Council Agenda #6C
Meeting of April 14, 2009
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Ix CALIFORNIA ll

CITY OF BELMONT

Staff Report

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF BELMONT STATING ITS
INTENTION TO REVISE THE CITY’S SEWER CHARGES EFFECTIVE FISCAL YEAR
2009-10

Honorable Mayor and Council Members:

Summary
On March 24, 2009, the City Council discussed and provided direction to City Staff on the

proposed Sewer Charge Revisions for Fiscal Year 2009-2010. City Council direction was to
review with the Infrastructure Subcommittee and bring back recommendations for “greening”
the City Sewer program, to investigate potential cost savings in the program arising from
deferral or reduction of the CIP or other cuts in the City Sewer and Storm Drain Programs, to
review options to fund the Sewer Enterprise’s Capital Improvement Program (CIP) on a pay-as-
you-go basis, and to examine the reserves and rates necessary to do so.

The City of Belmont prepares an annual analysis of the Sewer Enterprise Fund to evaluate the
Fund’s financial position and to determine whether or not sewer rates need to be revised. The
Rate Analysis Report, with addendum showing the proposed revisions, is enclosed for City
Council use and consideration. A Proposition 218 hearing is required before the City Council
can impose an increase in sewer charges. An authorizing resolution, approved by Council,
directs the mailing of Proposition 218 Notices. The authorizing resolution sets rules for
tabulating protests, proposes the rates and rate structure, and schedules a public hearing. An
action plan showing the proposed schedule for the Proposition 218 process is included as
Attachment B.

Background
The City’s Sewer Charge revenue is used to fund operations, maintenance, and capital

improvements of the City of Belmont’s collection system, and also to fund operations and
maintenance costs for the South Bayside System Authority’s (SBSA) Wastewater Treatment
Plant. The City’s Sewer Charge is a separate charge from the proposed Sewer Treatment
Facility Charge under consideration to fund Capital Improvements to the Wastewater Treatment
Plant, as shown in the SBSA’s Capital Improvement Program.

Sewer Fund expenses for FY 2009-10 are as shown on the following chart (Figure 1). The costs
are similar to those that were presented at the March 24, 2009 City Council meeting with some
slight adjustments related to funding depreciation and the timing of the next bond sale, which are
described in detail in the discussion section below.
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Figurel. Sewer Enterprise Expenses
Sewer Fund Expenses, FY 2009-10

Sanitary Sewer

Operations
39.4%
SBSA Sewer
Treatment
32.8%

Transfer to
Reserves
0.0%
City of Belmont )
Debt Service Storm Drainage
16.5% Operations
11.3%

The SBSA Sewer Treatment portion of the City Sewer Charge provides funding for the operation
and maintenance, and some minor capital improvements, to the Wastewater Treatment Plant and
appurtenant facilities.

The Sanitary Sewer Operations program provides funds for the operation and maintenance of the
City’s sanitary sewer collection system. The City maintains 2,450 manholes, 84 miles of sewer
main lines and 11 sanitary sewer pump stations. Maintenance staff performs preventive
maintenance on sewer main lines, pump stations, annually cleans 50 miles of sewer main lines
and video inspects 30 miles of sewer main lines. In addition, staff repairs damaged sewer main
lines and manholes and provides 24-hour-a-day response to calls for lateral sewer service. Staff
also oversees an annual root foaming contract that chemically treats approximately 50,000 —
60,000 feet of main lines to inhibit root growth.

The Storm Drain Operations Program provides funds to prevent overflows from the storm drain
system that cause inflow and infiltration (I&I) into the City Sanitary Sewer System. Storm Drain
fees also support the Storm Drain program. City staff maintains 26 miles of storm drain pipe,
586 storm drain manholes and 2 storm pump stations. Each year staff inspects 1,410 storm drain
inlets and cleans approximately 700 storm drain inlets.

The City collection system capital improvement program is based on the Sewer Master Plan and
Storm Drain Master Plan, both completed in 2007 and reviewed with the City Council in detail
at that time. The Master Plans describe the capital needs of the City Sewer and Storm Drain
programs, and recommend a program for approximately $40 million dollars each in
improvement to the storm and sanitary systems that should be implemented over the next 25
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years. The City is currently completing a Capacity Analysis of the sewer system and the
proposed budget includes funding to evaluate the City’s sewer force mains in upcoming years.
These studies will identify future improvement and maintenance needs within the city sewer
system.

The proposed projects for the Sewer program extend the life of the system and are developed
with the primary goal of preventing Sanitary Sewer Overflows. This includes measures, such as
the lining and repair of cracked pipes, to reduce inflow and infiltration of stormwater (I&I) into
the system. Emergency response is also highlighted and improvements to the system to improve
emergency response during power outages are included in the plan for improvement. These
measures protect the environment and also comply with regulatory requirement of the Regional
Water Quality Control Board (RWQCB). If the City does not comply with its Sewer System
Management Plan, it increases the risk of larger fines and other requirements being imposed in
the event there is an overflow. The City Master Plan evaluation looked at the age of the system
in each basin, and found that in those basins with the oldest pipes the number of service calls is
the highest. This would be a reflection of the fact that older, unmaintained portions of the system
are more likely to have cracks or displacements in the pipe or to have root intrusion into the
system, resulting in blockage of the flow and the resulting overflow.

The storm drain improvements are developed with the primary goal of preventing inflow and
infiltration into the City Sanitary Sewer System due to storm drain deficiencies that result in
flooding or excessive infiltration of groundwater into the soil surrounding sewer pipes.
Addressing deficiencies in the system also reduces the probability that portions of the system
will fail. By improving and maintaining the city infrastructure, the City reduces future deferred
maintenance costs and extends the systems life.

The current capital program is a proactive rather than a reactive one. Whether or not to support a
proactive program of identifying potential failures in advance and systematically repairing or to
go to a program where problems are fixed only as they occur is a policy decision. The
recommendation in response to City Council comments from March 24 is to go to a program that
is reactive in nature until spring of 2010, when the proactive improvement program would return
following the sale of bonds®.

Discussion

The direction provided by the City Council was to bring back recommendations for “greening”
the City Sewer program, to investigate potential cost savings in the program arising from the
deferral or reduction of the Capital Improvement Program (CIP) or other cuts in the City Sewer
and Storm Drain Programs, to review options to fund the Sewer Enterprise’s Capital
Improvement Program (CIP) on a pay-as-you-go basis, and to examine the reserves and rates
necessary to do so.

! Another factor in the delay of the capital improvement program is a loan of $935,000 from the Sewer Enterprise
Fund to pay the first installment of debt service due to the SBSA for Treatment Plant upgrades. It is anticipated that
this loan will be repaid in FY 2009-10 from the proceeds of bond financing for the City’s share of SBSA capital
obligations in anticipation of the enactment of the Sewer Facility Treatment Charge.
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After review of the direction from the City Council, a Cost Saving Option, Option 1 that
provides cost savings measures through deferral of debt issuance was developed. The Cost
Saving Option would provide the lowest rate increase in the first year and is recommended. In
addition an alternative, a Hybrid Option, Option 2 that combine cost savings measures through
deferral of debt issuance and beginning of a pay-as-you go capital funding program were
developed for the City Council consideration. The Hybrid option proposal would provide for a
slightly higher rate increase in the first year, but would begin the City on the path to a partial or
complete pay-as-you-go capital funding program.

Two other alternatives for immediately implementing a pay-as-you-go option were evaluated,
but the resulting much higher initial cost appears problematic, especially under current economic
conditions.

Water Conservation and Other Green Measures

The City’s rate analysis consultant, HF&H Consultants, LLC (HF&H) investigated development
of a rate incentive program that would reward those users who conserve water with lower rate
and impose higher charges on those users with above average use. Increasing block rate
structures of this kind are a common practice in setting utility rates for water supply. For water
purveyors the block rates are supported by increased cost for the water provider to securing
higher capacity. The price signal can be so effective that short-term revenue shortfalls can occur
as a result of reduced flow. City's specialized counsel advised that such an approach could be
difficult to justify for sewer rates, and thereby legally risky, based on legal counsel’s
interpretation of the California Constitution (Article XIIID, Section 6). Therefore the sewer
rates cannot be set for the purpose of causing water conservation.

This increasing block rate structure option and the concerns that were generated during its
investigation were reviewed with the Infrastructure Subcommittee on March 30, 2009. One
suggestion from the Committee was to review the ideas that are being generated by the Green
Advisory Committee and implement those that are applicable during the budget cycle. This
approach is recommended, and with the City Council’s concurrence will be pursued further.

Staff also recommends that the City implement programs to reduce inflow and infiltration such
as ordinances requiring replacement of sewer laterals upon sale of a home or when building
permits for construction are obtained. Current major building projects are required to replace the
lateral on a case by case basis, as needed. These program that address 1&1 from privately owned
and maintained sewer laterals would further the goal of the City’s capital program. These types
of programs would also reduce the City’s wet weather capacity needs at the Wastewater
Treatment plant, and the associated cost for treatment. As these types of programs become more
common in other jurisdictions, they generate less controversy. If the City Council desires staff
to research and develop such a program, which is recommended, it is suggested that the results
of that investigation be presented to the Infrastructure Subcommittee for input before being
brought back to the City Council.

Potential Cost Saving Measures
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The proposed cost savings, reflected in the proposed rates shown in Attachment A to the
Resolution, Option 1, would be the result of going to a reduced capital improvement program
that is reactive in nature from the end of FY 2008-09 until spring 2010 when the capital
improvement program would re-commence. The proposed rate increase to support such a plan
would increase rates 5.0% ($15.12, or a 3.0% increase in the average bill) for the average single
family home versus 9.0% ($34.47, a 6.85% increase in the average bill) as shown in the analysis
presented to City Council on March 24, 20009.

Under the revised plan, the cost savings would be achieved by delaying certain new construction
projects. Projects would continue to be designed, with staff continuing to work on Sewer and
Storm related projects currently underway, but limited projects would be awarded until after
February 2010. The delay occurs because the currently remaining bond proceeds will be spent
before the proposed next $8.5 million in sewer revenue bonds are sold, which is currently
planned for February 2010. This differs from the March 24, 2009, proposal, in which these bonds
would have been sold earlier, in late 2009, before the remaining bond proceeds are fully
expended. The result of delaying the bond sale is a savings of approximately $200,000 in FY
2009-10.

An additional $330,000 in savings is proposed by deferring the funding of depreciation in FY
2009-10. Typically, depreciation is funded each year from rates so that funds are added to
reserves for funding maintenance and capital improvements.

The consequence of both of these cost savings, combined with the loan from the capital fund
described above, is that capital reserves will be depleted to unusually low levels. The risk that
reserves would be inadequate to cover any emergency that might occur would be reviewed
during the next budget cycle, and all capital construction would be put on hold if needed.

Figure 2 compares the rate projections presented at the March 24, 2009, City Council meeting

with the modified proposal in which the 2009 bond sale is delayed to 2010 and depreciation is
not funded in FY 2009-10.

Figure 2. Rate Projectionswith Continued Debt Funding of CIP

FY 2008-09 FY 2009-10 FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14

Original Report (March 24, 2009 Council Meeting)

Increase in Rates 9.0% 9.5% 9.5% 9.5% 8.5%
Cumulative Increase 9.0% 19.4% 30.7% 43.1% 55.3%
Annual Account Charge $238.16 $259.59 $284.25 $311.25 $340.82 $369.79
Low-Strength Rate / HCF $3.12 $3.40 $3.72 $4.07 $4.46 $4.84
High-Strength Rate / HCF $6.08 $6.63 $7.26 $7.95 $8.71 $9.45

Option 1 - Cost Savings, Continued Debt

Increase in Rates 5.0% 10.5% 10.5% 10.5% 10.5%
Cumulative Increase 5.0% 16.0% 28.2% 41.7% 56.5%
Annual Account Charge $238.16 $250.07 $276.33 $305.34 $337.40 $372.83
Low-Strength Rate / HCF $3.12 $3.28 $3.62 $4.00 $4.42 $4.88

High-Strength Rate / HCF $6.08 $6.38 $7.05 $7.79 $8.61 $9.51
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The Option 1 savings reduces the 9.0% rate increase in FY 2009-10 to 5.0%, but increases rates
in subsequent years in order to restore funding. With the subsequent 10.5% increases, the City
will be in position to sell $8.5 million in sewer revenue bonds in FY 2009-10 and 2012-13 to
fund the ongoing capital improvement program. With this modified proposal, the City will
continue to fund the capital improvement program almost exclusively from debt.

Pay-As-You-Go Capital Funding

At the City Council’s direction, HF&H also evaluated rate increases that would be necessary for
the City to fund its capital improvement program from cash on a pay-as-you-go basis rather than
from debt, as has been its recent practice. Pay-as-you-go financing is cheaper in the long run
because it avoids interest costs, but does not provide cash up front in the amounts needed
without significant rate increases.

Figure 3 compares two purely cash-funded scenarios. Under one scenario, which represents one
end of the spectrum, a 60.0% increase in rates in FY 2009-10 would allow for an immediate
conversion to pay-as-you-go financing, eliminating the need for the proposed bond in FY 2009-
10 and subsequent years (assuming current levels of funding continue). Minimal rate increases
would be needed through FY 2013-14, when the cumulative rate increases would be 68.0%,
compared with 56.5% for the modified program.

Another pay-as-you-go scenario was run in which the transition to full pay-as-you-go financing
would occur by FY 2013-14 through a series of four 19.0% annual rate increases, for a
cumulative increase of 100.5%. During the transition, there would be a delay in capital
improvements until rates increased sufficiently, after which the delayed projects would be
funded along with future projects.

These two pay-as-you-go scenarios illustrate that making the transition from a debt-funded to a
cash-funded capital improvement program is more expensive over the short term. They also
show that earlier, larger increases are less expensive over the long term.

Figure 3. Pay-as-You-Go Rate Projections

FY 2008-09 FY 2009-10 FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14
Pay-as-You-Go (PAYGO) - Inmediate Transition
Increase in Rates 60.0% 0.0% 0.0% 5.0% 0.0%
Cumulative Increase 60.0% 60.0% 60.0% 68.0% 68.0%
Annual Account Charge $238.16 $381.06 $381.06 $381.06 $400.11 $400.11
Low-Strength Rate / HCF $3.12 $4.99 $4.99 $4.99 $5.24 $5.24
High-Strength Rate / HCF $6.08 $9.73 $9.73 $9.73 $10.22 $10.22
PAYGO - Gradual Transition
Increase in Rates 19.0% 19.0% 19.0% 19.0% 0.0%
Cumulative Increase 19.0% 41.6% 68.5% 100.5% 100.5%
Annual Account Charge $238.16 $283.41 $337.26 $401.34 $477.59 $477.59
Low-Strength Rate / HCF $3.12 $3.71 $4.41 $5.25 $6.25 $6.25
High-Strength Rate / HCF $6.08 $7.24 $8.62 $10.26 $12.21 $12.21
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The results of the analyses shown in Figures 2 and 3 suggested a hybrid approach that combines
both debt and pay-as-you-go financing. With this approach, bonds would be sold in late FY
2009-10 to allow the capital improvement program to continue. A 6.0% rate increase in FY
2009-10 followed by 12% annual increases would reach two-thirds of full funding for the capital
improvement program by FY 2013-14 (see Figure 4). After two or three more years of 12% rate
increases, the rates would be sufficient to fully fund capital improvement program on a pay-as-
you-go basis (by approximately FY 2016-17) with no further need for bonds after 2010. During
this transition period, capital projects would be delayed in diminishing amounts until full funding
IS reached.

Figure4. Hybrid Option — Cost Savings Plus Transition toward Pay-as-Y ou-Go

FY 2008-09 FY 2009-10 FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14
Option 2 - Debt then PAYGO Transition

Increase in Rates 6.0% 12.0% 12.0% 12.0% 12.0%
Cumulative Increase 6.0% 18.7% 33.0% 48.9% 66.8%
Annual Account Charge $238.16 $252.45 $282.74 $316.67 $354.67 $397.23
Low-Strength Rate / HCF $3.12 $3.31 $3.71 $4.16 $4.66 $5.22
High-Strength Rate / HCF $6.08 $6.44 $7.21 $8.08 $9.05 $10.14

Option 2 is reflected in the proposed rates shown in Attachment A to the Resolution, Option 2.

Sub-Committee and Commission Review

On March 4, 2009, the draft rate analysis results were presented to the Infrastructure
Subcommittee. The Subcommittee recommended that information be posted on the Hot Topics
section of the City’s web page if the Rate Analysis and subsequent Notice are approved. A
review of restaurant and supermarket water usage was also requested, as water usage had
increased significantly for these property types. Although there was an overall increase in flow
for the restaurant class, some restaurants experienced flow reductions. The average flow per
restaurant parcel went up significantly in part because there was an overall flow increase. The
average flow per parcel also increased because three parcels went on standby status, thereby
reducing the total number of parcels used to calculate the average. A draft action plan/schedule
for the sewer charge increases was reviewed and the Subcommittee recommended the schedule
be presented to Council for approval.

Proposed cost savings measures were evaluated and reviewed with the Infrastructure
Subcommittee on March 30, 2009, and with the Finance Commission on April 2, 2009. The
Infrastructure Subcommittee did not make a formal recommendation, but received the
information. The Finance Commission recommends that City Council consider deferring the
bond sale so that the first debt payment is in August 2010 and advises staff to review the built-in
assumptions on rate and budget forecasting with special emphasis on discretionary spending and
statutory increases. The review of discretionary spending and statutory increases is
recommended for review during the budget cycle.

The analysis attached to this report defers the first bond sale so the first debt service payment is
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not due until FY 2010-11, and delays the capital improvement program accordingly. The full
extent of that delay will be reviewed with the budget. In addition, review of discretionary
spending and statutory increases could be done during the budget review, if recommended by the
City Council.

Next Step

The staff report presents a recommendation and an alternative for City Council consideration for
approval. A Cost Saving Option, Option 1 that provides cost savings measures through deferral
of debt issuance was developed. The Cost Saving Option would provide the lowest rate increase
in the first year and is recommended. In addition an alternative, a Hybrid Option, Option 2 that
combine cost savings measures through deferral of debt issuance and beginning of a pay-as-you
go capital funding program were developed. If the rate analysis is approved and Option 1 or
Option 2 is approved the City would mail a notice and begin the public outreach process.

Charges for sewer service are property-related charges subject to Proposition 218. These charges
need not be submitted to an election of voters or property owners, but they are subject to a
majority protest proceeding. That process is summarized as follows: (i) an agency calculates a
budget sufficient to cover the cost of service and determines how to spread that budget as rates
across different kinds of customers (e.g., single-family, multi-family, non-residential), (ii) the
agency provides 45 days mailed notice of a public hearing on the proposed new rates to every
property owner or customer of record who will pay the new rates, (iii) the agency conducts the
hearing and accepts written protests from property owners and customers of record, and (iv) the
agency tallies the protests; if more than half of the affected property owners and customers of
record protest the new rates in writing before the end of the hearing, the agency cannot impose
the new rates; otherwise it may impose the rates at any level which does not exceed the rates
stated in the notice. Majority protests under these rules are not common except when a very
small number of ratepayers are involved. Accordingly, the primary consequences of this process
are the delay and cost associated with the noticed hearing and the opportunity for public input on
the decision.

Typically, the City conducts rate hearings earlier in the spring. However, the City of Belmont
has been considering a new and separate Sewer Treatment Facility Charge to fund the South
Bayside System Authority’s Capital Improvement Program, and this resulted in the regular
Sewer Rate Analysis completion being delayed.

If the City Council authorizes the notice, staff will reconvene to meet with the City Treasurer
and City Clerk to review the Notice before it is mailed.

General Plan/Vision Statement
There is no impact from this report. Maintenance of existing City’s infrastructure is consistent
with the City’s goals and policies.

Fiscal Impact
Approval of this action does not establish rates; however, should the City Council implement the

rates shown in the Notice, the revenue received is projected to equal the projected revenue for
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fiscal year 2009-10 of approximately $5.9 million.

Public Contact
The Council agenda was posted.

Recommendation

It is recommended that Council (i) approve the Rate Analysis Report and addendum for option 1
and the Action Plan attached to this report and (ii) approve the authorizing resolution stating the
City’s intentions to increase Sewer Rates effective fiscal year 2009-10 and scheduling the public
hearing and propose the rate structure.

Alternatives

1.  Take no action.

2. (i) approve the Rate Analysis Report and addendum, for option 2 and the Action Plan
attached to this report and (ii) approve the authorizing resolution, with a substitute exhibit
“A” reflecting option 2.

3. Refer back to staff for further information.

Attachments

A. HF&H Report entitled Sewer Rate Update — FY 2009-10, dated March 19, 20009.

B. HF&H Report Addendum entitled Sewer Rate Update — FY 2009-10, dated April 10, 2009.
a. Option 1, Cost Saving Option
b. Option 2, Hybrid Option

C. Action Plan/Schedule

D. Resolution Stating Its Intention to Increase Sewer Charge
a. Exhibit A, Proposed Rates (Option 1--Cost Saving Option)
b. Exhibit B, Guidelines for the Submission and Tabulation of Protests

E. Alternative Exhibit A to Resolution (Option 2--Hybrid Capital Financing Option)

Respectfully submitted,

Karen Borrmann, PE Thomas Fil Jack R. Crist
City Engineer Finance Director City Manager
Staff Contact:

Thomas Fil, Finance Director
(650) 595-7435
tfil@belmont.gov

Karen Borrmann, PE

Assistant Public Works Director/City Engineer
(650) 595-7469

kborrmann@belmont.gov




Council —Sewer Rates
April 14, 2009
Page 10 of 9

Brooke Lazzari

Deputy Finance Director
(650) 595-7434
blazzari@belmont.gov
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ATTACHMENT C
ACTION PLAN
Schedule for Annual Sewer Charge Increase Tax Year 2009-10
Infrastructure Subcommittee Review of Draft Rate Analysis Report (HFH)
Preparation of Draft Authorizing Resolution (Mark Mandell)

Rate Analysis and Draft Resolution to City Council for discussion and direction and
consideration of authorizing resolution at April 14 City Council meeting

Infrastructure Subcommittee Review

Finance Commission Review

City Council consideration of Resolution stating intent to increase charges. The
Proposition 218 Notice would be authorized for mailing by adoption of (i) setting rules
for tabulating protests, (ii) scheduling public hearing* and (iii)_proposing rate structure*.
[Portions marked with * included principally for benefit of council/staff coordination,
not legally required]

Send 45 day Notice to Printer (Tim Seufert, NBS)

Mail 45 day Notices to property owners (Tim Seufert, NBS)

Track written and verbal responses from property owners, and prepare Response(s)

Meeting of City Council Infrastructure Subcommittee to discuss Rates and review
Responses

Publish first notice of June 23 public hearing (Pam/City Clerk)

Publish second notice of June 23 public hearing 10 days prior to public hearing
(Pam/City Clerk)

Public Hearing at City Council Meeting - (A) Public Hearing and Tally of Protests (B)
Introduction (First Reading) of Ordinance increasing the City’s Sewer Charge

File Rate Charge Report with City (NBS)

(A) Second Reading of Ordinance (B) Resolution of the City Council of the City of
Belmont Confirming and Approving the Report of Sewer Charges for Tax Year 2009-10,
directing the filing of charges for collection by the County Auditor. (consent)

Send new rates for all properties to County of San Mateo for Tax bill (NBS)

(30 days after introduction of ordinance) Rate Ordinance takes effect



RESOLUTION NO.

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF BELMONT
STATINGITSINTENTION TO REVISE THE CITY'SSEWER CHARGESEFFECTIVE

TAX YEAR 2009-10

WHEREAS, the City of Belmont levies charges for sewer services pursuant to Section 21.93 of
the Belmont Municipal Code and pursuant to Section 5470 et seq. of the California Health &

Safety Code; and,

WHEREAS, the City Council desires to conduct proceedings to revise the rate and methodology
for the sewer charges, to be effective beginning in the 2009-10 tax year.

NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Belmont that:

Section 1.

Section 2.

Section 3.

Section 4.

Section 5.

The foregoing recitals are all true and correct.

The City Council proposes the imposition of the rates and methodology
generally described in Exhibit “A” to this Resolution, which is
incorporated herein by reference.

On June 9, 2009, at 7:30 PM or as soon thereafter as may be practicable in
the City Council Chambers located at One Twin Pines Lane, Belmont,
CA, the City Council will hold a public hearing pursuant to Article XI11D
of the California Constitution with respect to the proposed rates. At this
hearing, all interested persons will be permitted to present oral and written
testimony with respect to the proposed rates and methodology.

The City Council further directs staff to give notice of the hearing in the
manner required by law.

The City will accept and tabulate protests against the proposed rate
revision pursuant to the procedures set forth in Exhibit “B” to this
Resolution, which is incorporated herein by reference.

* * k* * * X * *x k* * * kx * K * * * k * * *x * * * * * *x * * *x *



I hereby certify that the foregoing Resolution was duly and regularly passed and adopted by the
City Council of the City of Belmont at a regular meeting thereof held on April 14, 2009 by the
following vote:

AYES, COUNCILMEMBERS:

NOES, COUNCILMEMBERS:

ABSTAIN, COUNCILMEMBERS:

ABSENT, COUNCILMEMBERS:

CLERK of the City of Belmont
APPROVED:

MAYOR of the City of Belmont



ATTACHMENT D

RESOLUTION EXHIBIT*A”

PROPOSED SEWER CHARGE RATE SCHEDULE

Each parcel’s sewer charge will be the sum of a Base Charge and a Flow Charge.

Base Charge

- Residential Customers (single-family and multi-family):
$250.07 per dwelling unit per year

- Non-Residential Customers:
$250.07 per parcel per year

Flow Charge

- Residential and most Non-Residential Customers:
$3.28 per hundred cubic feet of estimated annualized wastewater discharge

- *High-Strength” Non-Residential Customers (supermarkets with grinders and restaurants with
on-site food preparation):
$6.38 per hundred cubic feet of estimated annualized wastewater discharge



ATTACHMENT D

RESOLUTION EXHIBIT “B”
GUIDELINES FOR THE SUBMISSION AND TABULATION OF PROTESTS

Submission of Protests

1.

Any property owner may submit a written protest to the City Clerk, either by delivery to the office of the
City Clerk or by submitting the protest at the public hearing. Protests must be received by the end of the
public hearing. No postmarks will be accepted.

Each protest must identify the affected property (by assessor’s parcel number or street address) and include
the signature of the record property owner. Email protests cannot be accepted. Although oral comments at
the public hearing will not qualify as a formal protest unless accompanied by a written protest, the City
Council welcomes input from the community during the public hearing on the proposed charges.

If a parcel served by the City is owned by more than a single record owner, each owner may submit a
protest, but only one protest will be counted per parcel and any one protest submitted in accordance with
these rules will be sufficient to count as a protest for that property.

In order to be valid a protest must bear the original signature of the record owner with respect to the
property identified on the protest. Protests not bearing the original signature of a record owner shall not be
counted.

Any person who submits a protest may withdraw it by submitting to the City Clerk a writing request that
the protest be withdrawn. The withdrawal of a protest shall contain sufficient information to identify the
affected parcel and the name of the record owner or record customer who submitted both the protest and
the request that it be withdrawn.

A charge protest proceeding is not an election.

To ensure transparency and accountability in the charge protest tabulation, protests shall constitute
disclosable public records from and after the time they are received.

Tabulation of Protests

1.

The City Clerk shall determine the validity of all protests. The City Clerk shall not accept as valid any
protest if the City Clerk determines that any of the following conditions exist:

a. The protest does not identify a property served by the City.

b. The protest does not bear an original signature of a record owner of the parcel identified on the
protest.

c. The protest does not state its opposition to the proposed charges.

d. The protest was not received by the City Clerk before the close of the public hearing on the
proposed charges.

e. A request to withdraw the protest is received prior to the close of the public hearing on the

proposed charges.

The City Clerk’s decision that a protest is not valid or does not apply to a specific charge shall constitute a
final action of the City and shall not be subject to any internal appeal.



A majority protest exists if written protests are timely submitted and not withdrawn by the record owners
of a majority of the properties subject to the proposed charge.

At the conclusion of the public hearing, the City Clerk shall complete the tabulation of all protests
received, including those received during the public hearing and shall report the results of the tabulation to
the City Council upon completion. If review of the protests received demonstrates that the number
received is manifestly less than one-half of the parcels served by the City with respect to the charge which
is the subject of the protest, then the Clerk may advise the City Council of the absence of a majority protest
without determining the validity of all protests.



ATTACHMENT E

RESOLUTION EXHIBIT “A”

PROPOSED SEWER CHARGE RATE SCHEDULE

Each parcel’s sewer charge will be the sum of a Base Charge and a Flow Charge.

Base Charge

- Residential Customers (single-family and multi-family):
$252.45 per dwelling unit per year

- Non-Residential Customers:
$252.45 per parcel per year

Flow Charge

- Residential and most Non-Residential Customers:
$3.31 per hundred cubic feet of estimated annualized wastewater discharge

- *High-Strength” Non-Residential Customers (supermarkets with grinders and restaurants with
on-site food preparation):
$6.44 per hundred cubic feet of estimated annualized wastewater discharge
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@ HF&H CONSULTANTS, LLC
LN Advisory Services to
e Municipal Management
2175 N. California Boulevard, Suite 990 Robert D. Hilton, CMC
Walnut Creek, California 94596 John W. Farnkopf, PE
Telephone: 925/977-6950 Laith B. Ezzet, CMC
Fax: 925/977-6955 Richard J. Simonson, CMC
www.hff-consultants.com Marva M. Sheehan, CPA

March 19, 2009

City Council

City of Belmont

One Twin Pines Lane
Belmont, CA 94002

Subject: Sewer Rate Update - FY 2009-10

Honorable City Council Members:

Nine years ago, HF&H Consultants, LLC (HF&H) first prepared a financial plan and
rate model for the City’s sewer services. Since that time, we have annually updated
sewer rates working closely with City Staff and legal counsel. The purpose of this letter
report is to summarize the update for FY 2009-10, which includes a projection through
FY 2013-14. The report contains the following sections:

Background

Revenue Requirement Projections
Projected Rates and Bills
Implementation Issues

N e

Findings and Recommendations

This report briefly describes our analysis, which led to our recommendation that the
City increase its sewer service charges 9.0% effective in FY 2009-10.

1. Background

As part of our initial work nine years ago, we converted the residential rates from flat to
flow-based rates. Charges for each customer were determined by multiplying the
customer’s monthly average winter water use times a charge per unit (hundred cubic
feet or HCF) of water use; customers whose water use was less than half the average for
the customer class were subject to a minimum charge instead of the flow-based charge.
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At that time, the decision was made to combine the sewer and stormwater funds for
modeling rates because of the hydraulic relationship between sanitary and storm
sewers. An analysis conducted with the FY 2007-08 rate update confirmed that the
portion of sewer rate revenue that is used to fund stormwater costs is only that portion
of the stormwater costs that are related to reducing inflow and infiltration (I&I) of
runoff into the sanitary sewers. Sewer customers are better served by funding
stormwater improvements that reduce [&I than by funding more costly improvements
to the SBSA treatment plant to treat runoff.

During the time that the City has been restructuring its rates, expenditures have
increased above inflationary rates. The most significant cost increases have been
SBSA’s operating and capital costs for treatment and the City’s capital improvement
program. SBSA'’s operating cost increases are covered by increasing the City’s revenue
from its local sewer service charges. SBSA's capital costs for renovating its facilities are
planned to be funded through a new sewer treatment facility charge. The City Council
recently directed City Staff to mail notices to rate payers as part of the Proposition 218
notification process. Unless a majority of rate payers protest, this new SBSA charge can
be placed on this year’s property tax rolls with City Council.

Funding the City’s capital improvements has resulted in the need to issue bonds twice,
with a third issue on the way; the debt service has been funded out of rate revenue.

Recent rate increase history is summarized in Figure 1.

Figure 1. Historical Rate Increases by Fiscal Year

2000-01 5.0%
2001-02 6.0%
2002-03 8.0%
2003-04 12.0%
2004-05 16.0%

2005-06 16.0%
2006-07 13.0%
2007-08 0.0%
2008-09 8.5%

These rate increases were determined using a financial model (a copy of the current
model is included at the end of this report) that forecasts expenses, revenues, and
reserve fund balances. In the model, revenue from rates is compared with the revenue
requirement (i.e., projected O&M and capital expenses as well as transfers to and from
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reserves) to determine rate adjustments over the five-year projection period. These rate
adjustments are moderated using reserves. Specific targets were set for these reserve
funds so that adequate funds are maintained for working capital, capital improvements,
and other ongoing liabilities.

Even with these rate increases, the sewer reserves have tended to fall below the target
balances because of the difference between estimated and actual water use. When the
rates were purely flow-based, the Sewer Enterprise was susceptible to revenue
shortfalls caused by water use that is less than the amount used in calculating rates. To
remedy this problem, the Council directed staff in 2007 to explore alternative sewer rate
structures that would improve the reliability of revenue projections without
compromising the equity in the rate structure. A structure was selected with fixed and
volumetric components. This structure allows for fixed costs to be covered regardless
of changes in water consumption, yet still allows differences between rate payers in
their individual sewered water use to be reflected in the volumetric charge.

2. Revenue Requirement Projections

The revenue requirement projections were developed by escalating the operating and
capital budgets for FY 2008-09. Revenue requirements were projected through FY 2013-
14 as shown in Figure 2. Note that the debt service costs associated with Belmont's
share of SBSA’s planned renovation of its pumping, conveyance, and treatment facilities
are not included in these projections. Instead, it is planned that a new, additional sewer
treatment facility charge will be adopted by Belmont. The adoption process for the new
sewer facility treatment charge is currently underway.

Figure 2 depicts relatively gradual increases in the major expense categories from last
year, FY 2007-08, through five years into the future in FY 2013-14. The following is
noteworthy about the projected revenue requirements:

¢ Sanitary Sewer Operations - This is the largest category of expense and includes
personnel, supplies, services, and administrative costs. This category is projected
to increase 3.4% to 6.3% annually, which somewhat exceeds current inflation
rates.

* SBSA Sewage Treatment - This is the second largest component and is based on
SBSA’s cost allocation to the City. The projections escalate the current amount at
6% to 8% per year. These costs do not include the proposed upgrades to SBSA’s
facilities (described below and in Sections 4 and 5).



Belmont City Council

March
Page 4

19, 2009

Figure 2. Revenue Requirement Projections

Revenue Requirements (Millions)

SewerFund Revenue Requirement
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BESBSA Sewer Treatment BSBSA PAYGO Capital M Sanitary Sewer Operations

DO Storm Drainage Operations BCity of Belmont Debt Service B Transfer to Reserves

City of Belmont Debt service - Debt service for the sanitary and storm facilities
is the third largest expense category. The current debt service reflects the City’s
2001 and 2006 revenue bonds. The proceeds from the 2006 revenue bonds are
projected to be spent by FY 2008-09. To support the continued progress of
necessary capital improvements, additional revenue bonds of approximately
$8,550,000 will be required. It is expected that these bonds would be issued in
mid-FY 2009-10. It is also expected that additional bonds will be called for by FY
2013-14.

Storm Drainage Operations ~-Funded stormwater drainage operations are
limited to programs designed to reduce costs associated with inflow and
infiltration to the sanitary sewer system.

Transfer to Reserves - These transfers are made to achieve and maintain the
target balances for the Operating and Capital reserves. The targets have been
previously approved by the City Council to ensure sufficient funds are available
to cover month-to-month cash flow. The transfers increase beginning in FY 2012-
13 as funding becomes available to restore and maintain capital reserves.
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Rates are set to cover not only ongoing operating and capital costs but also to maintain
adequate reserves. Three reserves have been funded from rates:

¢ Operating Reserve (Fund 501). The minimum balance for the Operating Reserve
is 75% of net operating expenses. This target is based on the fact that there is up
to a six-month lag between when the City incurs expenses and when it receives
payments from the County tax assessor’s office. Without this minimum balance,
month-to-month operating cash flow could be jeopardized, requiring a loan from
the General Fund.

e Capital Reserve (Fund 503). The target balance for the Capital Reserve equals
50% of the average annual capital improvements over the six years shown in
Table 5 in the model. With this target balance, there are sufficient funds
(including bond proceeds) projected to fund construction until FY 2008-09. If the
City were to issue more bonds as planned in FY 2009-10, the current target
balance would still be appropriate. However, if the City were to consider
converting from pay-as-you-use debt financing to pay-as-you-go cash financing,
the target balance would be too low and should be reevaluated.

* Rate Stabilization Reserve. A Rate Stabilization Reserve was recently created to
bolster the Sewer Fund’s financial position. However, funding the Rate
Stabilization Reserve is problematic. Because of the fiscal pressure on rates to
fund essential services, it is unlikely that rates can also be increased slightly to
fund the Rate Stabilization Reserve. As a result, the Rate Stabilization Reserve
will be put on hold and not funded at this time.

Rates and revenue from rate increases are forecasted for the next rate year, FY 2009-10,
through FY 2013-14. In this way, rates are set for the upcoming year within the context
of a longer planning horizon. Figure 3 indicates the annual projected revenue
requirements (net of sources of non-rate revenue), fund balances, rate increases,
changes in water use and number of sewer units, and revenue from rates (including rate
increases). The 9.0% rate increase projected for FY 2009-10 is consistent with last year’s
projection. However, as a result of reduced average winter water use, a 9.0% rate
increase will only yield a 6.7% increase in rate revenue.

Going forward, slight growth is projected for both water demand and sewer units (i.e.,
customer accounts). As a result of the contribution from growth, the revenue from rate
increases is projected to be slightly greater than the rate increase percentages. Hence, it
is projected that in FY 2010-11, a 9.5% rate increase will yield 10.0% more rate revenue
because of the growth in water demand and sewer accounts.



Belmont City Council

March 19, 2009
Page 6
Figure 3. Financial Projections
Actual Budget

FY 2007-08 FY 2008-09 FY 2009-10 FY 2010-11 FY 2011-12 FY 2012-13 FY 2013-14
Revenue Requirements $5,280,516 $5,747,284 $6,157,359 $6,806,111 $7,332,120 $7,726,372 $8,119,896
Revenue from Rates $5,400,917 $5,718,364 $6,101,033 $6,714,075 $7,407,154 $8,171,778 $8,910,766
Total Fund Balance $5,274,626 $3,538,566 $8,420,150 $6,747,881 $5,651,350 $4,185,288 $5,185,894
Rate Increase 0.0% 8.5% 9.0% 9.5% 9.5% 9.5% 8.5%
Change in Water Demand -3.85% 0.50% 0.75% 0.75% 0.50%
Change in Sewer Units 0.00% 0.50% 0.75% 0.75% 0.50%
Revenue Increase 5.9% 6.7% 10.0% 10.3% 10.3% 9.0%

Figure 4 shows the difference in the Fund balance with and without the projected
increases in rate revenue. The Fund balance climbs steeply in FY 2009-10 because of the
addition of $8 million in bond proceeds, without which the Fund balance would drop
farther below the target balance. If the City were to convert to pay-as-you-go financing,
substantially larger rate increases would be required or the capital improvement
program would have to be scaled back further.

Figure 4 shows that the Operations Reserve is consistently below the minimum balance
established for the reserve (i.e., 75% of each year’s net operating expense) for all but the
last year of the five-year planning period. As a consequence, capital reserves may be
needed to supplement the Operations Reserve until the minimum balance is achieved.
This is not an optimal financial position, particularly in view of the fact that a portion of
the capital reserves is derived from bond proceeds. However, the projections show that
the condition is controlled and eventually eliminated.

Figure 4 also shows the steep decline in the Fund balance if expenditures were to
continue without the recommended rate increases. Although the City would not allow
this to occur, the decline of the dashed line indicates how critical it is to increase rates if
the projected level of expenditures is to be funded.
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Figure 4. Fund Balance With and Without Increased Rate Revenue
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3. Projected Rates and Bills

Both the fixed and volumetric components of the rate structure need to be increased to
generate the additional revenue required in FY 2009-10. The 9.0% rate increase that was
projected last year for FY 2009-10 did not foretell the 3.8% reduction in water demand
that occurred. Because of the reduced water demand, a 9.0% rate increase generates
only 6.7% more revenue, which is a reduction of about $130,000.

The revenue lost because of lower water demand could be made up with either (1) a
larger rate increase than 9.0%, (2) a reduction in expenses, or (3) a reduction in reserves,
all three of which raise policy issues. Considerations that weigh on this policy decision
are (1) it is desirable to increase rates as little as possible, (2) it may be difficult to trim
expenses by this amount, and (3) the reserves are already at low levels.
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In discussions with City staff, it was concluded that the prior year’s 9.0% projected rate
increase should be followed. This would avoid a higher rate increase but calls for cost
reductions or deferrals. Costs will be somewhat lower in FY 2008-09 because the
planned debt issuance in late FY 2008-09 will be delayed to mid-FY 2009-10. An
additional reduction in capital projects that would have been funded from the latest
bonds can be delayed to FY 2009-10, although the capital reserve will be further drawn
down to fund these projects until the bond is issued. Ideally, a 10% rate increase that
would yield closer to 8% more revenue would be implemented; though it is possible to
accommodate only a 9.0% rate increase.

Figure 5 compares the current and projected rates, average annual consumption per
customer class,! and average annual bills for FY 2008-09 with FY 2009-10. The fixed and
volumetric charges for FY 2009-10 are 9.0% higher than the FY 2008-09 charges. The
changes in average annual bills for each customer class show that overall water demand
decreased 3.76% but varied from as much as an 83.48% decrease for other non-
residential parcels? to a 48.36% increase for restaurants.> The changes in annual bills
reflect the changes in average annual consumption; the overall increase is 6.65% with a
wide range of increases and decreases. For single-family residential customers, the
average bill will increase $34.47 per year or $2.87 per month.

The average annual bills in Figure 5 are shown for illustrative purposes. In practice, the
annual bills are calculated for each customer based on the customer’s metered water use
for the December through March period from two years prior.# Customers who
reduced their water use will pay lower bills than they would have had they not
conserved.

! Average annual consumption is calculated using metered water use for the December through March
period, which is when irrigation is at its lowest. Average winter water use is then annualized by
multiplying average water use for the four winter months times three.

2 This is apparently due to reclassifications by the County of customers in this class to other classes.

3 A review of individual restaurant parcels indicates both increases and decreases in water demand; three
parcels with no flow were reclassified to standby status. Supermarket water demand was generally
greater for most parcels.

4 In order to comply with Proposition 218, there is insufficient time to obtain water use data from the
most recent winter, calculate rates, notify customers, hold the majority protest hearing, adopt rates, and
submit the bills to the tax assessor by August 10. To allow more time for the rate analysis and notification
process, water use from the prior winter (two years prior to August 10) is used.
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Figure 5. Rates, Average Consumption and Average Bills
FY 2008-09 FY 2009-10
Fixed  Volumetric A::gal Average Fixed Volumetric A::z.al Average %. Change %‘ Change $ Change
Customer Classes Charge Charge per Consump- Annual Bill Charge Charge per Consump- Annual Bill in Avg. in Avg. in Ava. Bill
N p P : el
per Unit HCF tion, HCF per Unit HCF tion, HCF Cons. Bill
Low-strength residential
Single family $238.16 $3.12 85.06 $503.55 | $259.59 $3.40 81.89 $538.02 | -3.73% 6.85% $34.47
2-4 units $238.16 $3.12 137.93 $948.57 | $259.59 $340 141.40 $1,08455| 2.52% 14.33% $135.98
Five or more units $238.16 $3.12 127443  $9,091.23 | $259.59 $3.40 1,274.86  $9,793.82 | 0.03% 7.73% $702.59
Residential Condomimium $238.16 $3.12 68.47 $451.79 | $259.59 $3.40 63.92 $476.92 | -6.65% 5.56% $25.13
Low-strength non-residential
Hotel/boarding house $238.16 $3.12 3,658.76 $11,653.49 | $259.59 $3.40 3,05328 $10,640.74 | -16.55%  -8.69% ($1,012.75)
Store/office/shopping center $238.16 $3.12 528.55 $1,887.24 | $259.59 $3.40 433.11 $1.732.16 | -18.06%  -8.22% ($155.07)
Other commercial $238.16 $3.12 187.82 $824.16 | $259.59 33.40 193.22 $916.54 | 2.88% 11.21% $92.38
Institutional $238.16 $3.12 195712  $6,344.37 | $259.59 $3.40 194811  $6.883.16 | -0.46% 8.49% $538.79
Other parcels $238.16 $3.12 299.19 $1,171.63 ] $259.59 $3.40 49.42 $427.62 | -83.48%  -63.50% ($744.01)
High-strength commercial
Restaurant” $238.16 $6.08 453.58 $2,995.93 | $259.59 $6.63 672.94 $4,721.18 | 4836%  57.59%  $1.725.26
Supermarket® $238.16 $6.08 188955 $12.334.62 | $259.59 $6.63 2,656.49 $17,872.12 | 3352%  44.89%  $5537.49
Total 128.87 $749.21 124.03 $799.00 | -3.76% 6.65% $49.79
' Food prepared on premises.
I with grinders.
Unit - number of units per parcel is specified on the property tax rolls.
HCF - hundred cubic feet of water use from MPWD meter readings during winter, then annualized.
Non-metered parcels shall be charged a standby fee not greater than $20.45 per month ($245.40 annually) per parcel as authorized by
Ordinance 807, dated July 9, 1996.

Figure 6 shows how the projected monthly bill for Belmont's single-family residential
customers compares with neighboring communities. The bills are plotted against the
population served in each community. Because of Belmont's comparatively smaller
size, it has somewhat higher rates, but its rates are below the trend line. SBSA member
agencies are denoted by a blue square. Other Peninsula and nearby Silicon Valley
agencies are denoted by red diamonds.

4. Implementation Issues

The adopted rates will be placed on the tax rolls for FY 2009-10. Under Proposition 218,
Belmont can adopt multi-year increases for up to five years with a single notification to
rate payers. The City could adopt multi-year increases for years beyond FY 2009-10
based on the rate increases shown in Figure 3. Those rate increase percentages could be
applied each year across-the-board to the prior year’s rates and would generate the
projected revenue if average winter water demand stays constant. Any change in demand,
however, will affect how much revenue is generated. As demonstrated by FY 2009-10,
the reduced demand (from FY 2007-08) results in less revenue than otherwise would
have been received if the demand had not dropped.
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Figure 6. Comparison of Monthly Residential Bills
Population vs. Monthly Single-Family Residential Bill
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In the future, demand is not expected to vary significantly and may even increase
slightly, unless the sequence of dry years persists and water conservation holds down
water demand. Nonetheless, adopting multi-year increases exposes Belmont to
unpredictable fluctuations in demand (not to mention fluctuations in expenses, which
can be controlled to a certain extent by the City). In the face of this exposure, the
Council would have the option each year to adopt no more than the noticed increase. A
new notification would be required if larger increases were needed than originally
noticed.

When multi-year rate increases are adopted, we advise our clients to make a
determination each year confirming the adequacy of the rate increase prior to placing
the new charges on the tax roll of. At that time, the Council could stick with the
previously approved rate increase, adopt a lower increase if possible, or increase rates,
in which case the procedural requirements of Proposition 218 would be followed (i.e.,
mailed notices to rate payers, 45-day majority protest period, protest hearing).

In Belmont's case, there may be no harm in adopting multi-year increases, recognizing
that water demand variations and other factors make for uncertain projections. Such
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factors include (1) low reserves that are trending downward, (2) the planned issuance of
bonds at year-end 2009, and (3) potential continued low water demand in response to
water conservation and economic conditions. If the projections do not hold true and
higher rates are needed, the City can proceed with another Proposition 218 process.

The uncertainty posed by fluctuations in water demand or inflationary cost increases is
moderated by some agencies by employing a rate-making technique called “indexing.”
With indexing, rates are adjusted to maintain revenue neutrality without mailing
notification to rate payers under Proposition 218. Indexing for inflationary costs is
limited to five years under recently passed legislation, AB 3030, after which the majority
protest process called for under Proposition 218 should be followed.

Another minor, unrelated detail concerns the fact that Belmont's sewer rates are
charged to all parcels within the City limits, including a very small number of parcels
that are not tributary to SBSA’s treatment facilities. In a small number of cases, parcels
are, instead, tributary to other treatment facilities, the cost of whose treatment is billed
to the City of Belmont. This commonly occurs along the perimeter of cities, where some
customers may be partially served by a neighboring city’s facilities. Analysis indicated
that the difference in cost between Belmont’s treatment cost and the neighboring city’s
cost was immaterial, and, hence, Belmont should continue to charge all parcels the
same.

5. Findings and Recommendations

The following briefly summarizes our findings and recommendations for setting rates
for FY 2009-10:

1. Revenue Increase. The need for additional revenue is the result of a combination of
operating cost increases that are greater than inflation and the planned sale of $8.55
million in revenue bonds in mid-FY 2009-10.

2. FY 2009-10 Rate Increase. The recommended 9.0% rate increase will only yield a
6.7% increase in revenue because of a 3.8% decrease in average winter water use. A
9.0% rate increase is consistent with last year’s projection but does not fully fund
next year’s operating and capital costs. As a consequence, reserves will drop to
absorb the $130,000 revenue reduction.

3. Operating Reserves. The overall reserve balance is trending down and is projected
to drop below the target balance by the end of FY 2008-09. The Operating Reserve is

currently funded below its minimum target balance, and is not projected to meet
this target until FY 2013-14.

4. Capital Reserves. Because of the delay in the issuance of bonds until the end of
calendar year 2009, instead of the Spring of 2009, the Capital Reserve cannot fund all
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of the planned capital projects for FY 2008-09. Therefore, we have modeled a delay
of $700,000 worth of projects until FY 2009-10. Once bonds are sold, the Capital
Reserve will be able to pay for all planned projects for the next several years.

5. Multi-Year Rate Increases. If the City adopts rate increases for more than FY 2009-
10 at this time, we recommend that it annually conduct a review of the Sewer Fund’s
financial position prior to adopting each year’s rates. The review can validate the
previously approved rate increase, recommend a lower rate increase if possible,
index the rates up based on water demand or inflation rates, or increase rates greater
than indexed amounts in compliance with Proposition 218. Prior to adopting a
multi-year rate increase strategy, the City should consult with legal counsel for
guidance on compliance with Proposition 218.

6. Charges on Tax Rolls. Last year, the new fixed and volumetric charges were placed
on the tax rolls as separate charges. We recommend that the City consider
consolidating these two charges into a single charge so that Belmont's local sewer
system charge is distinct from the new SBSA sewer treatment facility charge that is
proposed to be added to the tax rolls for the first time this year. Rate payers will
also save $1.25 per tax bill.

We greatly appreciate this opportunity to assist the City with its sewer rates.
Very truly yours,

HF&H CONSULTANTS, LLC

o . Earmior P, ek
John W. Farnkopf, P.E., SeniarXice President
Edmund C. Jones, Senior Associate

Attachments:

Table 1A. Summary

Table 1B. General

Table 2A. Sewer Revenue Requirements (Fund 501)

Table 2B. Storm Drainage Revenue Requirements (Fund 525)
Table 3. Revenue Increases

Table 4. Reserves

Table 5. Capital Improvement Projects

Table 6. Debt Service and Debt Coverage

Table 7. Single-Family Rate Comparison
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ATTACHMENT B

HF&H Report Addendum Sewer Rate Update
FY 2009-10, dated April 10, 2009

COPY WILL BE FORTH COMING



March 4
March 5

March 24

March 30
April 2

April 14

April 24
April 30
April

April

May 8

May 15

June 23

June 25

July 14

August 10

August 14

ATTACHMENT C
ACTION PLAN
Schedule for Annual Sewer Charge Increase Tax Year 2009-10
Infrastructure Subcommittee Review of Draft Rate Analysis Report (HFH)
Preparation of Draft Authorizing Resolution (Mark Mandell)

Rate Analysis and Draft Resolution to City Council for discussion and direction and
consideration of authorizing resolution at April 14 City Council meeting

Infrastructure Subcommittee Review

Finance Commission Review

City Council consideration of Resolution stating intent to increase charges. The
Proposition 218 Notice would be authorized for mailing by adoption of (i) setting rules for
tabulating protests, (ii) scheduling public hearing* and (iii) proposing rate structure*.
[Portions marked with * included principally for benefit of council/staff coordination, not
legally required]

Send 45 day Notice to Printer (Tim Seufert, NBS)

Mail 45 day Notices to property owners (Tim Seufert, NBS)

Track written and verbal responses from property owners, and prepare Response(s)

Meeting of City Council Infrastructure Subcommittee to discuss Rates and review
Responses

Publish first notice of June 23 public hearing (Pam/City Clerk)

Publish second notice of June 23 public hearing 10 days prior to public hearing (Pam/City
Clerk)

Public Hearing at City Council Meeting - (A) Public Hearing and Tally of Protests (B)
Introduction (First Reading) of Ordinance increasing the City’s Sewer Charge

File Rate Charge Report with City (NBS)

(A) Second Reading of Ordinance (B) Resolution of the City Council of the City of
Belmont Confirming and Approving the Report of Sewer Charges for Tax Year 2009-10,
directing the filing of charges for collection by the County Auditor. (consent)

Send new rates for all properties to County of San Mateo for Tax bill (NBS)

(30 days after introduction of ordinance) Rate Ordinance takes effect



RESOLUTION NO.

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF BELMONT
STATING ITS INTENTION TO REVISE THE CITY’S SEWER CHARGES EFFECTIVE

TAX YEAR 2009-10

WHEREAS, the City of Belmont levies charges for sewer services pursuant to Section 21.93 of
the Belmont Municipal Code and pursuant to Section 5470 et seq. of the California Health &

Safety Code; and,

WHEREAS, the City Council desires to conduct proceedings to revise the rate and methodology
for the sewer charges, to be effective beginning in the 2009-10 tax year.

NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Belmont that:

Section 1.

Section 2.

Section 3.

Section 4.

Section 5.

* %k ok ok Xk

*

*

The foregoing recitals are all true and correct.

The City Council proposes the imposition of the rates and methodology
generally described in Exhibit “A” to this Resolution, which is incorporated
herein by reference.

On June 9, 2009, at 7:30 PM or as soon thereafter as may be practicable in
the City Council Chambers located at One Twin Pines Lane, Belmont, CA,
the City Council will hold a public hearing pursuant to Article XIIID of the
California Constitution with respect to the proposed rates. At this hearing,
all interested persons will be permitted to present oral and written
testimony with respect to the proposed rates and methodology.

The City Council further directs staff to give notice of the hearing in the
manner required by law.

The City will accept and tabulate protests against the proposed rate

revision pursuant to the procedures set forth in Exhibit “B” to this
Resolution, which is incorporated herein by reference.

¥ k % ok kx %k & x k% ok *k * x x * % *x * %k x k * %k %



I hereby certify that the foregoing Resolution was duly and regularly passed and adopted by the
City Council of the City of Belmont at a regular meeting thereof held on April 14, 2009 by the
following vote:

AYES, COUNCILMEMBERS:

NOES, COUNCILMEMBERS:

ABSTAIN, COUNCILMEMBERS:

ABSENT, COUNCILMEMBERS:

CLERK of'the City of Belmont
APPROVED:

MAYOR of'the City of Belmont



ATTACHMENT D

RESOLUTION EXHIBIT“A”

PROPOSED SEWER CHARGE RATE SCHEDULE

Each parcel’s sewer charge will be the sum of a Base Charge and a Flow Charge.

Base Charge

- Residential Customers (single-family and multi-family):
$250.07 per dwelling unit per year

- Non-Residential Customers:
$250.07 per parcel per year

Flow Charge

- Residential and most Non-Residential Customers:
$3.28 per hundred cubic feet of estimated annualized wastewater discharge

- “High-Strength” Non-Residential Customers (supermarkets with grinders and restaurants with
on-site food preparation):
$6.38 per hundred cubic feet of estimated annualized wastewater discharge



ATTACHMENT D

RESOLUTION EXHIBIT “B”
GUIDELINES FOR THE SUBMISSION AND TABULATION OF PROTESTS

Submission of Protests

1.

Any property owner may submit a written protest to the City Clerk, either by delivery to the office of the
City Clerk or by submitting the protest at the public hearing. Protests must be received by the end of the
public hearing. No postmarks will be accepted.

Each protest must identify the affected property (by assessor’s parcel number or street address) and
include the signature of the record property owner. Email protests cannot be accepted. Although oral
comments at the public hearing will not qualify as a formal protest unless accompanied by a written
protest, the City Council welcomes input from the community during the public hearing on the proposed
charges.

If a parcel served by the City is owned by more than a single record owner, each owner may submit a
protest, but only one protest will be counted per parcel and any one protest submitted in accordance with
these rules will be sufficient to count as a protest for that property.

In order to be valid a protest must bear the original signature of the record owner with respect to the
property identified on the protest. Protests not bearing the original signature of a record owner shall not
be counted.

Any person who submits a protest may withdraw it by submitting to the City Clerk a writing request that
the protest be withdrawn. The withdrawal of a protest shall contain sufficient informatton to identify the
affected parcel and the name of the record owner or record customer who submitted both the protest and

the request that it be withdrawn.

A charge protest proceeding is not an election.

To ensure transparency and accountability in the charge protest tabulation, protests shall constitute
disclosable public records from and after the time they are received.

Tabulation of Protests

1.

The City Clerk shall determine the validity of all protests. The City Clerk shall not accept as valid any
protest if the City Clerk determines that any of the following conditions exist:

a. The protest does not identify a property served by the City.

b. The protest does not bear an original signature of a record owner of the parcel identified on the
protest.

c. The protest does not state its opposition to the proposed charges.

d. The protest was not received by the City Clerk before the close of the public hearing on the
proposed charges.

e. A request to withdraw the protest is received prior to the close of the public hearing on the

proposed charges.

The City Clerk’s decision that a protest is not valid or does not apply to a specific charge shall constitute a
final action of the City and shall not be subject to any internal appeal.



A majority protest exists if written protests are timely submitted and not withdrawn by the record owners
of a majority of the properties subject to the proposed charge.

At the conclusion of the public hearing, the City Clerk shall complete the tabulation of all protests
received, including those received during the public hearing and shall report the results of the tabulation
to the City Council upon completion. If review of the protests received demonstrates that the number
received is manifestly less than one-half of the parcels served by the City with respect to the charge which
is the subject of the protest, then the Clerk may advise the City Council of the absence of a majority
protest without determining the validity of all protests.



ATTACHMENT E

RESOLUTION EXHIBIT “A”

PROPOSED SEWER CHARGE RATE SCHEDULE

Each parcel’s sewer charge will be the sum of a Base Charge and a Flow Charge.

Base Charge

- Residential Customers (single-family and multi-family):
$252.45 per dwelling unit per year

- Non-Residential Customers:
$252.45 per parcel per year

Flow Charge

- Residential and most Non-Residential Customers:
$3.31 per hundred cubic feet of estimated annualized wastewater discharge

- “High-Strength” Non-Residential Customers (supermarkets with grinders and restaurants with
on-site food preparation):
$6.44 per hundred cubic feet of estimated annualized wastewater discharge



