
"Why A Water and Sewer Parcel Tax is Necessary" 

CITIZEN PROVIDED WATER AND WASTEWATER REVENUE STUDY 

DISCUSSION NEEDS TO TAKE PLACE AT THE SPECIAL MEETING COMING UP AND WORK DONE TO 

SUPPORT A REVISED PARCEL TAX TO PAY FOR WATER AND WASTEWATER DEBT AND CAPITAL 

IMPROVMENTS IF IT IS SUPPORTED BY CITY COUNCIL 

City Council is currently considering a parcel tax to be put on the ballot for March of 2024 to 

address an emergency that may occur in 2026 if general fund revenue and expenses are allowed 

to grow at currently projected rates.    

It is very disappointing to have to consider a new tax on citizens of Sebastopol.  It would have 

been preferable to manage expenses and adjust rates three years ago when the flaws in the last 

rate study became obvious.   

Unfortunately, the Water and Wastewater budget is now in an acute and severe emergency.  

According to the Finance Director and the Budget Committee, the reserve fund is likely to be 

depleted by year end and the Enterprises will have to borrow cash from other city funds or a 

bank to remain in operation. This debt will then be added to the burden rate payers will suffer.   

One very viable option to lower future rate increases is to implement a parcel tax to pay Water 

and Wastewater debt and capital expenses.   

This needs to be considered now as there is likely to be only “one bite at the parcel tax apple”.   

A parcel tax for Water and Wastewater debt and capital investments offers four advantages: 

-  First, the revenue hike to rebalance the budget is reduced from nearly 100% to closer 

to 30%.  Still very high but perhaps manageable with some reductions in operating cost 

and a phase in period. 

- Second, the operating expenses, after the catchup year, generally increase annually in 

line with inflation.  A rate can be established based on even annual increases (say 4%)  

- Third, capital expense is highly variable year to year.  Debt payments will vary as debt is 

retired over the next 10 years.   A flat tax funding a reserve would allow budgeting 

variable size projects over time using the reserve fund.   

- Fourth, the parcel tax is a flat tax that provides a predictable stream of revenue that 

does not decrease in response to lower water use due to a drought emergency.  Our 

pipes and equipment require repairs and replacement over time independent of actual 

water use.   

Following is a more detailed rationale for a parcel tax funding strategy and some considerations 

for expense adjustments to address the current financial crisis in our Water and Wastewater 

operations.   



SCENARIOS TO ADDRESS THE WATER AND WASTEWATER BUDGET 

CRISIS 

Problem: 

 Initial proposals from consultants (Raftelis) suggested revenue increase scenarios largely 

unacceptable to Council or citizens who would have to pay increases of 65 – 175% of current 

water and sewer rates to address expense increases in the past 3 years. 

Model: 

An Excel Model was constructed using the operating expense data from the 2023-24 adopted 

budget along with the capital improvement projects and debt payment information. 23-24 

adopted budgets by department were then increased annually based on an inflation 

assumption. 

- Inflation assumptions were taken from the Raftelis consultant document (See 

Appendix) as the increases built into the Adopted Budget Forecast were unrealistically 

low.  

- Capital investment dollars were taken from the Adopted Budget document for the next 

2 years and then estimated from the graphs provided by the consultant for future years. 

Forecast capital expenses by Raftelis are well above recent historical capital expenses.  

All these charts are included in the Appendix.  

Expenses were projected and totaled.   

 

     



New Scenario Proposals: 

SCENARIO #1 -All expenses including debt and capital are paid by rate payers in the year they 

occur.   

Revenue is set equal to the total of all direct, allocated and capital expense in the model.  This 

results in an annual budget that is balanced. It will not increase or decrease any reserve fund 

from year to year. (Full model output in Appendix) 

Substantial revenue increases are required in 24-25 to get back to a balanced budget (See arrow 

1 on the chart below).  

- Wastewater 92%  

- Water 70% 

 (These are similar in magnitude to Raftelis but different for 3 reasons: 1. I don’t have the exact 

data they used.  2. The cost to pay-off ongoing accumulating deficit is not included. 3. No new 

headcount is assumed as no data or rationale was provided in the budget process.)  

 

 

Future revenue increases in this scenario were quite variable and would be difficult to address 

with a simple rate structure with even annual increases (Arrow 2). 

The variability is driven by the large and variable annual budget requests for capital 

improvements combined with changes in annual debt payments as debt is retired over time.  

Debt payments are described in detail in the 23-24 Adopted Budget Document.  Decreased debt 

payments here reflect retirement of debt per that document description.   

 Below are highlighted the debt and capital improvement costs in the forecast.  The combined 

total is highlighted with year over year changes showing  the high year over year variation in 

costs(Arrow 3).   
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Scenario #2 Pay for debt payments and capital improvements from another revenue source 

than rate payer revenue.   

The table below shows the revenue needed to pay direct and allocated operating expenses 

without debt payments and capital investments described on the table immediately above this 

section.   

 

 

Paying for capital improvements and debt payments for Water and Wastewater from another 

revenue source than rates would lessen the initial increase required to balance the budget 

(Arrow 4). 

- Wastewater 34% 

- Water   22% 

This scenario provides a more acceptable year over year increase in revenues to adjust to the 

radical increase in expense over the last three years.   
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This scenario also smooths the annual change in rates that would be needed to meet growing 

future costs (Arrow 5).  

Scenario 2 also simplifies the budget discussion.  Each department’s operating expenses have a rationale 

and can be compared to history.    

Lowering the dramatic first year increase to get back to a balanced budget is critical as there will also be 

a cost to payback the debt being accumulated as the ongoing deficit depletes the reserve fund and 

requires borrowing from other funds or the bank to manage cash.  Paying back this deficit is not included 

in this analysis.   

 

Scenario #3 Use a Parcel Tax to pay for Water and Wastewater debt payments and capital 

investment requirements.   

 

 

Combined debt and capital investments averae around $2.5MM per year.   They are quite 

variable but don’t have an obvious upward trend.  A flat parcel tax estimated at around $450-

500 per parcel could provide this level of annual revenue.  

Parcel tax revenue go to a reserve fund dedicated to pay for future debt payments and capital 

projects  for Water and Wastewater Enterprises.   

NOTE: THIS DISCUSSION NEEDS TO TAKE PLACE AT THE SPECIAL MEETING COMING UP AND 

WORK DONE TO SUPPORT A REVISED PARCEL TAX TO PAY FOR WATER AND WASTEWATER 

DEBT AND CAPITAL IMPROVEMENTS 

Expense reduction is another strategy to reduce the rate increases needed to balance the 

budget.  Although these can be discussed at a later meeting, they need to be discussed soon.   

 

  



Scenario 4: Reduce Allocated operating expenses for Water and Wastewater to reduce the 

hurdle to return to a balanced budget. 

There is a substantial question regarding the allocations to Water and Wastewater rate payers.  

The current allocations are made based on a study and resulting policy established 20+ years 

ago.  There are a couple of big issues.  

First the % allocations to overall department budgets result in expenses unrelated to water and 

sewer being allocated to rate payers which is likely contrary to the California constitution and 

case law that limits charges to rate payers only the cost of delivering water and sewer services.   

 Examples of city expenses subsidized by Water and Wastewater rate payers that seem 
inappropriate:  
 

• 75% of Costs to initiate ballot measures to raise sale and property taxes unrelated to the 
Water or Sewer operation.  

• 50% of Police and Fire Generator maintenance, holiday décor, maintenance of city 
buildings not housing water and sewer operations  

• 26% of Community Grants for Peacetown summer concerts, Fireworks, Apple Blossom 
Parade, Support for World Friends, electric shuttle fare subsidies & homeless outreach  

• 18% of non-departmental expenses that cannot be assigned to any department are 
assigned to Water and Sewer rate payers including the Park Village Management 
Contract  

• 8% of City Legal costs to defend ACLU lawsuit – homeless.  

• 8% of Election book, City Arborist, Community outreach tech meeting support costs for 
Climate action committee, Design review board, public art committee meetings,  

• 7% of the Fire Department Operating Expense  
 
Even if we focus only on the allocation of staff time the %’s seem extremely high.  For example, 
those of us who watch every City Council Meeting have not seen anything approaching 25% of 
their time spent on Sewer and Wastewater. 
   
City Manager (40% of his time allocated) recently explained the rationale that he easily spends 
this amount of time dealing with employee issues in Public Works.  It appears however that 
only 2 out of 92 city employees are fully tasked to the Water and Sewer.  Further if we total 
public works and finance headcount that only represents about 20% of the overall city staff.  
40% seems extreme. 
 
Finance is allocated 75% to Water and Sewer.  It seems like the description of their department 
accomplishments and objectives argues that more than 1FTE is doing all that work for the city 
while the remaining three spend full time doing bimonthly billings.  We see that some of the 
billing is outsourced as well for Sewer to Santa Rosa.  Again, a careful study needs to be done. 
 



Public works allocates nearly all the expense for the storage yard and 50% of the cities building 
expense to Water and Sewer.  The current inventory of buildings includes the Youth Annex, 
Community Center, Senior Center, History Museum, and park buildings.  None seem to be 
utilized for Water and Sewer Operations.   
 
Fire is also a questionable area.  As a city we have learned a great deal about the contributions 
of our volunteer department.  Their role in maintaining our water service has not reached the 
highlights.   
 
Allocated operating expense makes up 1/3 the expense that rate payers are funding.  Reducing 
this by ½ would cut rate payer funded expenses by 15%.  This would be significant factor in 
lowering the first-year revenue increase needed to balance the budget. 
 

 
 

 

  



Scenario 5: Examine the Direct Operating Expense for Water and Sewer for possible 

reductions in cost. 

Water and Sewer have experienced double digit increases in costs across many line items at a 

time when water use is declining due to drought restriction and Wastewater use similarly must 

be in decline.   

While other city departments were carefully reviewed, the Water and Sewer only got a cursory 

discussion at one of the final Budget Committee Reviews and a brief discussion after 10pm by 

the full council on the last night of budget discussions.    

I don’t believe any of the Budget Committee targeted reductions were directed at Water or 

Wastewater.  In fact, in at least one $97,000 expense (dump truck purchase) was moved to 

Water and Wastewater.   There has been no line-item review and discussion of these expenses 

that I have been able to find.  

Given the current state of emergency for the Water and Wastewater operating budgets such a 

review seems practical.   

  



SUPPORTING INFORMATION  

MODEL OUTPUTS  

  



 

Five year budget forecast from 23-24 Adopted Budget Document 

 

 

  



Inflation Assumptions from Raftellis Consultant Document 

 

 

  



Water Capital Projects from 23-24 Adopted Budget 

 

Long-term Water Capital Funding from Raftelis Consultant Document 

 

  



Wastewater Capital Improvement Projects from 23-24 Adopted Budget 

 

Long-term Wastewater Capital Funding from Raftelis Consultant Document 

 


