MINUTES

CITY OF NORCO

SPECIAL MEETING

CITY COUNCIL

CONFERENCE ROOMS “A” & “B”

NORCO CITY HALL - 2870 CLARK AVENUE
JANUARY 25, 2011

I CALL TO ORDER: Mayor Hanna called the meeting to order at 2:09 p.m.

2. ROLL CALL: Mayor Berwin Hanna, Present
Mayor Pro Tem Kevin Bash, Present
Council Member Kathy Azevedo, Present
Council Member Greg Newton, Present
Council Member Harvey C. Sullivan, Present (Arrived Late)

3. PLEDGE OF ALLEGIANCE: Mayor Hanna
4, PUBLIC COMMENTS OR QUESTIONS: No public comments
5. DISCUSSION ITEM:

A. Update on Water and Sewer Rates

City Manager Groves noted that this is a follow-up from the study session held in October when
the financial condition of the Water and Sewer Funds was discussed.

Deputy City Manager/Director of Finance Okoro presented information regarding water and
sewer rates. (The PowerPoint presentation is attached hereto and incorporated herein.)

Water Fund.

Two alternative options were presented to the Council for review and discussion. The Water
Fund and Revenue & Expenditure Forecast were reviewed through FY 2012-13, noting a
concerning ending working capital forecast at a negative $5,051,142. In this current fiscal year,
the operating income will show a loss of $1,422,348. If nothing is done, at the end of this fiscal
year, the ending working capital will be a negative $1,974,195.

Two alternative options proposed to the Council are as follows:

Alternative No. 1.

The assumptions for the proposed rate adjustments for this alternative include rates based on an
amount needed to close the gap between revenues and expenditures by the end of FY 2012-13.
The revenue needs include $100,000 set aside for capital replacement in FY 2010-11 and
$300,000 each year thereafter.

The rate adjustments would be implemented as follows:
First Rate Adjustment
» Commodity rate is increased by 38% from $1.33 per unit to $1.84 on April 1, 2011.
» Fixed rate is increased 33% for each meter size on April 1, 2011.
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Second Rate Adjustment

» Commodity rate is increased by 10% from $1.84 per unit to $2.02 on April 1, 2012.
Third Rate Adjustment

o FFixed rate is increased by 10% for each meter size on July 1, 2012.

The proposed water rates, projected Water Fund financial summary with rate adjustment, and
graphs proving additional financial information were presented and included in the presentation
attached. Staff noted that rate studies will continue to be completed and tiered rates will be
discussed in the near future, as mandated by the State.

In response to questions from the Council Members, staff stated that the previous water rates
adjustment structure ended in 2009 and were supposed to be looked at again. Noted was the
increase cost in purchased water and the debt service paid on borrowed money, which has
added about $700,000 to the expenditure base.

Public Works Director Thompson stated that repairs continue to be made to the current water
and sewer infrastructure. The annual money funded in the budget (approximately $300,000) for
capital improvements is required for the City to be a functioning water district.

Alternative No. 2.

The assumptions for the proposed rate adjustments for this alternative include rates based on an
amount needed to close the gap between revenues and expenditures by the end of FY 2012-13,
The revenue needs include $100,000 set aside for capitai replacement in FY 2010-11 and
$300,000 each year thereafter.

The rate adjustments would be implemented as follows:
First Rate Adjustment
e Commodity rate is increased by 38% from $1.33 per unit to $1.84 on April 1, 2011.
» Fixed rate is increased 33% for each meter size on April 1, 2011.

Second Rate Adjustment
o Commodity rate is increased by 15% for each meter on April 1, 2012.

Third Rate Adjustment
e Fixed rate is increased by 15% for each meter size on July 1, 2012.

The proposed water rates, projected Water Fund financial summary with rate adjustment, and
graphs proving additional financial information were presented and included in the presentation
attached.

Director Thompson stated that the industry standard is based on a 1 inch meter and further
noted that there are very few customers with 3 inch and above size meters. Slides were
presented showing the comparison in different city and water district charges based on 28 units
of consumption. Noted was that the City of Riverside runs its own utility company and is looking
at raising rates. It was further noted that the JCSD will also be looking at raising rates.
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Discussion was held regarding what the City can do to prevent this rate increase in the future.
City Attorney Harper noted that the City is fairly limited in how rates are calculated and the
increase in purchasing water brought about this discussion today. Director Thompson stated
that the tiered rate structure will be studied and should help to prevent this problem. Deputy City
Manager/Director of Finance Okoro stated that in FY 2009-10, the Council was told that the
Water Fund was no longer breaking even and new rates were required to be reviewed. Other
concerns were voiced by the Council Members regarding the assistance to the senior citizens
through the SWAT Program, and if that would continue to subsidize them to bring the cost down.
City Manager Groves noted that this is a decision that will be made by the Council and clarified
that the senior citizens would need to qualify for that subsidy.

Sewer Fund.
The assumptions for the proposed sewer rate adjustments are as follows:
» The proposed rates are based on the amount needed to avoid exhausting current working
capital.
» Relies on draw from existing working capital to cover future shortfall.
* Revenues needs include set-aside for capital replacement of $100,000 in FY 2010-11 and
$250,000 thereafter.
 Maintain the current balance between fixed charge, flow charge and non-connect charge.

The rate adjustments would be implemented as follows:
o First rate increase of 15% implemented on July 1, 2011.
» Second rate increase of 10% implemented on July 1, 2012.

The Sewer Fund proposed rates were presented and included in the PowerPoint presentation
attached. Even with the recommended rate increased, by FY 2010-13, the Sewer Fund will
have an ending working capital of only $178,608.

The average residential water and sewer costs for Alternative No. 1 and Alternative No. 2 were
presented. City Manager Groves stated that she and Deputy City Manager/Director of Finance
Okoro both recommend Alternative No. 1.

The City Council unanimously voiced support for staff to bring Alternative No. 1 forward to a
public hearing.

Deputy City Manager/Director of Finance Okoro stated that the next steps will be to send out the
Proposition 218 Notice of Public Hearing on January 27, 2011, followed by the public hearing
which will be conducted on March 16, 2011.
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6. THE CITY COUNCIL/CRA RECESSED TO CLOSED SESSION AT 3:35 P.M. (SECTICON
54954) TO CONSIDER THE FOLLOWING MATTERS:

Section 54957.6 — Conference with Labor Negotiator

Negotiating Parties: City Manager Groves and Deputy City Manager/Director of
Finance Okoro
Employee Organization: Norco Battalion Chiefs Association

Norco Firefighters Association

Norco General Employees Association

Norco Public Works & Parks Maintenance Workers
Association

7. ADJOURNMENT: With nothing to report from Closed Session, Mayor Hanna adjourned
the meeting at 5:30 p.m.

BRENDA K. JACOBS
CITY CLERK

/bj-77642
Attachment; PowerPoint Presentation
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