
 

 

    
 CITY COUNCIL AGENDA 

 STAFF REPORT 
 

 September 1, 2015 
                 Public Hearing:  ____ 

 
 
SUBJECT 

 
Hold a Proposition 218 Public Hearing to consider adoption of a Resolution increasing water 
consumption rates by $2.00 per unit consumed and direct staff to prepare an RFP to retain an 
outside independent public finance consulting firm to assist the City prepare a new multi-year 
water rate structure.  

 
SUBMITTED BY 

 
Dana Shigley, City Manager 
Sue Casey, Administrative Services Director 

 
BACKGROUND AND ISSUES 

 
The City of American Canyon’s Water Division is run as an enterprise fund and its operating, 
capital and debt service expenditures are covered by rates and fees paid by its customers.  
Currently, the Water Fund collects service fees from approximately 5,304 accounts including 
residential, commercial, industrial, and other users.  (Other users include City facilities, City 
parks, construction meters, private fire systems and raw water users such as vineyards.)  All of 
these accounts together cover the water services provided as well as maintain the Water 
Division’s infrastructure.   
 
After four consecutive years of much warmer than average temperatures and minimal 
precipitation, the State of California is facing a severe drought emergency. Locally, drought 
conditions continue to persist with 2013 being the driest year on record, followed by 2014 with 
rainfall well below average.  The ongoing drought and corresponding decrease in water services 
charges as customers continue to conserve coupled with the need to purchase more expensive 
water has severely impacted the Water Funds financial position.   
 
In response to the continued drought emergency, the Governor of California and the City 
Council have exercised their respective authority as follows: 
 

 On July 29, 2014, in response to the State Water Resources Control Board (SWRCB) 
approval of Emergency Regulations (23 CCR §863, §864, and §86S) requiring 
mandatory conservation practices and a residential consumption reporting program the 
City Council declared a Drought Emergency Stage 2 (Mandatory Compliance - Water 
Alert) (Resolution 2014-60) and enacted prohibitions on outdoor water usage practices. 
However, at staff's recommendation, the Council delayed implementation of certain 
provisions of the American Canyon Municipal Code Section 13.14 - specifically, the 
enforcement of mandatory 20% reductions for all customers and the implementation of 
Drought Surcharges.  



 On March 17, 2015, the SWRCB re-authorized Emergency Regulations and added new 
requirements to limit outdoor sprinkler irrigation of residential turf landscaping to no more 
than two days per week.  

 On April 1, 2015, the Governor issued an Executive Order mandating that all municipal 
water providers (including the City) reduce their 2015 water demands to consumption 
rates of 2013.  

 On May 1, 2015, the SWRCB issued an indefinite Curtailment Notice to all junior 
appropriative water right holders of the Sacramento River, including the City of Vallejo, 
reducing the availability of their permit water.  Under normal emergency situations, the 
City can receive up to 1,000 acre-feet annually from the City of Vallejo. 

 On May 5, 2015, the SWRCB adopted additional Emergency Regulations that included 
prohibitions on certain water use practices and requires city-wide potable water demand 
in 2015 to be 16% less than 2013.  

 On May 19, 2015, at a Public Hearing, the City Council adopted an Urgency Ordinance 
which amended the American Canyon Municipal Code Chapter 13.14 – “Water 
Conservation Plan” with changes that were required in order to be consistent with the 
current SWRCB Emergency Regulations.  The regulations include prohibitions on certain 
water use practices and require city-wide potable water demand in 2015 to be 16% less 
than 2013.  The City Council also adopted a resolution re-affirming the Council's July 29, 
2014 declaration of Drought Emergency Stage 2 - Mandatory Compliance -Water Alert. 

 On July 7, 2015 the City Council adopted a Resolution of Intention to add an Emergency 
Drought Surcharge to water rates of no more than $2 per unit, set a public hearing date 
for September 1, 2015 and directed staff to proceed with mailing notices of a Proposition 
218 Public Hearing to all water customers and commercial property owners within the 
City of American Canyon’s utility billing area. 
 

Back in 2006, the City retained Bartle and Wells Associates (BWA) to analyze the existing water 
and wastewater rate and fee structures. BWA worked closely with the Blue Ribbon Committee 
on Water Resources, which is composed of a cross-section of the American Canyon community 
and business interests, to develop rates and fees that would allow the City to meet the revenue 
requirements of its water and sewer utilities as well as take into account the recommendations 
of various citizen subcommittees. In conjunction with the Blue Ribbon Committee, BWA 
prepared a detailed report which recommended various rate and fee adjustments to meet the 
financial obligations of both the Water and Wastewater Funds at that time.  On December 17, 
2007, the Council adopted four Ordinances enacting new sections to the City of American 
Canyon Municipal Code related to water and wastewater capacity fees, and service charges 
based on the recommendation from BWA.  
 
Using BWA’s recommendations the City implemented a fixed monthly rate based on meter size 
as well as a tiered rate structure based on water quantity used and rates were increased 
moderately in 2008, 2009, 2010 and 2011.  Beginning in 2012, the City water rate increases 
have been based on the percent change over the previous year in the Consumer Price Index for 
the Bay Area. 
 
Due to the current severe drought conditions, and the actions deemed necessary to manage the 
drought, including consideration of the financial integrity of the Water Enterprise fund and the 
need to secure additional water supply, staff recently conducted a detailed fiscal analysis of the 
fund and sought Council approval to initiate the Proposition 218 rate process with the intent to 
impose an Emergency Drought Rate Increase of no more than $2.00 per unit.  Tonight, staff is 



recommending the City Council conclude that process by adopting a resolution increasing water 
consumption charges by $2.00 per unit consumed. 
 
Staff is also seeking Council approval to proceed with issuing an RFP to retain an outside 
independent public finance consulting firm, such as BWA, to assist the City prepare a new multi-
year rate structure that will address the growing complexities of the water industry such as the 
state-wide drought, declining revenues, water supply issues, debt service, conservation 
programs, compliance with the California Urban Water Council Best Management Practices, 
compliance with recent court rulings, and continued investment in infrastructure repair and 
replacement.  The proposed Emergency Drought rate increase will be a fiscal bridge to offset 
revenue losses until the outside rate study can be completed and a new multi-year rate 
structure that will address these issues can be implemented. 
 
In order to understand the impact of the continued drought, staff’s fiscal analysis considered the 
past as well as the future to determine what will be needed to temporarily help fulfill the funds 
obligations under the current drought conditions.  Attachment 1 to the staff report is a water 
operating fund six year cash flow income statement that shows history as well as a projection 
for the 15/16 fiscal year.  Fiscal year 15/16 is based on budgeted numbers and shows the 
results without the urgency increase and the results if the increase is approved.  (The increase 
is included for nine (9) months of the fiscal year.)  This information provides a summary of the 
Water Operating Fund’s changes in financial position, revenue and operational assumptions, 
and key financial impacts.   

 
 

Revenues 
The Water Fund revenues are collected from multiple sources, but approximately 95 percent is 
directly tied to water service charges which include both the base and tiered rate fees.  As the 
community began responding to California’s drought, water use declined and the Water Fund is 
expected to the end the 2014/15 fiscal year with a deficit of $3.4 million.  As the drought 
continues into its fourth year and the City of American Canyon is mandated to further reduce its 
water use by 16% of 2013 consumption levels, revenue is expected to decline accordingly.  The 
City has held rates flat as long as possible and used reserves as they are intended during 
difficult fiscal times.  However, as the drought is now in its fourth year, revenues must increase 
in order that we can continue to serve our customers.  In order to offset this loss in revenue and 
to cover the fund’s expenses and obligations, staff is proposing that the City Council implement 
an Emergency Drought Surcharge not to exceed $2.00 per unit.  (One unit is 748 gallons and a 
typical residential customer uses 10 units).  We anticipate that this increase will generate up to 
$198,000 per month in revenues. 
 
Operating Expenses 
The Water Fund’s Operating expenditures were evaluated by looking at the past and assessing 
upcoming potential water purchase scenarios and infrastructure needs.  Operating costs include 
water purchases, salaries, benefits, contract services, operating materials (utilities and 
chemicals), training, conservation outreach, and minor capital needs.  In addition the expenses 
include depreciation of $1,320,000 which is a non-cash item, increased costs for materials and 
supplies to repair leaky pipes citywide, the debt service payments on the new water treatment 
membrane cassettes, $165,000 to upgrade the Chemical bulk Storage Facility and $48,000 
towards the Urban Water Management Plan and Pre-Treatment Study (both CIP projects). As 
noted in Attachment 1, staff has held maintenance and operation expenses flat for several years 
and continues to seek out the most cost effective methods of maintaining the treatment plant 
and distribution system.  However, costs in 2015/2016 are increasing. 



 
 
 
Projected Water Fund Reserves 
During times of drought, a water utility has two core objectives; 1) to reduce the amount of water 
customers consume, and 2) to maintain an adequate amount of revenue to continue operations 
and to pay for drought-related expenses.  The two competing objectives work against one 
another.  As less water is sold, reduced revenues are available to cover fixed operating costs.   
 
The Water Enterprise Fund no longer has adequate reserves to absorb continued drought-
related costs.  As with all funds, the Water Fund maintains reserves to help get through the 
fiscally challenging years.  As shown in Attachment 1, the fund absorbed losses in the 12/13 
and 13/14 years as the drought began.  However, with the 2014/2015 fiscal year coming to a 
close, the fiscal condition of the fund has significantly worsened as the cost of water, coupled 
with decreased revenues, increased even further.  As of June 30, 2015, the projected reserve 
will be nearly a $3,000,000 deficit.   

 
Water Supply  
The City receives nearly all of its water from the Department of Water Resources' (DWR) State 
Water Project (SWP). Generally, this “raw water" is treated at the City's Water Treatment Plant 
(WTP) and then distributed to residents and businesses in the City's Water Service Area (which 
is larger than City limits proper). The City also maintains connections with the Cities of Napa 
and Vallejo, who provide treated water supplies if necessary. The treated supplies from Napa 
count against the City's SWP allocation while the treated supplies purchased from Vallejo do 
not.  
 
Last year, the City Council approved the purchase of additional water supplies from various 
sources, including one-time transfers from farmers who chose to fallow fields and auction off 
their water. The amounts that the City did not use were automatically carried over for use in 
2015.  These “planning ahead” purchases, while serving us well this summer, did increase costs 
for water acquisition in the 2014/2015 fiscal year. 
 
At this time, we have sufficient water resources to meet our mandatory maximum system 
demand in 2015. However, much like the rest of the state, our City's outlook for 2016 remains 
uncertain given that most of the prior year's "carryover" will be exhausted. Thus, it is imperative 
that our customers conserve as much water as possible in 2015 so that we may begin 2016 with 
as much reserve carryover as possible, in the event that the drought continues. Staff continues 
to take advantage of opportunities to acquire additional supplies when it is fiscally prudent to do 
so; unfortunately, many of these markets have dried up as the drought continues.  
 
If the drought persists into 2016, the City may have to increase our use of treated water supplies 
from the City of Vallejo. In 2014, the City purchased only 93 Acre Feet (AF), but up to 2,048 AF 
of those supplies are available each year. The cost the City pays for those supplies ($4.94/unit) 
is about 60% more than we charge of our Tier 1 residential customers ($3.07). Because the 
practice of selling products for less than we paid to acquire them is a fiscally unsustainable 
practice, staff has regularly tried to limit the purchases to situations that were absolutely 
necessary (such as shutdowns of the SWP for annual maintenance and to meet peak summer 
day demands).  
 
 
 



Emergency Rate Increase 
The City’s goal is to ensure, as much as possible, that there is adequate water supply for all 
customers if the drought continues.  The City is and will continue to incur other added 
expenditures to address the water shortage, including additional utility costs, outreach 
expenses, conservation supplies as well as municipal conservation projects which include the 
repair of leaky pipes throughout the City.   
 
Revenues from the increased rates will range from $170,000 to $200,000 per month, depending 
on the level of conservation achieved.  The greater the conservation, the lower the revenue.   
 
The proposed Emergency Drought increase of up to $2.00 per unit would apply in addition to 
existing rates until an outside independent public finance consultant completes the Water and 
Wastewater rate study and a new multi-year rate structure can be implemented. (We are 
anticipating that the study will be completed in early to mid-2016.) The proposed Emergency 
Drought rate increase will be a flat amount based on the amount of units of water consumed 
and will show as a separate line item on utility bills identified as Emergency Drought Increase.   
 
Attachment 2 to the Staff Report is a graph showing revenue and expenses per unit of water 
consumed from 2010 to present.  The graph clearly shows that revenue per unit of water sold 
has stayed virtually flat whereas the cost per unit of water consumed has risen sharply over the 
past four years.  Please note that in 2014/15 the cost of water was higher than is projected for 
2015/16.  This is because the City purchased supplies to ensure that we had enough carry over 
for 2015/16 should the drought continue and water supply continues to be scarce and 
increasingly expensive. 
 
Attachment 3 to the Staff Report compares surrounding agency’s water rates to the City’s rates 
with the proposed Emergency Drought increase included.  Please note that the City of American 
Canyon’s current water rates are the lowest of the comparison agencies without the Emergency 
Drought rate increase.  Another item to note on this attachment is that the City of American 
Canyon’s meter charge, which is a fixed charge, is substantially lower than all of the 
surrounding agencies. 
 
Attachment 4 to the Staff Report is a sample billing statement showing the current rates for a 
residential customer. Attachment 5 to the Staff Report is a sample billing statement for a 
residential customer showing the effect of the proposed $2.00 Emergency Drought rate 
Increase.  A typical residential customer will pay approximately $18.00 more per month with the 
added Emergency Drought rate increase.   
 
 
Proposition 218 Process 
Any proposed increased to water rates is subject to Proposition 218, which requires that: 
 

 City Council must hold a public hearing to review the rate studies and receive public 
testimony. 

 After taking testimony, if the City Council decides to move forward with the Emergency 
Drought rate increase, the Council will set a hearing date for the formal adoption of the 
increases. 

 The City must notify property owners and water customers by mail of their right to 
protest the increases, 45 days prior to the scheduled hearing date. 

 Each parcel has the right to submit one protest. 



 If, at the close of the public hearing, more than 50% of the property owners or water 
customers submit a written protest to the City, the increased rates cannot go into effect. 

 At the close of the public hearing, if a majority protest does not exist, the City Council will 
consider the adoption of the Emergency Drought Surcharge.  Council can decrease 
proposed higher rates but cannot increase from amounts stated in the public notice. 

 
On July 7, 2015 the City Council adopted a Resolution of Intention to add an Emergency 
Drought rate increase to water rates of no more than $2 per unit, set a public hearing date for 
September 1, 2015 and directed staff to proceed with mailing notices of a Proposition 218 
Public Hearing to all water customers and commercial property owners within the City of 
American Canyon’s utility billing area.  Attachment 6 to the staff report is a copy of the 
Proposition 218 Emergency Drought rate increase Public Hearing Notice that was mailed to all 
water customers and commercial property owners within the City of American Canyon’s utility 
billing area on July 16, 2015. 
 
Potable and Recycled Water Rate Study 
The proposed Emergency Drought rate increase will be a fiscal bridge to offset revenue losses 
until an outside independent public finance consulting firm rate study can be completed and a 
new multi-year rate structure that will address issues such as conservation, consumption based 
and fixed charges, different assumptions regarding future capital investments and associated 
requirements, recent court rulings regarding tiered rate structures, emergency drought rates, 
and Proposition 218 compliance. Staff is requesting that Council provide direction this evening 
to proceed with issuing a Request for Proposal, (RFP), to retain an outside independent public 
finance consulting firm to assist the District in preparing a new multi-year rate structure that will 
address the items noted above.  The City Emergency Drought rate increase will be a fiscal 
bridge to offset revenue losses until the outside rate study can be completed and a new multi-
year rate structure that will address these issues can be implemented.  Attachment 7 to the staff 
report is Draft Scope of Services that will be included in the RFP. 
 
Municipal Code Chapter 13.14 – “Water Conservation Plan” 
The City’s Municipal Code currently includes Chapter 13.14.100 which establishes a “Drought 
Surcharge.”  This section defines a punitive charge for consumers who exceed a maximum 
allotment of water established by the City.  The code reads as follows: 
 

13.14.100 Drought surcharge. 
Customers will receive prior notification of the standard allotment basis, 

applicable rates, and the opportunity to request exceptions to the standard allotment 
basis. 

Water use beyond the maximum allowed for each water conservation stage shall 
be subject to a drought surcharge pursuant to the schedule set forth below. The 
customer of record may request an increase in this basic allotment as set forth in 
Section 13.14.110 hereof. Application forms and instructions will be available at the 
American Canyon City Hall. 
 In addition to the general water service rates, each customer shall pay, during each 
billing period, a drought surcharge for water delivered in excess of the basic allotment. 
The surcharge is as follows: 
 1. Up to 10% in excess of allotment = 1.0 times the applicable volume charge. 
 2. 10.01% to 20% in excess of allotment = 2.0 times the applicable volume  
  charge. 
 3. Over 20% in excess of allotment = 3.0 times the applicable volume charge. 



 Customers whose water usage falls in Tier 1 of the rate schedule are assumed to 
have maximized their conservation effort and will not be subject to a drought surcharge if 
their water consumption is not further reduced. 

In addition to the drought surcharge, if drought usage exceeds the allowed allotment, 
a warning will be issued and enforcement actions may be taken as described in 
Section 13.14.120. 

 
It is important to note that the City is NOT imposing this section of the code, for several reasons.  
First, this section is intended to be punitive in nature with customers who consume more than 
their allotted amount.  The Council has instead adopted a voluntary approach and we have 
been very successful with this approach, with conservation of 27%, well in excess of the 
minimum required.  Secondly, this approach requires the City to establish minimum allotments 
for each resident then monitor those allotments and consider appeals and adjustments, per the 
code.  This is time consuming for staff and somewhat intrusive for residents.  Finally, we believe 
the current tiered approach to the surcharge is likely in violation of the recent San Luis Obispo 
case that found certain tiered rate plans to violate Proposition 218.   
 
However, although we are not imposing the surcharge pursuant to section 13.14.100 of the 
Municipal Code, for comparison purposes, staff made certain assumptions and calculated 
potential revenues from the surcharge in section 13.14.100.  Using the July 2105 billing, and 
assuming that tier one usage, 8 units, is the maximum allotment (a very low allotment); the City 
might expect $147,000 per month in revenues.   
 
Attachment 8 to the staff report is the current Utility Rate Schedule.  Attachment 9 to the staff 
report is the Utility Rate Schedule incorporating the $2.00 Emergency Rate increase. 
 
RECOMMENDED ACTION  
 
Hold a Proposition 218 Public Hearing to consider adoption of a Resolution to increase water 
consumption rates by $2.00 per unit consumed and direct staff to prepare a Request for 
Proposal to retain an outside independent public finance consulting firm to assist the City in 
preparing a new multi-year water rate structure.  
 
ATTACHMENTS 
 
1. Water Operations Cash Flow Statement – Fiscal Years 2009/10 – 2015/16 
2. Water Operations Revenue and Expenses per unit of water consumed, 2010 to present 
3. The City’s Current Water Rates Including the $2.00 Emergency Drought Surcharge 

Compared to Surrounding Agency’s Water Rates 
4. Sample billing Statement for a Residential Customer Showing the Current Rates  
5. Sample Billing Statement for a Residential Customer Showing the Effect of the Proposed 

$2.00 Emergency Drought Surcharge 
6. Copy of the Proposition 218 Emergency Drought Surcharge Public Hearing Notice  
7. Draft Scope of Services for Potable and Recycled Water Rate Studies 
8. Current Utility Rate Schedule 
9. Utility Rate Schedule Incorporating the $2.00 Emergency Rate Increase 
10. Proposed Resolution increasing water rates by $2 per unit consumed 


