system, pay back funds borrowed from the General Fund, and provide funding for
maintenance and replacement.

Staff have developed two options. Both have the same day-to-day operating expenses and debt service
assumptions. However, the two options differ in staffing proposals and capital project spending for the 5-year
period in the study. See Table 1 for Water and Table 2 for Wastewater. The tables summarize the revenue
increases needed under each option. The details supporting Tables 1 and 2 are shown in later Tables.

Table 1: Summary of Key Differences between Option 1 and Option 2, Water Fund, Escalated Dollars

FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
Option 1
Added staffing cost S46,000 None $37,000 None $95,000
CIP spending (Total) $809,000 $1,191,000 $4,143,000 $1,985,000 $851,000
Op. Reserve goal 25% 25% 25% 25% 25%
Projected Reserve 10% 25% 55% 31% 38%
Revenue increases 50% 16% 1.5% 1.5% 1.5%
Option 2
Added staffing cost S46,000 None $37,000 None None
CIP spending (Total) $135,000 $834,000 $3,661,000 $401,000 $851,000
Op. Reserve goal 25% 25% 25% 25% 25%
Projected Reserve 25% 25% 46% 58% 54%
Revenue increases 37% 1% 1% 3.5% 3.5%
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Table 2: Summary of Key Differences between Option I and Option 2, Wastewater Fund, Escalated Dollars

FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
Option 1
Added staffing cost S46,000 None $37,000 None $95,000
CIP spending (Total) $781,000 $773,000 $1,492,000 $2,111,000 $709,000
Op. Reserve goal 25% 25% 25% 25% 25%
Projected Reserve 2% 13% 12% 9% 27%
Revenue increases 65% 14% 11% 11% 2%
Option 2
Added staffing cost S46,000 None $37,000 None None
CIP spending (Total) $36,000 $158,000 $804,000 $444,000 $1,327,000
Op. Reserve goal 25% 25% 25% 25% 25%
Projected Reserve 9% 19% 15% 26% 27%
Revenue increases 50% 11% 10% 10% 10%

Option 1 is the “baseline” and recommended option because it is, in the best professional judgment of staff, what
we should do to properly operate the City’s water and wastewater systems. Option 2 is a lower level of service
alternative, offered to reduce rate increases while meeting minimum requirements.

Option 1 includes additional staffing to allow for better preventative maintenance, more timely response to
emergency repairs, and more funding for system replacement. This is defined as the baseline option because any
other options should be compared with this baseline.

Option 2 was developed because Council requested an option with zero staffing and zero CIP. Staff could not, in
its judgment, come up with such an option. For example, Well 4 replacement is State-mandated and needs to be
implemented. However, given the fiscal state of the Enterprise funds, Option 2 was developed to get closer to
Council’s direction and is a lower level of service that staff “can live with” given the poor fiscal state of the funds.
This option increases the risk of failures and the consequences of leaking and broken pipes, more frequent and
longer interruptions in water and sewer service, and sewage spills. If Option 2 is selected by Council, it is
recommended that each year staff report to Council to see if there is an opportunity to add capital replacement
projects that will benefit the system.

BACKGROUND:

In May 2023, the City contracted with Raftelis to conduct a Utility Rate Study for both Water and Wastewater
Enterprise Funds. A rate study is recommended to be done approximately every five years to ensure the City will
have sufficient water and wastewater revenues to meet ongoing operational and capital obligations. Over the past
10 years, the City has conducted two prior rate studies: a study in 2012 (done in-house) with a five-year rate
structure approved by the Council on February 20, 2012 and a subsequent study in 2019 (prepared by an outside
consultant, Willdan) with a four-year rate structure approved by the Council on January 7, 2020.

On October 3, 2023, staff brought forward a review of the Enterprise funds and showed the water and wastewater
funds projected to be in a negative balance situation. To address the severity of the fund cash balances, staff
presented three scenarios for significant rate increases shown in Table 3. The scenarios assumed a rate increase
would be in effect by March 2024.
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Table 3: Scenarios Proposed for Consideration on October 3, 2024

Scenario 5-year Revenue (1) staff CIP funding Positive Cash | 25% Reserve
Increase Regmt. (%) added by Balance by by

Water Fund

1-0&M 60/5/2/2/2 FY 2024-25 None FY 2024-25 FY 2026-27

2 — Right the ship 125/0/0/0/0 FY 2024-25 Yes, as planned FY 2023-24 FY 2025-26

3 — CIP phase-in 75/6/5/5/5 FY 2024-25 Reduced level, then ramps up FY 2024-25 FY 2025-26

Wastewater Fund

1-0&M 125/0/0/0/0 FY 2025-26 None FY 2024-25 FY 2024-25

2 — Right the ship 175/0/0/0/0/0 FY 2025-26 Yes, as planned FY 2023-24 FY 2024-25

3 —CIP phase-in 125/0/0/0/0 FY 2025-26 Reduced level, then ramps up FY 2023-24 FY 2024-25

At the meeting, Council had many questions and directed staff to complete the City’s General and Administrative
cost allocation study (also known as G&A Allocation study to properly distribute the costs of overhead among City
functions) before returning with an updated plan. They also wanted to know “how did we get here?” Lastly,
Council wanted to see the full report and not just summary scenarios. The questions from Council, and staff’s
responses are listed in Attachment 2. The G&A Allocation Study was accepted by Council at the February 20, 2024
meeting and results in a decrease of allocation to the water and wastewater enterprise funds effective July 1,
2024. For an analysis as to “how did we get here?,” see Attachment 3.

DISCUSSION:
The key differences between the two options are shown in Tables 4 through 7 and are detailed in the Financial
Plan presentation (Attachment 1). The key differences are the staffing proposal and CIP spending.

Regarding staffing, the costs of proposed positions are presented in the tables below. A 1% increase in revenues
in the Water Fund generates about $23,000/year. A 1% increase in revenues in the Wastewater Fund generates

$31,000/year.

Table 4: Detail Summary for Option 1, Water Fund

Option 1-Water FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
Staffing Shift 0.5 exist. No change Return 0.5 No change Add 0.5 new
Parks Laborer Parks Laborer; Maint. Worker
add 0.5 new
Maint. Worker
Added staffing cost $46,000 No change $37,000 No change $95,000
CIP spending (Total) $809,000 $1,191,000 $4,143,000 $1,985,000 $851,000
Well 4 (P1) 476,000 3,282,000
Water Master Plan (P2) 135,000
Florence WL South (P3) 33,000 243,000
Florence WL North (P3) 71,000 538,000
Pleasant Hill Rd WL design (P3) 401,000
Replacement Program (P3) 674,000 715,000 757,000 803,000 851,000
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Table 5: Detail Summary for Option 2, Water Fund
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Option 2-Water FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
Staffing Shift 0.5 exist. None Return 0.5 None None
Parks Laborer Parks Laborer;
add 0.5 new
Maint. Worker
Added staffing cost $46,000 None $37,000 None None
CIP spending (Total) $135,000 $834,000 $3,661,000 $401,000 $851,000
Well 4 (P1) 476,000 3,282,000
Water Master Plan (P2) 135,000
Florence WL South (P3)
Florence WL North (P3)
Pleasant Hill Rd WL design (P3)
Replacement Program (P3) 357,000 379,000 401,000 851,000
Table 6: Detail Summary for Option 1, Wastewater Fund
Option 1-Wastewater FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
Staffing Shift 0.5 exist. None Return 0.5 None Add 0.5 new
Parks Laborer Parks Laborer; Maint. Worker
add 0.5 new
Maint. Worker
Added staffing cost S46,000. No change $37,000. No change S67,000.
CIP spending (Total) $781,000 $773,000 $1,492,000 $2,111,000 $709,000
Zimpher Ck Sewer Part 1 (P1) 36,000 1,000 280,000
Zimpher Ck Sewer Part 2 (P1) 137,000 1,000 809,000
Zimpher Ck Sewer Part 3 (P1) 35,000 37,000. 526,000
Sewer Master Plan (P2) 148,000
Florence Avenue — South 1,000 27,000 370,000
Florence Avenue — North 1,000 27,000 263,000
Replacement Program (P3) 562,000 596,000 631,000 669,000 709,000
Table 7: Detail Summary for Option 2, Wastewater Fund
Option 2 - Wastewater FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
Staffing Shift 0.5 exist. None Return 0.5 None None
Parks Laborer Parks Laborer;
add 0.5 new
Maint. Worker
Added staffing cost $46,000. No change $37,000. No change
CIP spending (Total) $36,000 $158,000 $804,000 S444,000 $1,327,000
Zimpher Ck Sewer Part 1 (P1) 36,000 1,000 280,000
Zimpher Ck Sewer Part 2 (P1) 145,000 1,000 857,000
Zimpher Ck Sewer Part 3 (P1) 41,000 44,000
Sewer Master Plan (P2) 157,000
Replacement Program (P3) 379,000 401,000 426,000
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SUMMARY OF IMPACTS ON RATES

Attachments 1 and 2 provides information on rates for typical single family homes with the two options. With
Option 1 Sebastopol’s rates would increase by 46%, and be 1% higher than rates in nearby cities. With Option 2
rates would increase by 33%, and be 8% lower than the average of nearby cities. Both options would result in bills
towards the upper end of the County (note: comparisons are pending rate studies underway in Rohnert Park and
Windsor).

Staff is also recommending that we move to a tiered structure for rates. With this approach users would pay less
per gallon if their water use is low, and more per gallon for higher use. Attachment 1 provides more detail.

GENERAL FUND LOAN:

As discussed in this report, revenue has been insufficient to meet operating expenses. Beginning in January 2024,
the Wastewater fund has been operating in the red and the City General Fund has paid expenses since that time.
The potential need for these actions were outlined in the adopted Fiscal Year 2023-24 budget and reiterated in
the rate study presented to Council at the October 3, 2023 meeting. Projected revenue adjustments would have
addressed the shortfall had they occurred when originally anticipated, in March 2024. If adopted, the proposed
rates under both options include the Wastewater Fund re-paying the General Fund over a period of 5 years at a
3% interest rate, with total interest of approximately $100,000. They also reflect external borrowing by the Water
Fund for the replacement of Well 4 in FY 2026-27.

COMMUNITY OUTREACH:
This item has been noticed in accordance with the Ralph M. Brown Act and was available for public viewing and
review at least 72 hours prior to the scheduled meeting date.

FISCAL IMPACT:

Both options will improve the fiscal health of the Water and Wastewater funds. See Tables 1 and 2 in the
Executive Summary to view the operating reserve percentages for each option. While the Wastewater fund will
not meet the City’s operating reserve minimum of 25% until Fiscal Year 2028-29 in the Baseline Option 1, the fund
will be operating in the black and sufficiently meet operating expenses and debt service coverage requirements
throughout the 5-year period. The Water fund will meet the 25% operating reserve minimum starting in Fiscal
Year 2025-26 to secure external financing for Well 4 replacement.

If adopted, the proposed rates under both options include the Wastewater Fund re-paying the General Fund over
a period of 5 years at a 3% interest rate as well as external borrowing by the Water Fund for the replacement of
Well 4 in FY 2026-27.

OPTIONS:
Council has the following options to consider:
1. Option 1 (staff-preferred option); or
2. Option 2; or
3. Modifications to the above Option 1 and Option 2, as directed. Modifications may include changes to
staffing proposal, CIP spending, operating reserve levels, and repayment to the General Fund for the
short-term loan to the Wastewater fund.

ATTACHMENTS:
1. Presentation of Draft Rate Study/Financial Plan for April 23, 2024 Meeting
2. Questions answered from October 3, 2023 Water Rate Study Presentation
3. Staff report regarding 5-Year Analysis, Toni Bertolero, dated April 11, 2024
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4. Staff report regarding Staffing Analysis, Dante Del Prete and Toni Bertolero, dated March 30, 2024
5. General Fund Loan Information

APPROVALS:
Department Head Approval: Approval Date: 4/17/24
CEQA Determination (Planning): Approval Date: 4/17/24

The proposed action is not a project under the California Environmental Quality Act (CEQA)

Administrative Services (Financial) Approval Date: 4/17/24
Costs authorized in City Approved Budget: [ Yes O No M N/A
Account Code (f applicable)
City Attorney Approval: Approval Date: 4/11/24
City Manager Approval: Approval Date: 4/17/24
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Sebastopol

City Council Meeting
Rate Studies Presentation

April 23, 2024

Agenda
Utility Financial Plan Options

@ Study Results
* Water Rates
¢ \Wastewater Rates

@ Bill Impacts and Bill Comparisons

@ Next Steps
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Key Points on Proposed Utility Rates

Proposed three-tier water use rate alternative for Single Family Residential Customers- improves
affordability at low-to average use and provides a conservation price signal

Maintaining approximately 50% fixed cost revenue recovery provides the City with revenue
stability.

Wastewater fixed charges are differentiated by wastewater flow patterns at each meter size to
improve fairness and better align with how costs are incurred between wastewater users

Tiered water use rates, along with updated wastewater rates, moderates impacts to Single Family
Residential customers with combined utility service (Greater than 75% of the customer base)

Nearby Utility Comparison —
Combined Water and Wastewater Service

T e

Rohnert Parks) $55.28 $51.62 $106.90
Windsor3) $29.93 $78.91 $108.84
Sebastopol (Current) $45.01 $69.24 $114.24
Santa Rosa $46.62 $75.77 $122.39
Petaluma $51.05 $79.26 $130.31
Cloverdale $79.18 $57.06 $136.24
Cotati $50.10 $90.54 $140.64
Sebastopol Option 2 $57.77 $94.04 $151.80
Sebastopol Option 1 (Staff Recommended) $63.22 $103.45 $166.67
Healdsburg $82.28 $110.33 $192.61
St. Helena $115.27 $134.49 $249.76
Calistoga $161.08 $132.80 $293.88

1) Average water use of 4,500 gallons per month
2) Average winter water use of 3,000 gallons per month

3) Rohnert Park and Windsor are currently conducting rate studies
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Rate Study Terms

Financial Plan: How much money is needed each year to provide safe drinking
water and to collect and treat wastewater

Cost of Service: How utility costs are divided between classes of customers
based on who is responsible for paying for what

Rate Design: How different users pay for the cost to serve their water and
wastewater service

Fixed Charge: Charge that is the same each billing period and does not vary by
the amount of water or wastewater used

Variable Charge: Charge that varies by the amount of water or wastewater used
CIP: Capital Improvement Plan for reinvestment in utility infrastructure

Revenue Increase — the amount of revenue the water or wastewater fund
require to be financially sustainable, this is different than a rate increase

Rate Study Terms (Continued)

Customer Class / Rate Class: customer types based on land use,
demand patterns, and/or connection size

SFR: Single Family Residential customer class

Irrigation: customers with a metered connection dedicated to outdoor
landscaping

Commercial: All connections not classified as SFR or Irrigation providing
domestic water service

Proposition 218: California’s legal framework for developing, adopting,
and implementing utility rates
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Establishing Rates

Data + Principles Guide Our Work

Data drives the e @
Rate Adpption
rate study process S hosk e hoar
. @ Study Documentation

Provide documentation and study report;
Review of rates by legal counsel
. Rate Design
Conduct cost of service and evaluate rate alternatives;
conduct rate calculations and customer impact analyses

@ Financial Plan
Evaluate operating and capital costs; conduct cash
flow and scenario analysis

@ Rate Setting Framework

Identify financial goals, pricing objectives, and
alternative rate structures for evaluation
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Guiding Principles

Financial Stability
The City must meet water and wastewater system financial obligations from its own

rate revenues; the utility enterprises should be sustainable over time

Affordability of Service and Conservation
Allow customers to have more control over their bill and an incentive to conserve
Equitability

Fairness in rates between existing customers based on their use of the systems; and
fairness between current and future users

Financial Plans

10
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Financial Plan Elements

CAPITAL PROJECT FUNDING

Funding Mix Debt
(Cash vs. Debt) Covenants
FINANCIAL PLAN

INPUTS J,

+ Customer connections
. Billed water use —_ ANNUAL CASH FLOW —_ ANNUAL REVENUE
* Revenues REQUIREMENTS

» Operating expenses T
+ Capital plan
FISCAL POLICIES AND TARGETS
Cash Debt Service
Reserves Coverage

11
Long-Range Financial Plan Drivers
Inflationary Pressures Supply and Treatment Costs Cash Reserves
& [h -
Future Borrowing Terms & Baseline Water Capital Reinvestment
Assumptions Sales Estimates
12
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Aging Water and
Sewer
Infrastructure

13

Reserves Policy Discussion

* Maintain a minimum Operating Reserve level of 25% (Operating
expenses plus debt service), which represents 90 days of cash

» 90 days of cash is considered the lowest threshold allowed for future
access to credit

DS

o o i » Considering the bi-monthly billing cycle, a higher minimum should be

//// // I// l I [T]1 explored in the next rate cycle
v This Recommendation:

Aims to be a starting point for getting the enterprise
funds back on track

. . o Helps to mitigate otherwise higher rate increases
14
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Enterprise Fund Cash and Cash Flows

FY 202324 | Water | Wastewater

Revenue $2,417,972 $3,107,820
Operations & Maintenance Expenses $2,720,000 $3,868,640
Net Revenue -$302,028 -$760,820
Debt Service $380,704 $178,656
Cash-Funded Capital $530,000 $542,000
Net Cashflow -$1,212,732 -$1,481,476
July 1, 2023 Beginning Cash Balance $1,225,855 $392,668
June 30, 2024 Projected Ending Cash Balance $13,123 -$1,088,808

15
[ [J [J
Financial Plan Options
Option 1: Baseline Option 2: Lower Service Level
Best engineering judgment Minimum service levels
Staff-preferred option CIP is at an even lower level than
S Option 1 but “can live with” for now
CIP is minimum but based on best but still includes master plan.
engineering judgment at current No staffing addition in year 5 but “can
Future Master Plan studies will better live with” for now
inform long-term CIP Wastewater: Pays back GF loan and
Staffing increase is needed based on meets or works towards minimum
best Public Works judgment 25% operating reserve
Wastewater: Pays back GF loan and Increases risks of system failures
meets or works towards minimum :and more frequent service
25% operating reserve interruptions
16
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Water Baseline
Option 1

Fiscal Year | Revenue *Planned
Adjustment Bonds
FY 2024-25 50.0% $0
FY 2025-26 16.0% $0
FY 2026-27 1.5%  $3,758,846
FY 2027-28 1.5% $0
FY 2028-29 1.5% $0

*Presumes debt is issued for the Well #4
replacement project.

$4.5
$4.0
$3.5
$3.0
$2.5
$2.0
$1.5
$1.0
$0.5
$0.0

Millions

Reserve Balance

$0.24
FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
mmm Ending Balance === Minimum Balance @ Alert Balance
Water CIP Funding
$4.1
L]
$2.0
$1.2

$0.8 $0.9

I Rate Funded Capital Debt Funded Capital
FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29

® Total CIP —— Average CIP Excluding Well 4

17
o o
Water Lower Service Level Option 2
Reserve Balance
Fiscal Year = Revenue Planned L s20
Adjustment Bonds g :i:
=
FY 2024-25 37.0% $0 :i:
FY 2025-26 4.0% $0 :;:
FY 2026-27 4.0%  $3,758,846 :zj
FY 2027-28 3.5% $0 :::
FY 2028_29 35% $0 ’ FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
B Ending Balance === Minimum Balance @ Alert Balance
Presumes debt is issued for the Well #4 replacement project.
18
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Healdsburg

St Helena
Calistoga
Cloverdale
City of Sonoma
Rohnert Park
Santa Rosa
Windsor

Sebastopol — Lower Service Option

50%
37%
21%
28%
50%
12%
5%
5%
4%

16%
4%
20%
8%
12%
12%
5%
5%

1.5%
4%
13%
8%
10%

5%
5%

Study in Progress

Water Revenue Increase Comparisons

_ FY 2025 FY 2026 FY 2027 FY 2028 FY 2029

Sebastopol — Baseline Option

1.5% 1.5%
3.5% 3.5%
12% 12%
8% 8%
6% 6%
5% 5%

19
[ ] [ ]
Wastewater Baseline Option 1
Fiscal Year | Revenue GF Reserve Balance
Adjustment Loan o518
Repayment : :ii
FY 2024-25 65.0% :1-2
1.0
FY 2025-26 14.0% 502 so1 sog2 so4s
$0.6 $0.09 -
FY 2026-27 11.0%  $237,746 o . . .
i
FY 2027-28 11.0% $237,746 0 FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
B Ending Balance === Minimum Balance @ Alert Balance
FY 2028-29 2.0% $237,746
Presumes a ~$1.1M loan from the general fund, repaid over 5 years, with 3% interest,
starting in FY2026-27 ($237,746/yr).
0 If 0% interest, could reduce the FY2027-28 revenue adjustment from 11% to 10%.
20
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Wastewater Lower Service Level Option 2

Fiscal Year | Revenue GF Reserve Balance
Adjustment Loan o 516
Repayment g s14
2412
FY 2024-25 50.0% $1.0 $0.85
$0.8 $0.37 $075
FY 2025-26 11.0% $056
$0.4
FY 2026-27 10.0%  $237,746 .
FY 2027-28 10.0% $237,746 s FY 2024-25 FY 2025-26 FY 2026-27 FY 2027-28 FY 2028-29
B Ending Balance === Minimum Balance @ Alert Balance
FY 2028-29 10.0% $237,746

Presumes a ~$1.1M loan from the general fund, repaid over 5 years, with 3% interest,
starting in FY2026-27 ($237,746/yr).

If 0% interest, could reduce the FY2028-29 revenue adjustment from 10% to 9%.

21

Wastewater Revenue Increase Comparisons

_ FY 2025 FY 2026 FY 2027 FY 2028 FY 2029

Sebastopol — Baseline Option
Sebastopol — Lower Service Option
Healdsburg

St Helena

Calistoga

Cloverdale

City of Sonoma

Rohnert Park
Santa Rosa
Windsor

65% 14% 11% 1% 2%
50% 1% 10% 10% 10%
18% 18% 15% 9% 5%
50% 4% 4% 4% 4%
35% 25% 3% 3% 3%
10% 10% -

Study in Progress
2% - - - -
Study in Progress

22
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Why We Need Immediate, Large Increases

Current rate revenue does not Water minimum reserve must be

meet Operating needs (O&M + met before going for debt funding

Debt Service costs): Wastewater needs to be able to
Water requil’eS > 250/0 increase repay General Fund borr0W|ng
Wastewater requires >30%

Need additional staff to improve

_ _ maintenance and save money on
to meet capital spending and

minimum reserves

increase

23

Why Option 1 is Staff’s Recommendation

Immediately addresses the operating deficit

Provides funding for necessary capital expenditures on aging
infrastructure

Provides funding for preventative maintenance to reduce system
failures and emergency repairs

Reduces financial risk and systems risk
Establishes self-sustaining enterprise funds

24

24
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Cost of Service and
Rate Design

Water

25
Financial Plan vs. Cost of Service
Financial Plan Cost of Service
7o E ¢ A
26
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Fixed & Variable Revenue Recovery -
Water

Current Share of Water Rate Revenues

* Currently 48% fixed and 52%
variable

* No proposed changes to fixed
revenue recovery to ensure
revenue stability

Water Use » Rates designed to keep the
Charges percentage of revenue from fixed
charges the same

Fixed Water
Charges

27

28

Single Family Residential

Proposed Water Use Rate Structure Modifications

g U@

TIER1 TIER 2

TIER 3
0 - 7 kgal 8 — 16 kgal > 16 kgal
e @ 2
b4
x M
Current Structure Average winter Peak summer use for Water use
(Uniform) water use Single Family beyond Tier 2

customers

1 kgal = 1,000 gallons (approximately 20 bathtubs)

28
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Proposed Single Family Residential
Water Use Rates (Baseline Option 1)

Current FY 2023-24 Rate
Water Use Charges ($/kgal)

Uniform Rate (All Units)

$4.52 |:>

FY 2024-25 Rate
Water Use Charges ($/kgal)

Tier 1 (0-7 kgal) $5.48
Tier 2 (8-16 kgal) $6.99
Tier 3 (>16 kgal) $9.71

29

Proposed Non-Residential
Water Use Rates (Baseline Option 1)

Current FY 2023-24 Rate
Water Use Charges ($/kgal)

$4.52
$4.52

Commercial

Irrigation

=

FY 2024-25 Rate
Water Use Charges ($/kgal)
Commercial $6.03

Irrigation $10.86

Customer Classes are defined and charged based on their demand characteristics

30
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Water Use Rate Comparison ($/kgal) —

Year One

Customer Class Baseline Lower Service
Option 1 Option 2

Residential

Tier 1: 0 — 7 kgal $5.48 $5.01
Tier 2: 8 — 16 kgal $6.99 $6.39
Tier 3: > 16 kgal $9.71 $8.87
Commercial $6.03 $5.51
Irrigation $10.86 $9.92

31
[ ]
Five-Year Schedule of Water Rates —
[ ] [ ]
Baseline Option
Rate Schedule - Fixed Bi-Monthly
Meter Size Current 7/1/2024 7/1/2025 7/1/2026  7/1/2027 7/1/2028
5/8"x3/4" & 3/4" $49.33 $74.10 $85.96 $87.25 $88.56  $89.89
1" $82.41 $122.57 $142.19  $144.33 $146.50 $148.70
1.5" $164.13 $243.71 $282.71  $286.96 $291.27 $295.64
2" $262.77 $389.09  $451.35  $458.13 $465.01 $471.99
3" $575.37 $849.44 $985.36 $1,000.15 $1,015.16 $1,030.39
4" $821.78  $1,527.87 $1,772.33 $1,798.92 $1,825.91 $1,853.30
Note: Single family with 1” meters for fire service are charged at the %4 rate.
Rate Schedule — Water Use ($/kgal)
Customer Class Current 7/1/2024 7/1/2025 7/1/2026  7/1/2027 7/1/2028
Residential
Tier 1: 0 - 7 kgal $4.52 $5.48 $6.36 $6.46 $6.56 $6.66
Tier 2: 8 - 16 kgal $4.52 $6.99 $8.11 $8.24 $8.37 $8.50
Tier 3: > 16 kgal $4.52 $9.71 $11.27 $11.44 $11.62  $11.80
Commercial $4.52 $6.03 $7.00 $7.11 $7.22 $7.33
Irrigation $4.52 $10.86 $12.60 $12.79 $12.99  $13.19
32
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Single Family Water Bill Impact — Year

One
Single Family Water Bi-Monthly Bill, 5/8"x3/4"

$250.00
$200.00
$150.00
$100.00
$50.00 I I I I
$0.00
Very Low Low Medium High Very High
Current Bill $58.37 $71.93 $90.01 $108.09 $144.25
M Baseline Option 1 $85.06 $101.50 $126.44 $154.40 $223.92
M Lower Service Level Option 2 $77.70 $92.73 $115.53 $141.09 $204.61
Current Bill H Baseline Option 1 H Lower Service Level Option 2
33
33
C ial Water Bill I t—-Y (0
Commercial Water Bi-Monthly Bill, 5/8"x3/4"
$250.00
$200.00
$150.00
$100.00
$50.00 I I
$0.00 " "
Low Medium High
Current Bill $58.37 $90.01 $171.37
M Baseline Option 1 $86.16 $128.37 $236.91
M Lower Service Level Option 2 $78.70 $117.27 $216.45
Current Bill H Baseline Option 1 M Lower Service Level Option 2
34
34
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Irrigation Water Bill Impact — Year One

Irrigation Water Bi-Monthly Bill, 1.5"

$1,400.00
$1,200.00
$1,000.00
$800.00
$600.00
$400.00
$200.00 I I
$0.00
Low Medium High
Current Bill $209.33 $390.13 $616.13
M Baseline Option 1 $352.31 $786.71 $1,329.71
® Lower Service Level Option 2 $321.79 $718.59 $1,214.59
Current Bill M Baseline Option 1 W Lower Service Level Option 2
35
35
36
36
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Wastewater Cost Of Service Analysis

37
Fixed & Variable Revenue Recovery -
Wastewater
Current Share of Wastewater Rate Revenues Currently 48% fixed and 52%
variable
No proposed changes to fixed
revenue recovery to ensure
revenue stability
Rates designed to keep the
Wastewater Flow percentage of revenue from fixed
Charges charges the same
38
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Proposed Rate Structure Modifications

* Currently fixed charges are
differentiated by the size and
capacity of the water meter

5/87x3/4” & 3/4" 1.00 1.00 * Proposed fixed charges will be
differentiated based on actual

Current | Proposed
Ratio

1” 1.37 2.71
wastewater flow patterns at each
1.5 3.33 6.90 meter size
)  This proposal will improve fairness
2 5.33 8.83 . .
and better align with how costs are
3" 11.67 21.98 incurred between wastewater
users
4 21.00 66.22

Five-Year Schedule of Wastewater Rates —
Baseline Option 1

Fixed Bi-Monthly Charge

Meter Size Current 7/1/12024 7/1/12025 7/1/2026 7/1/12027 7/1/2028
5/8x3/4" & 3/4" $76.61 $104.78 $119.45 $132.59 $147.18 $150.13
1" $127.97 $284.18 $323.97 $359.61 $399.17 $407.16
1.5" $254.86 $722.92 $824.13 $914.79 $1,015.42 $1,035.73
2" $408.03 $925.13 $1,054.65 $1,170.67 $1,299.45 $1,325.44
3" $893.44 $2,303.19 $2,625.64 $2,914.47 $3,235.07 $3,299.78
4" $1,276.06 $6,937.89 $7,909.20 $8,779.22 $9,744.94 $9,939.84
olumetric Rate, $/kgal

Current 7/1/2024 7/1/12025 7/1/2026 7/1/2027 7/1/2028

All Customer Classes $10.31 $17.02 $19.41 $21.55 $23.93 $24.41
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Single Family Average Wastewater Bill —

Year One
Wastewater Bi-Monthly Bill, Winter Average
6 kgal, 5/8"x3/4"
$300.00
$250.00
206.90
$200.00 3 $188.07
$150.00 $138.47
$100.00
$50.00
$0.00
Current Baseline Option 1 Lower Service Level
Option 2

41

41
° ° ° °
Single Family Combined Bill, FY 2024-25
Combined Bi-monthly Bill, Typical Single Family,
5/8x3/4" (water = 9 kgal, sewer = 6 kgal)
$400.00
$333.34
$350.00 $303.60
$300.00
$250.00 $228.48
$206.90
$200.00 $188.07
$150.00 $138.47
$100.00
$50.00
$0.00
Current Baseline Option 1 Lower Service Level Option 2
B Water B Wastewater
42
42
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Next Steps

4/18/2024

43
Rate Study Next Steps
Notice Postmark 45 Day protest Hold Public Year One Rate
. date by period Hearing to Implementation
:eq:;:vs: gt‘:rjtri]r(:” receive public
ptll)1e Prop 218 s May 3 May 3 through comments, July 1, 2024
P June 18 count protests,
process and consider
. i adoption of
April 23 (?lty TEET BTG
Council wastewater
Meeting rates
June 18 City
Council
Meeting
44
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45

Suggested Motion

Move to
Accept the Staff recommended Water Baseline financial plan and associated rates
Accept the Staff recommended Wastewater Baseline financial plan and associated rates
Direct Staff to proceed with Proposition 218 notification and rate implementation processes
Schedule a Public Hearing for June 18, 2024

Or,
Accept the alternative Water Lower Service Level financial plan and associated rates
Accept the alternative Wastewater Lower Service Level financial plan and associated rates
Direct Staff to proceed with Proposition 218 notification and rate implementation processes
Schedule a Public Hearing for June 18, 2024

Or,

Direct staff to return with alternative rate proposals. Note that doing so will affect the
schedule for the public hearing date.

45
Kevin Kostiuk / kkostiuk@raftelis.com
Melissa Elliott / melliott@raftelis.com
Theresa Jurotich / tjurotich@raftelis.com
46
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Attachment 2
Water Rate Study
Questions and Answers from Council Meeting dated October 3, 2023

What went wrong to get us to where we are today with the Enterprise funds?

Response: In summary, expenses were higher than revenues and both funds have been in a deficit. The
Water Fund cash balance dropped from 52.4 million at the beginning of FY 2018-19 to 51.2 million by the
end of FY 2022-23 mainly due to planned drawdown of the reserves and differences in projected versus
actual expenses described in the previous 2019 Water Rate Study prepared by Willdan (“2019 Study). For
the Wastewater Fund, the cash balance dropped from 52.5 million at the beginning of FY 2018-19 to
5393 thousand by the end of FY 2022-23 mainly due to planned drawdown of the reserves, and lower
than projected revenues. The planned drawdown of the reserves for both funds was implemented,
presumably to reduce the rate increases. See Attachment 3, Staff Report regarding a 5-year analysis, for a
more detailed response.

Would monthly billing save money or cost the City more? Provide a review of the costs of the two
different types of billing.

Response: Monthly billing would increase costs by approximately 5106,000. This includes 520,000 year in
materials, 511,000/year in time from Public Works, and 575,000 to add a % time accountant. This would
increase bills by about 52.80/month per customer. Monthly billing provides better cash flow
management since revenues are only one month, versus two months in arrears. For residents, it helps
them budget and pay when billed monthly as this is a typical billing cycle of other household bills. If
Council chooses to change to monthly billing, staff will perform a more robust estimate of the costs and
bring to Council for final approval before a change is made.

Provide examples of new estimated bills in comparison to other cities in Sonoma County.

Response: See the table that follows for comparisons for nearby cities that operate both water and sewer
utilities. The charges shown are based on a monthly basis (not bi-monthly) for ease of comparison with
other cities for a typical single-family residential unit. In summary, if Option 1 is implemented,
Sebastopol’s monthly amount for water and sewer will be 23% higher than nearby agencies. If Option 2 is
implemented, the monthly amount will be 17% higher than nearby agencies.
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Sonoma County cities
Water and Sewer rate comparisons for typical Single-Family Residential (SFR)

Total Sebastopol (Exist)
Water (1) Sewer (2) Monthly bill v. Nearby cities

Sebastopol (Exist) S 4727 | S 64.08 S 111.35 na
Sebastopol Option 1 S 6445 | S 9494 $ 159.39 43%
Sebastopol Option 2 $ 6124 | $ 86.30 S 147.54 33%
Cloverdale S 63.00 S 57.06 S 120.06 8%
Cotati S 5252 S 84.32 S 136.84 23%
Healdsburg S 65.90 S 80.62 S 146.52 32%
Rohnert Park S 55.39 S 5214 $ 107.53 -3%
Petaluma S 54.66 S 72.83 S 127.48 14%
Santa Rosa S 48.60 $ 67.75 $ 116.35 4%
Windsor S 37.62 S 68.35 S 105.97 -5%

Avg of nearby cities S 5396 | $ 69.01 S 12296

Sebastopol Option 1 v. Nearby cities 16% 27% 23%

Sebastopol Option 2 v. Nearby cities 12% 20% 17%

(1) Based on typical SFR average water use of 5,000 gal/month

(2) Based on typical SFR winter average of 2,500 gal/month

4. Provide an assessment of a reduced reserve level in order to make any increases more affordable.
Response: Both funds are estimated to be operating in the red in FY 2024-25. The Water and Wastewater
Financial Plan (Plan) shown in Attachment 1 includes a detailed proposal to increase revenues, through
rate increases, in order to meet the City’s reserve policy. Meeting the reserve policy is important to have
funds available for emergency repairs and to qualify for debt financing, which we anticipate needing.

5. What are the priorities in the CIP? What is vital? What can be delayed? Provide an analysis.

Response: The priorities in the CIP are listed below and the projects are shown in Tables 4-7 in the agenda
report. Priority 1 projects cannot be delayed whereas priority 2 and 3 can be deferred. The draft Financial
Plan (Attachment 1) includes an analysis and a 5-year CIP program showing priority 2 and 3 projects
pushed out to years 4 and 5 to keep rate increases lower, particularly in the earlier years.

e Priority 1 — projects mandated by State and Federal requlations.

e Priority 2 — projects that save future O&M costs.

e Priority 3 — projects that provide system reliability.

6. Provide a rate increase scenario with no CIP, no new staff, and maintaining a 25% reserve.

Response: The Draft Financial Plan includes two options. Option 1 is the baseline option that identifies
what is needed and includes additional staffing and some CIP. Option 2 is a reduced level of service given
the inadequate state of the Enterprise fund cash balances and includes less staffing and a lower level of
CIP. Please refer to the Financial Plan in Attachment 1. Option 2 was developed because Council
requested an option with zero staffing and zero CIP. Staff could not, in its judgment, come up with such
an option. For example, Well 4 replacement is State-mandated and needs to be implemented.

7. Provide full analysis and justification for the additional staffing for water and sewer.

Response: A memo, prepared jointly by Dante Del Prete and Toni Bertolero, provides the justification for
the two positions (Attachment 4).
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8. Can we charge more for water sold to trucks? Provide a review of those rates.
Response: The City can reasonably charge additional fees and charges based on the cost of service for
water sold to water trucks. The proposed water rate for water trucks as listed in the draft Financial Plan
(Attachment 1) will include an administrative charge of 10% of the water charge and this charge is over
and above what in-city water customers pay to cover the City’s added cost of providing the service. This
proposed new charge is not parcel-based and therefore does not need to be included in the Prop. 218
noticing. The impact on water rates would be negligible.

9. Where is the oversight on the water funds? Who's responsible for the mistakes in projections?
Response: Under the Sebastopol Code, the City Manager is responsible for keeping the City Council
advised as to the financial conditions and needs of the City, and is responsible for preparing a budget, in
consultation with department heads. The Director of Finance is responsible for keeping the City Manager
advised as to the financial condition of the City and recommending such measures as she deems
necessary or expedient for the proper control and operation of the City’s finances.

10. Elaborate on why the prior rate studies were inadequate?
Response: The 2019 rate study was prepared by a professional specializing in rate studies and utilized
generally accepted rate setting principles established by the American Water Works Association and the
Water Environment Foundation. The 2019 study was based on data provided by City staff and should
have been a reasonable estimate for projected revenues and expenditures. For a more detailed
explanation, refer to Attachment 3, Staff Report from Toni Bertolero.

11. What are the annual losses of the Enterprise funds in both the water and sewer funds in the past five
years?
Response. see chart below. The chart reflects the annual budget deficit (Revenues minus Expenses). See
Attachment 3, staff memo regarding 5-year water analysis for a detailed explanation.

Fiscal Year | Water Sewer
2018-19 316,905 (173,238)
2019-20 (81,264) (623,776)

2020-21 (115,579)]  (642,767)
2021-22 (158,721)|  (839,564)
2022-23 (115,316)]  (712,819)
Total (153,975)| (2,992,164)

12. What are the current Enterprise fund reserves?
Response: There are currently no cash reserves for the Wastewater fund. We project 513,123 in water
reserves at the end of June. See Attachment 3, staff memo regarding 5-year water analysis for more
details.

13. Provide details on any rate increases, beyond the summary. Show the math.
Response: The details and analysis of the proposed revenue and rate increases are found in the Plan
(Attachment 1).

14. |s a 4% escalator adequate to cover CIP?
Response: The Plan increased the escalator from 4% to 6%. It is believed that this increase is a more
realistic escalator to use for CIP projects.
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15. Show water rate increases and losses for the past 5 years.
Response: Rate increases are shown in the table that follows. The losses are shown under the response to
Question #11 above.

Table 1-1

Projected Rate Revenue Increases
Fiscal Years Ending June 30

Water Rate Sewer Rate
Description Revenue Increases | Revenue Increases
2018-19 0.0% 0.0%
2019-20 4.0% 7.0%
2020-21 3.0% 5.0%
2021-22 3.0% 4.5%
2022-23 2.0% 4.5%

16. What is the G&A allocation and how is it determined?
Response: G&A allocation is assessed on the water and sewer funds to reimburse the General Fund for
central oversight, management and support services. The current FY 2023-24 allocations are based on
analysis from 2001-- over 20 years ago. The recently updated G&A allocation study results will be
effective July 1, 2024. It will reduce expenses charged to the Water and Sewer Funds by approximately
§714,000 (total), with the General Fund absorbing those costs. The recent G&A study was approved by
Council at their February 20, 2024 meeting.

17. Can we reassess rates annually?
Response: Yes, rates can be reassessed annually. The resolution adopting new rates can specifically
require the City Manager and the Administrative Services Director to include a rate assessment during the
annual budget process.

18. What would be the process of discretionary reductions?
Response: Budget reductions can be brought forward by the City Manager and the City Council during the
budget process or anytime during the year. Prop 218 allows the City to adopt a rate schedule for five
years. At any time, if the City finds that it does not require a rate increase or wishes to decrease a rate in
the schedule, it can do so. But it cannot increase a rate without going through the Prop 218 public
noticing process. A best practice that staff will be implementing is to bring rates forward for discussion to
confirm the direction for the coming year, during the annual budget process.

19. In January 2022 the City borrowed $5 million for energy efficiency projects, $2.2 million paid for smart
water meters. Where did the remaining $2.8 million go towards? Where does the debt service for the $5
million loan come out of?

Response: The debt service for the S5 million loan is S374,650. The funds for the debt service come from
the Water Fund (5168,593), Sewer Fund (5119,888), and General Fund (586,169). The S2.8 million paid
for Wells 6 and 8 (0.5 million), Morris Street Sewer Pump Station (S1.1 million) and City Buildings and
Facilities (51.2 million).
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Memorandum

Date: April 11, 2024
To:  Don Schwartz, City Manager
From: Toni Bertolero, Engineering Department Consultant
Re:  Analysis of Water and Water Revenues and Expenditures for Past Five Years
Cc: Mary Gourley, Assistant City Manager/City Clerk
Ana Kwong, Administrative Services Director

Purpose

This memo will provide information regarding the historical actual cash balances of the Water
and Wastewater funds as compared with the projections and estimates from the most recent study
entitled Water and Sewer Rate Study, prepared by Willdan Financial Services, dated 2019 (“2019
Study”). The purpose of providing this comparison is to help answer the question raised by
Council “how did we get here?” This staff report was prepared in conjunction with the Finance
Department providing data from the City’s financial records. This report covers a S-year
comparative analysis from Fiscal Year (FY) 2018-19 to FY 2022-23.

Summary

For the Water Fund, the actual total revenues collected were nearly aligned with the projections
from the 2019 Study, deviating by less than 1.2 percent from the total projected revenues over the
S-year period. However, actual total expenses exceeded the projections by 7.9 percent.
Consequently, the cash balance declined from $2.4 million at the start of FY 2018-19 to $1.2
million by the end of FY 2022-23. This decrease was primarily due to using reserves presumably
aimed at minimizing rate increases, coupled with higher expenses compared to those projected in
the 2019 Study. The cash balance is estimated to be $65 thousand by the end of this fiscal year.

For the Wastewater Fund, the total revenue collected fell short of the 2019 Study's projected
revenues by 12.5% over the five-year period. The reason for this significant variance remains
unclear, particularly as the current revenues are on par with those from FY 2016-17. On the
expenditure side, total expenses were 9.2% lower than projected. This can be attributed to
cutbacks in capital projects and Subregional charges. The cash balance saw a reduction from $2.5
million at the beginning of FY2018-19 to $393 thousand by the end of FY 2022-23, primarily
due to depletion of reserves presumably aimed at curbing rate increases, and the disparity between
projected and actual revenues. The cash balance is estimated to be negative $1.05 million by the
end of this fiscal year.

Analysis

This report conducts a comparative review of actual revenues and expenses against the projections
for the five-year period outlined in the 2019 Study, spanning from FY2018-19 through FY2022-
23. The analysis begins with an examination of the Water Fund, followed by an assessment of the
Wastewater Fund.
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Water Fund Projected vs. Actual

Table 1 shows compares projected water revenues/expenses from the 2019 Study with actual
water revenues/expenses. During the 5-year period, revenue projections were close to actual
revenues collected with a 5-year total difference of $150,034 less revenue collected than
originally projected. Actual expenses on the other hand, were much higher than what was
projected in the 2019 Study by $991,963. A combination of less actual revenues collected than
originally projected and actual expenses being higher than projected in the 2019 Study, resulted
in a drawdown from the fund reserves over the 5-year period of $1,141,997 ($150,034+$991,963).

Table 1: Water Fund - Projected vs. Actual ($)

2018-19 2019-20 2020-21 2021-22 2022-23
Revenues Total
Projected § 2,279,000 | $ 2312333 | § 2,465,183 | § 2,549,000 | § 2,610,945 | § 12,216,461
Actual § 2277016 |$ 2,340,610 | § 2,543,974 | § 2430091 |§ 2474736 | § 12,066,427

Difference | $ (1,984)|$  28277|$ 78,791 |S$ (118,909 $  (136,209)| $  (150,034)

Expenses
Projected $§ 2,679,542 |$ 2,325,610 | § 2,353,081 | § 2,400,575 |8 2,762,260 | $ 12,521,068
Actual $ 2417,756 | § 2,434,034 | § 2,840,904 | § 2,708,958 | § 3,111,379 | § 13,513,031

Difference |$ 261,786 | $  (108,424)| S (487,823)|$  (308,383)| $  (349,119)| $  (991,963)

Table 2 shows a comparison of average annual expenses from the 2019 Study with actual
expenses, by category (operating & maintenance, cost allocation, debt service, and cash spending
for the Capital Improvement Program (CIP). Average CIP expenses were slightly less than
originally projected, however, actual O&M costs each year were $134,087 higher than projected,
and debt service was $54,909 higher each year than projected.

Table 2: Water Fund - Average Expenses FY 2018-19 through FY 2022-23 ($)

$ Actual
minus %

Expenses Category Projection [ Actual | Projection | Difference Comments
Operating & Maintenance 1,021,218 | 1,155,305 134,087 13.1%|Due to inflation and pandemic
Cost Allocation 1,033,101 | 1,070,625 37,524 3.6%

Debt Senice 285,334 340,243 54,909 19.2%[Did not account for new debt
Capital Projects 164,560 136,433 (28,127) -17.1%[Some projects deferred
Total 2,504,214 | 2,702,606 198,393 7.9%|7.9% overall increase

Water Fund Cash Balance

The 2019 Study, Table 4-8, shows the beginning fund balance in FY 2018-19 was $2,368,000
and by FY 2022-23 was projected to be $1,875,000, showing a drawdown of reserves of $492,000,
to keep the rate increases low.
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Table 4-8
Projected Met Operating Fund Results

Fiscal Years 2018-19 to 2022-23

(% thousands)

Description 18-19 19-20 20-21 21-22 22-23

Water

Beginning Cash Balance $2368 51779 51765 S1877 52,026
Total Revenue 2279 2312 2465 2549 2611
Operating Expenses 2 058 2013 2053 2114 2178
Met Revenue 181 2895 413 435 433
Less:
CIP, Debt Service Existing) and Loans 770 308 300 286 585
Net Cash Flow 589 [13) 112 149 151
Ending Cash Balance 41,779 51,765 51,877 52,026 41,875

The actual financials indicate a variance of $1,141,997 between revenues and expenses, which
would result in a cash balance decline to $1,226,003 by the end of FY 2022-23 (Table 2). The
water fund's cash reserves have been depleted due to deficit spending since FY 2019-20. To
maintain financial stability, it would have been necessary to implement rate increases starting
earlier in FY 2023-24. The actual cash balances on hand over the 5-year period are shown in
Table 3 below. An estimate for the ending balance for this fiscal year is included.

Table 3: Water Fund Actual Cash Balance

202324

2018-19 2019-20 2020-21 202122 202223 | Estimated

Beginning Balance | $ 2,368,000 | $ 2,209,148 | $ 2,176,800 | $ 2,251,155 |$ 2,078,127 |$ 1,226,003
Revenues $ 2277016 |§ 2340610 | § 2543974 |$ 2430,091 | § 2474736 | § 2433200

Expenses $ (2417.756)| § (2.434,034) § (2.840904)| $ (2,708.958)| § (3.111379) § (3.594,102)
Net of Accrual * $  (18112)|$  61,076|8 371285|$ 105839 |$ (215481 $ -
Ending Balance $ 2,209,148 | S 2,176,800 | § 2,251,155 |$ 2,078,127 |$ 1,226,003 |$ 65,101

* "Net of accrual" refers to all cash-related activities that have not been settled by the end of the year. This means it
includes any money that is expected to be received or paid but hasn't been physically exchanged yet. Consider it as
accounting for money that is in transit or scheduled but not yet in the bank account.

Wastewater Fund Projected vs. Actual

Table 4 compares the projections from the 2019 Study with actual revenues/expenses. During the
S-year period, revenue projections were $2.1 million less than projected. Actual expenses on the
other hand, were much less than what was projected in the 2019 Study by $1.7 million. The actual
revenues collected were lower than anticipated, and the actual expenses incurred were also below
the projections of the 2019 Study, resulting in a drawdown from the fund reserves over the 5-year
period of $411,885 ($2,138,978-1,727,093).
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Table 4: Wastewater Fund - Projected vs. Actual ($)

2018-19 2019-20 2020-21 2021-22 2022-23
Revenues Total
Projected $§ 3,038,000 | § 3,143,525 |$ 3474018 |$ 3,643371 |$ 3,822,127 |§ 17,121,041
Actual $ 3,140,598 | § 2,926,837 | § 2,898913 | § 2,997,665 |$ 3,018,050 | § 14,982,063

Difference |$ 102,598 |$  (216,688)| $  (575,105)| $  (645,706)| $  (804,077)| $ (2,138,978)

Expenses
Projected $ 4,047,232 8§ 3,160,793 | $ 3,703,044 | § 3,875,152 | $§ 3,887,935 |% 18,674,156
Actual § 3,128,656 | § 3,217,877 | $ 3,383,720 | § 3,465294 |$ 3,751,516 | § 16,947,063

&L

Difference | $ 918,576 (57,084)| $ 319,324 |$ 409,858 |$ 136,419 |$ 1,727,093

Table 5 shows the average expenses by category across the five-year period. It offers a side-by-
side comparison of projected and actual expenses, broken down into Operations & Maintenance
(O&M), subregional, cost allocation, debt service, and Capital Improvement Program (CIP) cash
outlays. During this period, the actual total expenses were considerably lower than projected,
mainly due to $324,993 in deferred CIP projects and $83,374 in reduced Subregional charges
through the use of Sebastopol’s portion of Subregional capital cash reserves. Notably, actual
O&M costs were $65,124 higher than projected, and debt service expenses surpassed
expectations by $379,298.

Table 5: Wastewater Fund - Average Expenses FY 2018-19 through FY 2022-23 ($)

$ Actual
minus %
Expenses Category Projection | Actual | Projection | Difference Comments
Operating & Maintenance 580,720 645,844 65,124 11.2%|Due to inflation and pandemic
Subregional 1,750,094 | 1,666,720 (83,374) -4.8% | Tapping subregional reserve to keep cost down
Cost Allocation 931,013 871,685 (59,327) -6.4% |Allocation reduction due to lower expenses in general fund
Debt Senice 147,448 526,746 379,298 257.2%|Did not account for new debt
Capital Projects 393,162 68,168 |  (324,993) -82.7%|Deferred CIP to future years
Total 3,802,437 | 3,779,164 (23,273) -0.6%

Wastewater Fund Cash Balance

According to Table 4-8 in the 2019 Study, the starting cash balance for FY 2018-19
was $2,543,000, and it was projected to decrease to $936,000 by FY 2022-23. This represents a
reserve drawdown of $1,607,000 over five years, which was likely an effort to minimize rate
increases despite the projected revenues and expenses.

The initial cash balance for FY 2018-19 was actually $2,358,000, which is $185,000 less than
previously stated. This adjustment would decrease the projected ending cash balance
from $936,000 to $751,000.
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Table 4-8
Projected Net Operating Fund Results

Fiscal Years 2018-19 to 2022-23

(5 thousands)
| Description | 1819 | 1920 | 2021 | 2122 | 2223
ISEwer

Beginning Cash Balance 2543 51534 51,517 S$1,288 51,045
Total Revenue 3,038 3,144 5,474 3|643 3,822
Operating Expenses 2,342 2429 2,607 2,800 3,009
Met Revenue 696 715 867 843 813
Less:

CIP, Debt Service (Existing & New) and Loans 1.706 73z 1,096 1,086 a2z
Met Cash Flow [1,009) 117} (229) (243) {109)
Ending Cash Balance 51,534 _ 51,517 _ 51,288 _ 51,045 5936

The shortfall in projected revenue has resulted in a substantial decrease of
$1,965,000 ($14,982,063-$16,947,063) in the cash balance, leading to a sharp decline in cash to
$393,000 by FY 2022-23. The sewer fund would have benefited from a rate increase in FY 2023-
24. Without such an increase, the sewer fund is now operating at a cash deficit and has required
an infusion of cash. The actual cash balances over the 5-year period are shown in Table 6 below.
An estimate of ending cash balance for the current fiscal year is included.

Table 6: Wastewater Fund Actual Cash Balance

2023-24
2018-19 2019-20 2020-21 2021-22 2022-23 Estimated
Beginning Balance | $ 2,358,000 [$ 2,106,990 | § 1,951,908 |$ 1,599,171[$ 1,073249[S 392,668
Revenues $ 3,140,598 | $ 2926837 S 2.898913 |$ 2997.665 | $ 3018050 |$ 3,122,600
Expenses $ (3,128656)| § (3217.877)| $ (3.383,720)[ $ (3.465294)| § (3,751.516)| § (4,569.015)
Net of Accrual * $ (2629528 135958 |$  132,070]S  (58293)S  52.885]$ -
Ending Balance $ 2,106,990 | $ 1,951,908 | § 1,599,171 |$ 1,073,249 [$ 392,668 | § (1,053,747)

* "Net of accrual" refers to all cash-related activities that have not been settled by the end of the year. This means it
includes any money that is expected to be received or paid but hasn't been physically exchanged yet. Consider it as
accounting for money that is in transit or scheduled but not yet in the bank account.
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Memorandum:

Date: March 30, 2024
To:  Don Schwartz, City Manager
From: Dante Del Prete, Public Works Superintendent

Toni Bertolero, Engineering Department Consultant
Re:  Staffing Needs for Water and Wastewater divisions
Cc: Mary Gourley, Ana Kwong

Introduction

Public Works maintains and operates the following Water and Wastewater systems:

e 37 miles of water mains

1,422 water valves

434 fire hydrants

Four (4) water supply wells

497 backflow devices

2,982 water meters

Over 75,000 feet of water services

One (1) full time staff (FTE) for water system maintenance
32 miles of sewer mains

595 sewer manholes

Two (2) sewer lift stations

Over 70,000 feet of sewer laterals

One (1) full time staff (FTE) for wastewater system maintenance

Public Works is highly efficient and flexible with cross-trained staff that can maintain water,
sewer, storm drain and street facilities. The cross-training allows staff to be used where the need
occurs and no “down time” is experienced. This flexibility is vital since there is only 1.0 FTE
for water and 1.0 FTE for wastewater system maintenance. In comparison, Cotati is a similar
sized city and system, and they have 1.3 FTE for water and 1.3 FTE for wastewater system
maintenance.

Both the Water and Wastewater systems are highly regulated by the State and insufficient
maintenance can lead to State violations and jeopardize the quality of the City’s drinking water
supply, and negatively impact the environment due to sewer spills.

Corporation Yard, 714 Johnson Street, Sebastopol, CA 95472
T 707-823-5331/ F 707-823-4721 sebpw@cityofsebastopol.gov www.ci.sebastépehda.liem Number: 1
City Council Meeting Packet for Meeting of: April 23, 2024
Page 39 of 43



http://www.ci.sebastopol.ca.us/

Public WagdesaDepbirirrent

Purpose and Need

Water and wastewater facilities maintenance is being deferred because of the lack of staffing.
This results in more emergency repairs that oftentimes must be contracted out. Furthermore, the
City’s Water and Wastewater infrastructure is aging and due to budget constraints and a desire
to keep rates low, capital improvements have been deferred. This also results in more and more
complex emergency repairs. It is critical to maintain a robust number of maintenance staff to
address the preventive maintenance and emergency repairs. Regular maintenance is essential for
identifying and addressing issues before they escalate into major problems, saving capital
dollars.

Discussion

A proactive maintenance plan involves locating and repairing leaks to minimize water losses.
This reduces operational and energy costs and supports water conservation. Adequate
maintenance is crucial to comply with environmental regulations, preventing fines and
penalties. Investing in maintenance to meet regulatory requirements helps avoid potential
litigation costs and contributes to customer satisfaction by preventing service disruptions and
ensuring water quality.

Continued deferred maintenance can severely affect our ability to provide basic water and sewer
service. For example, it will take longer to repair leaks in either system. In some cases, we may
need to shut down part of the water system and in those situations, residents cannot access
water. Such water service impacts could last for many hours or more. Having a severely aging
sewer system increases the potential for pipe leaks and breaks resulting in sewage spills that
could contaminate the environment. Such spills are subject to costly fines from the State and
open the City to lawsuits from third party litigants such as the River Watch organization.

Sebastopol’s aging sewer system faces challenges with excessive Inflow & Infiltration (1&I),
particularly during significant rainfall events. I&I occurs when groundwater and storm water
seep into sewer pipes, impacting treatment costs and leading to environmental concerns.
Increased preventive maintenance on the sewer system identifies and repairs I&I sources,
reducing pumping costs, energy consumption, and the deterioration of sewer infrastructure. This
minimizes maintenance and repair costs for pipelines, manholes, and other components of the
collection system. Sebastopol pumps wastewater to the City of Santa Rosa for treatment, and
treatment costs are based on the volume of wastewater pumped. &I leads to higher volume and,
therefore, higher sewerage fees.

Summary

Optimizing water and sewer utility maintenance is crucial for preventing costly repairs,
extending asset lifespans, improving energy efficiency, mitigating risks, ensuring compliance
and protection of the environment, enhancing operation efficiency, and keeping water and
sewage flowing. This leads to savings in capital and operational costs.
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For Fiscal Year 2024-25, staff recommends not adding a new position to the utilities division
but filling the staffing needed by allocating an existing Laborer currently assigned to the Parks
division. This re-allocated position will be equally shared between Water and Wastewater
divisions. Over time, this reallocated staffing will also help maintain the system to a higher level
that is needed for the City’s aging system than is currently being performed. The fully burdened
cost for a Laborer is $92k and for a Maintenance Worker is $159k.

For Fiscal Year 2026-27, Public Works will be proposing one new Maintenance Worker, shared
equally between the Water and Wastewater divisions. For Fiscal Year 2028-29, an additional
Maintenance Worker, shared equally between the Water and Wastewater divisions.

While it is difficult to quantify how much will be saved in future dollars, it is believed that
budgeted line items will be reduced over the next five years after staffing is added. This is a
trend that Public Works can track each year. The City will also have a better maintained system
that will allow capital replacement dollars to catch up with the aging system.

Table 1 ~ Potential Savings (3/vear)

FY 23-24 Potential Remarks
budget (%) savings ($)
Water
PT help $ 22,400 $22,400 | No need for PT help
Contract Services 390,475 25,500 | Valve maintenance-inhouse
Services & Supplies 173,800 10,000 | Perform some repairs inhouse
Total potential savings - Water $57,900
Wastewater
Subregional volume charge $1,952,850 $20,000 | Reduce I/
Contract Services 248,475 20,000 | Perform some repairs inhouse
Services & Supplies 132,200 15,000 | Perform some repairs inhouse
Total potential savings - Wastewater $55,000 PeerHn fmore wo rk inhouse
and increase maint. level
Recommendation

Because of the financial condition of the Enterprise funds, the staffing recommendation is
phased over five years. Two options are proposed for consideration by Council and are
described in Table 2. Option 1, in the best professional judgement of the Public Works
Superintendent, is the preferred option. However, recognizing the fiscal constraints of the
Enterprise funds, Option 2 is provided as an option that Public Works can “live with.”

Option 1 and Option 2 are essentially the same, except Option 2 does not include the one new
Maintenance Worker in Fiscal Year 2028-29. The net result, after the 5-year period, is two new
positions in Option 1 and one new position in Option 2. (Note that this memo only discusses
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staffing. CIP spending is also different in the two options but is not discussed in this

memorandum.)

Table 2 Staffing Options

Option 1 (preferred)

Option 2

50/50 to Water and Wastewater.

FY 2024-25 Allocate 1.0 existing Laborer from Parks to | Allocate 1.0 existing Laborer from Parks to
Water and Wastewater (split 50/50) Water and Wastewater (split 50/50)

FY 2025-26 No change in staffing. No change in staffing.

FY 2026-27 Add 1.0 new Maintenance Worker, split Add 1.0 new Maintenance Worker, split
50/50 to Water and Wastewater. Reallocate | 50/50 to Water and Wastewater. Reallocate
the Laborer position back to Parks division. | the Laborer position back to Parks division.

FY 2027-28 No change in staffing. No change in staffing.

FY 2028-29 Add 1.0 new Maintenance Worker, split No change in staffing.
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Attachment 5
General Fund Loan

Because of a deficit in the Wastewater Fund, the City has been using the General Fund to cover
expenses in the Wastewater Fund, essentially creating a loan from the General Fund.

The Wastewater Fund began doing so in January of this year. Based on data provided in March
2024, the wastewater fund is anticipated to be approximately $1.1 million in deficit by the end of
the current fiscal year (June 30, 2024).

The potential need to borrow from the General Fund was outlined in the FY 23-24 adopted
budget, which shows projected negative fund balances for both funds at the end of this year (p.
186 for water; p. 189 for sewer). We expect to have a positive reserve in the water fund by the
end of June. Pages 18-19 discuss this as well, noting that projected rate increases would have
addressed the shortfall if they had been adopted and implemented much earlier in the FY.

The City will disclose these actions in our annual report to the State Controller, in our next audit,
and in the FY 24-25 budget.

The proposed wastewater rates include re-payment to the General Fund over five years, starting
in FY 2026-27 (year three of new rates). It also includes paying 3% interest to the General Fund
as a borrowing cost, which is similar to the interest earnings the City would have received had
those funds been invested. The estimated annual loan repayment (i.e., debt service) is
$237,750/year. Total interest will be about $100,000.

The Council has the authority to waive repayment of the loan, which would significantly reduce
the City’s General Fund balance. The Council may also waive interest charges. Waiving interest
charges would allow the year 4 revenue adjustment to decrease by 1 percent. Waiving the loan
would allow the year 4 revenue adjustment to decrease by 6 percent. This would amount to
savings in a customer’s typical utility bill of $2.65/bi-month and $15.76/bi-month, respectively.

The question of the need for authorization of this use of the General Fund has come up. An
outside attorney has indicated that prior authorization is not required; although, staff previously
indicated that explicit authorization was required.
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