
May 2, 2023 

Agenda Item 3.A 

RECOMMENDATION 

Staff recommends that Council (1) adopt a Resolution of Intention of the City Council 
of the City of Tracy declaring its intention to increase wastewater rates, (2) set a 
public hearing date for June 20, 2023, and (3) authorize staff to proceed with 
mailing notices to all property owners within the City, as required by Proposition 
218.  

EXECUTIVE SUMMARY 

In 2019, the City contracted with Raftelis to perform a Wastewater rate study for the 
purpose of establishing a proposed five-year rate schedule. On April 18, 2023, Council 
conducted a workshop to review the rate study. During the workshop, two rate scenarios 
were presented to Council. Based upon feedback received during the workshop, Council 
motioned to proceed with Scenario 2 (defined below) wastewater rate increase, to 
sufficiently fund the wastewater operations and maintenance expenses, and address the 
debt coverage ratio.  

BACKGROUND AND LEGISLATIVE HISTORY 

The City of Tracy Operations and Utilities Department provides wastewater service to 
over 23,000 residential, commercial and industrial customers located within city limits. 
The City’s wastewater system consists of a Wastewater Treatment Plant 
(WWTP) on 54 acres, treatment ponds on 67 acres, 465 miles of collection pipelines, 
26,000 lower sewer laterals, and over 10 booster and lift stations throughout the City.  

The City of Tracy maintains a wastewater collection system which collects wastewater 
from inside buildings, houses, apartments, and other facilities throughout the City and 
transports it via underground pipes to its WWTP. The WWTP treats an average of 9.8 
million gallons of wastewater per day from its customers. The WWTP also receives 
wastewater from other sources such as septage haulers, RVs from residents, and local 
business.  The City also services one industrial customer that maintains its own collection 
system and one septage receiving station.  

The City’s Wastewater rates were last adjusted 10 years ago in 2013, the costs to treat 
the City’s wastewater have increased since 2013 and require the implementation of rate 
adjustments to sufficiently fund wastewater operations and maintenance expenses, debt 
service payments, and capital expenditures while adequately funding reserves for capital 
improvements and achieving debt 
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coverage requirements. 

In 2019, the City contracted with Raftelis to perform a Wastewater rate study for the 
purpose of establishing a proposed five-year rate schedule. The study conducted a cost-
of-service analysis that establishes a nexus between the cost to serve Wastewater 
customers and the rates charged to customers, per Proposition 218.  

On April 18, 2023, during a Council Workshop, staff presented the City Council with two 
separate scenarios of rate increases that would address the Operations and Utilities 
Department’s infrastructure needs and address the debt coverage ratio.  

ANALYSIS 

The goals and objectives of the rate study included developing a financial plan for the 
City’s Wastewater enterprise that supports the City’s Wastewater operating and capital 
programs, prudently maintains an adequate level of fund reserves in future years and 
maintains the long-term financial stability of the Wastewater enterprise. The study also 
develops Wastewater rates that recover the City’s costs of providing Wastewater service, 
are fair and equitable to all customer classes, comply with the legal requirements of 
Proposition 218, and to the extent possible, minimize the impact on customers.  

In preparing the rate study, Raftelis worked closely with City staff to develop a 
Wastewater financial plan. The plan estimates annual revenues, operations and 
maintenance expenses, debt service payments, capital expenditures and reserve 
funding. The overall purpose of the financial plan is to determine annual wastewater rate 
revenues required to achieve sufficient cash flow, maintain adequate reserves, and meet 
debt coverage requirements.  

The Wastewater Enterprise is required to meet debt service coverage requirements on 
its outstanding wastewater certificates of participation. The required debt coverage ratio 
is 1.20, meaning that the Wastewater fund’s net operating revenues (total revenues, less 
operating expenses) must amount to at least 1.20 times the amount of annual debt 
service. Failure to meet debt service coverage results in a technical default, which 
without foreseeable action (such as implementing rate increases), could result in a 
downgrade of credit rating, higher costs for future debt issuance, or even denial of credit.  
In 2022, after a review of the City’s 2004 Wastewater bonds by Moody’s Investors 
Service, the City received a downgrade of the Wastewater Enterprise’s credit rating from 
A1 to A2. The adoption of rate increases with identification of a multi-year strategy could 
lead to an upgrade in the credit rating.  

The City has an operating reserve to provide funds to meet ongoing cash flow 
requirements related to operating expenses. The current operating reserve target 
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is equal to 30 percent of the annual operating and maintenance expenses and two 
percent for capital reserve.  

On April 18, 2023, Council conducted a workshop to review the wastewater rate study 
conducted by Raftelis. During the workshop, Council was presented with two rate 
scenarios that meet debt service coverage requirements. Scenario one is the minimum 
rate increase to meet the required debt coverage ratio. Scenario two meets the required 
debt coverage ratio and allows for funding of Capital projects to begin sooner. Based 
upon feedback received during the workshop, staff recommends rate scenario two. 

Proposed Revenue Adjustments - Two Scenarios 

FY 2024 FY 2025 FY 2026 FY2027 FY2028 Total 
August 1 July 1 July 1 July 1 July 1 

Scenario 1 40.5% 16% 9% 9% 8% 82.5% 
Scenario 2 45% 11% 9% 9% 8% 82% 

The proposed rates for Scenario 2 are shown below. 

The impact to utility customers in year one of rate scenario 2 is an increase of 
$14.05 per month to single family residential customers and a decrease of $9.06 per 
month to multi-family residential customers. Multi-family residential customers will also 
see a decrease to their bill in scenario 2 because the rate is now in 
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proportion to their use and assumed strength. Commercial customers bills are increasing 
because their wastewater strength (defined as the concentration of biochemical oxygen 
demand and total suspend solids) have been revised upwards to reflect the latest best 
practices and known concentrations at the WWTP. The chart below depicts the monthly 
bill impacts in year one of rate scenario 2. 

Comparison of Surrounding Single Family Wastewater Bills 

The chart below compares the City’s current single family residential Wastewater rate, 
proposed rates for scenarios one and two to the Cities of Modesto, Manteca, Stockton, 
Riverbank, Ceres, Livermore and Lathrop.  The City’s current Wastewater rate is the 
lowest in the surrounding area and in proceeding with rate scenario two, the rate would 
continue to be on the lower range for the surrounding area. 
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The City provides a Low-Income Rate Assistance (LIRA) program for qualified utility 
customers. The total amount of the discount is $26.05, with $2.55 of that being directly 
applicable to the Wastewater rate. The LIRA program is funded through the City’s 
General fund. Over the last year, the City has partnered with PG&E and is now able to 
auto-enroll qualified customers into the LIRA program. This partnership has resulted in an 
increase in the number of households receiving the discount, from 1,275 households to 
5,100 households. 

Proposition 218 requires notification to the affected ratepayers of any proposed increase 
in fees or charges for property-related services. Notice to property owners must be sent 
out a minimum of 45 days prior to conducting a public hearing to increase rates. Pursuant 
to Proposition 218, the City Council may not impose rate increases if written protests are 
presented by a majority of the property owners on which the fee is imposed. 

If Council authorizes staff to distribute notices to property owners notifying them of the 
proposed rate increase, notices will be sent through United States Postal Services and a 
public hearing will be scheduled a minimum of 45 days after notices have been 
distributed. Prior to the public hearing, staff will conduct public outreach and education 
including publicity of the City’s website and social media, informational booth at farmers 
market, a dedicated email address and an open house. At the conclusion of the public 
hearing, the protest ballots will be tabulated and presented to City Council for 
consideration. The public hearing will be set for June 20, 2023. 

FISCAL IMPACT 

The City’s Wastewater utility relies almost entirely on customer revenues to sustain its 
operations. The proposed rate increases will generate revenue to fund operational and 
infrastructure needs and continue to provide reliable high-quality Wastewater services. 
The proposed rates will also allow the City to achieve its required debt coverage ratio 
minimum of 1.20, which is essential to maintain or improve a strong credit rating and the 
financial health of the Wastewater fund.  

PUBLIC OUTREACH/ INTEREST 

Staff has planned public outreach and education strategies scheduled to begin in tandem 
with the proposition 218 notices being distributed to property owners. Outreach includes 
an open house, informational booth during farmers market, dedicated email address for 
resident questions, and answers to frequently asked questions on the City’s website. 

COORDINATION 

Coordination between the Finance and Operations and Utilities Departments in 
conjunction with Raftelis allowed for the completion of the Wastewater Rate study. 
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STRATEGIC PLAN 

This item supports the Governance strategic priority goal 2.6 by ensuring short and long-
term fiscal health through the completion of a Wastewater rate study. 

ACTION REQUESTED OF THE CITY COUNCIL 

Staff recommends that Council, by resolution, (1) approve a Resolution of Intention of the 
City Council of the City of Tracy to increase wastewater rates, (2) set a public hearing date 
for June 20, 2023, and (3) authorize staff to proceed with mailing notices to all property 
owners within the City, as required by Proposition 218.  

Prepared by:   Sara Cowell, Director of Finance 

Reviewed by:  Nancy Ashjian, Assistant City Attorney
 Karin Schnaider, Assistant City Manager 

Approved by:   Midori Lichtwardt, Acting City Manager 

Attachments: 

A - Draft Mailing Notice to Property Owners 
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