
From: Lee Mathias  
Sent: Sunday, October 18, 2026 4:54 PM 
To: Public Comment Received For City Council <citycouncil@cityofsebastopol.gov>; Mary 
Gourley <mgourley@cityofsebastopol.gov>; Jill McLewis 
<jmclewis@cityofsebastopol.gov>; Sandra Maurer <smaurer@cityofsebastopol.gov>; Phill 
Carter <pcarter@cityofsebastopol.gov>; Neysa Hinton <NHinton@cityofsebastopol.gov>; 
Stephen Zollman <szollman@cityofsebastopol.gov> 
Cc: Kate Haug  
Subject: Public Comment Agenda item 9: Proposed lower costs to rate payers is welcome 
but is it enough? 
  
Hi all, 
 
Sorry to get this to you so late.  The starting line on Thursday evening makes a 
comprehensive analysis of the issue a challenge. 
 
Lee 
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Proposed lower costs to rate payers is welcome but is it enough 

Recommendations 

1. Use percentages city records support: 12% council, up to 23% city manager and 

17.64% administration as temporary step pending time tracking data.  

2. Take one-time city manager’s separation payment and general fund only costs 

out of cost pools before applying new % allocations. 

3. Fix the rest of the model: include city buildings in capital value and stop 

charging overhead twice.  Bill Engineering projects directly to enterprise funds. 

4. Settle up to actual costs at the end of the year. 

5. Address FY24-25 &FY25-26 overcharges – fund water infrastructure from 

general fund expenses 

Introduction 

This agenda item is a surprise. At its last meeting, the EFOC asked City staff when the outstanding items in 

the EFOC recommendations would be brought back to the EFOC as staff proposals. The City Manager did not 

have an answer. Two weeks later, this proposal appeared. It has not been reviewed by the EFOC. 

Public comment and the EFOC have both identified problems with the numbers produced by the ClearSource 

model since its first year. The model is complex, its pages of data are poorly explained, and few people 

understand it. 

I have taken the time to understand and recreate the model and have identified eight significant errors and 

issues that explain why it overcharges ratepayers. Staff’s proposal improves some of them by taking the 

administrative departments out of the model. Other issues remain: the Engineering capital measure and the 

second-allocation double count still need to be corrected. A final issue, discussed at the end, is the need to 

reconcile allocations to year-end actual expenses, as was done for the last 20 years. 

This proposal is a real step. It cuts about $468,000 from the allocation. But the goal is not just a lower 

number; it is a number the City can defend if it is challenged again under Proposition 218. The City has the 

burden of showing that allocated costs are related to the services being delivered. More corrections are 

needed to bring the allocation in line with Proposition 218. 

 











6 
 

• The cost pool is an issue here as well. Engineering includes non-utility work: stormwater permits, the 

MS4 permit renewal and SCTA fees ($28,769) are General Fund functions, and stormwater 

expenditures are separate from the Enterprise fund. These costs should be removed from the cost 

pool. 

Engineering allocation could be very simple. Because the work is largely done by consultants, the 

contracted project costs can be billed directly to the appropriate fund. 

Corp Yard 

Corp Yard is allocated by Public Works staff count and Public Works operating spending. That puts about 40–

45% on the utilities, which is roughly reasonable because water and sewer crews work out of the Corp Yard. 

Two smaller issues remain:  

• About $15,900 of Corp Yard’s charge is Council, City Manager, Clerk and Finance cost passed through 

the second allocation (Table 3). 

• Fuel and vehicle maintenance ($71,500) is spread as overhead instead of being charged to the 

divisions whose vehicles use it.  

Total corrections and financial impact 

Table 6 tracks the changes from the original ClearSource allocation (including the 2.5% inflation increase), 

through the staff correction, to the recommendations from this analysis. 
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Prior years 

Staff recommend adopting the new percentages “with no prior-year refund or repayment” 

(Recommendation 2) but give no reason. The Council already refunded $350,354 of prior-year City Attorney 

charges in August. They have conceded that charging ratepayers for City Manager expenses for an entire year 

that the position was vacant may not be appropriate but have not brought that issue forward. 

On the corrected basis in my reconstructed model, FY 2024-25 and FY 2025-26 were overcharged by at 

least $1.26 million. Under Proposition 218, utility charges are limited to the cost of service, and the City 

carries the burden of proof for those years as well. 

If the enterprise funds were flush with money and all required maintenance and capital improvements were 

up to date, the past could be left in the past, as some Council members have suggested. However, the recent 

Water Master Plan shows that, conservatively, $10 million of work is needed on water infrastructure, and the 

City is proposing to nearly double the cost of that work by borrowing at high interest rates to pay for it – all 

because the enterprise funds don’t have enough money. The last two rate increases were explained as 

needed to fix infrastructure. Unfortunately, the increases were transferred to the General Fund. The City has 

an obligation to make ratepayers whole by funding required infrastructure without excessive loans. 

Year-end reconciliation 

Year-end reconciliation is the final change needed. Proposition 218 requires the City to demonstrate how 

allocated costs relate to the delivery of services. Using actual expenses from two years ago, inflated by 2.5%, 

is fine for budgeting, but it creates problems: staff vacancies and planned projects or expenses that are never 

completed are still charged. It could also work in the City’s favor. The current method may be “close,” but 

year-end actuals make it “exact.” 

As the City develops a new model or method, it would be cleaner to use the current year’s budgeted 

department expenses to build the enterprise budgets, and then actual department expenses at year end to 

set the final cost allocation. This is what has been done for the past 20 years. 

Conclusion 

Staff’s proposal moves in the right direction, but it fixes only one of the model’s problems – the 

percentages – and fixes it with numbers the City’s own records don’t support. The 30% for the Council is 2½ 

to 8 times what the meeting record shows, and the City Manager’s 30% exceeds even the most generous 

count of her meeting time. Administrative Services is charged 70% more than its own time logs. The cost 

pools still contain one-time payouts and General Fund-only costs. And the four departments left on the 

model still carry an Engineering measure that ignores City buildings and a second allocation that charges the 

same overhead twice. 

Correcting all of these brings the FY 2026-27 overhead charge to Water and Wastewater to $736,429 – 

$890,559 below the current budget and $422,780 below staff’s proposal – using upper-limit percentages that 

give the City the benefit of the doubt. That is a number the City can document and defend under Proposition 

218. Prior years still need to be addressed. 

These changes will have a significant impact on the General Fund.  It is because for years instead of 

addressing the structural budget issues the city just raised water/sewer rates.  The city needs to build a tax 

revenue base that supports realistic operating costs without dependance on the enterprise funds.  




