
 

CITY OF NEWPORT BEACH
FINANCE COMMITTEE AGENDA
Newport Coast Conference Room, Bay 2E - 100 Civic Center
Drive, Newport Beach CA 92660

November 17, 2014 - 3:00 PM

 

Finance Committee Members:

Mike Henn, Council Member, Chair
Keith Curry, Council Member
Tony Petros, Council Member

Staff Members:

Dave Kiff, City Manager
Dan Matusiewicz, Finance Director
Steve Montano, Deputy Finance Director

(1) CALL MEETING TO ORDER

(2) ROLL CALL

(3) PUBLIC COMMENTS

Public comments are invited on agenda and non-agenda items generally considered to be within the subject matter
jurisdiction of the Finance Committee.  Speakers must limit comments to 3 minutes. Before speaking, we invite, but do
not require, you to state your name for the record. The Finance Committee has the discretion to extend or shorten the
speakers' time limit on agenda or non-agenda items, provided the time limit adjustment is applied equally to all
speakers.  As a courtesy, please turn cell phones off or set them in the silent mode.

(4) APPROVAL OF MINUTES

Approval of the July 21, 2014, Finance Committee meeting minutes.

(5) CURRENT BUSINESS

A. Wastewater Rate Study Results
Summary: 
The Municipal Operations Department retained the consulting services of HF&H to prepare a wastewater and
recycled water rate study. The purpose of this presentation is to review the results of the wastewater rate
portion of the study and propose the adoption of an appropriate wastewater rate.

B. Preliminary FY 2013-14 Year-End Update
Summary: 
Staff will present preliminary financial results of year ending June 30, 2014.

C. Facilities Financial Planning (FFP)
Summary:
Staff will review the latest draft iteration of the Facilities Financial Planning Tool for Finance Committee review
and comment.

D. CalPERS Pension Plan Update and Analysis of Payment Alternatives
Summary: 
Staff will review the most significant changes since the last actuarial valuation.  Staff will also review an analysis
of alternative payment options to accelerate the pay-down of the City’s unfunded pension liability and request a
Finance Committee recommendation to bring forth to City Council.

http://novusagendapublic.newportbeachca.gov/CoverSheet.aspx?ItemID=4374&MeetingID=658
http://novusagendapublic.newportbeachca.gov/CoverSheet.aspx?ItemID=4370&MeetingID=658
http://novusagendapublic.newportbeachca.gov/CoverSheet.aspx?ItemID=4372&MeetingID=658
http://novusagendapublic.newportbeachca.gov/CoverSheet.aspx?ItemID=4398&MeetingID=658
http://novusagendapublic.newportbeachca.gov/CoverSheet.aspx?ItemID=4371&MeetingID=658


E. Enterprise Resource Planning Software Implementation (ERP) Update
Summary: 
Staff will provide the Committee with a progress report on the Enterprise Resource Plan project to receive and
file.

(6) FINANCE COMMITTEE ANNOUNCEMENTS OR MATTERS WHICH MEMBERS WOULD LIKE PLACED ON A
FUTURE AGENDA FOR DISCUSSION, ACTION OR REPORT (NON-DISCUSSION ITEM)

(7) ADJOURNMENT

This Finance Committee is subject to the Ralph M. Brown Act.  Among other things, the Brown Act requires that the Finance Committee's agenda be posted at
least seventy-two (72) hours in advance of each regular meeting and that the public be allowed to comment on agenda items before the Finance Committee
and items not on the agenda but are within the subject matter jurisdiction of the Finance Committee.  The Finance Committee may limit public comments to a
reasonable amount of time, generally three (3) minutes per person.

It is the intention of the City of Newport Beach to comply with the Americans with Disabilities Act ("ADA") in all  respects.  If, as an attendee or a participant at
this meeting, you will need special assistance beyond what is normally provided, the City of Newport Beach will attempt to accommodate you in every
reasonable manner.  If requested, this agenda will be made available in appropriate alternative formats to persons with a disability, as required by Section 202
of the Americans with Disabilities Act of 1990 (42 U.S.C. Sec. 12132), and the federal rules and regulations adopted in implementation thereof.  Please contact
the City Clerk's Office at least forty-eight (48) hours prior to the meeting to inform us of your particular needs and to determine if accommodation is feasible at
(949) 644-3005 or cityclerk@newportbeachca.gov .

http://novusagendapublic.newportbeachca.gov/CoverSheet.aspx?ItemID=4373&MeetingID=658
mailto:cityclerk@newportbeachca.gov
mailto:cityclerk@newportbeachca.gov
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CITY OF NEWPORT BEACH 
CITY COUNCIL FINANCE COMMITTEE 

JULY 21, 2014 MEETING MINUTES 
 
 
1. CALL TO ORDER 

The meeting was called to order at 4:00 p.m. in the Newport Coast Conference Room, Bay 2E, 
100 Civic Center Drive, Newport Beach, California 92660. 

 
2. ROLL CALL 

Present:  Council Member Keith Curry (Chair) and Council Member Tony Petros  

Excused:    Council Member Mike Henn 

Staff Present: City Manager Dave Kiff, Finance Director Dan Matusiewicz, Deputy 
Finance Director Steve Montano, Accounting Manager Rukshana Virany, 
Accountant Cory Pearson, and Administrative Coordinator Tammie 
Frederickson 

Members of the Public: Jim Mosher and Carl Cassidy 

Outside Entities:   David Witthohn and Gay Eichhoff, Cutwater Asset Management 
 
3. PUBLIC COMMENTS 

Mr. Mosher asked when the final budget would be available on the City’s website; if the Finance 
Department has reviewed certain fiscal impact estimates; and informed the Committee that he 
attended a Chamber of Commerce meeting in which the Orange County CEO stated that the 
County of Orange only receives $.06 out of every property tax dollar.  Mr. Mosher asked where 
the other $.94 goes and how much does the City of Newport Beach receive.  Discussion ensued. 

 
4. APPROVAL OF MINUTES 

Council Member Petros moved, and Council Member Curry seconded the approval of the April 
29, 2014, Finance Committee meeting minutes. The Committee voted all ayes to approve the 
minutes.  

 
5. CURRENT BUSINESS 

 
A. Annual Investment Policy Review (F-1) 

Mr. Matusiewicz said the annual review has been conducted.  They consulted the investments 
and at this time staff is not proposing any change to the investment policy.  Council Member 
Curry added that the policy is reviewed every year because State Legislature makes law changes 
that need to be updated.   
 

B. Annual Investment Performance Review 

Mr. Matusiewicz introduced David Witthohn and Gay Eichhoff from Cutwater Asset Management.  
Mr. Witthohn provided a brief presentation to describe the market conditions and strategies his 
firm is employing, the portfolio performance, and the risk analysis undertaken (PowerPoint 
attached). 

Mr. Petros asked how benchmarks are selected, why we use the ones we do, and if there is 
uniformity among other agencies.  Mr. Matusiewicz said that last year he considered investing 
assets for a longer duration; however, decided not to invest for a longer duration due to the 
associated risk.  Committee members agreed it is prudent to continue with the one-to-three 
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treasury and one-to-three corporate/government benchmarks. Mr. Wittholm said most other 
agencies use a one-to-three year Gov-Corp benchmark.   
 

C. Council Reserve Policy (F-2) Review 

Mr. Matusiewicz said this item is continued from the two prior meetings; March 24 and April 29.  
Staff was given specific direction to look at reserves that were established via a revenue set-
aside and which among them might be managed more efficiently through the equipment internal 
service fund.  Staff proposed two phases for implementing changes.  Phase One changes were 
fairly easy and were proposed to the City Council on June 10.  With respect to Phase Two 
changes, these are more complicated requiring both legal analysis as well as some rewrites to 
the Municipal Code. 

Mr. Henn requested some more information and informed the committee he met with Mr. 
Matusiewicz and Ms. Brandt, Community Development Director.  Mr. Henn was in favor of sun-
setting the parking revenue set-asides for Neighborhood Enhancements A, B and off-street 
parking.  He indicated that there is the potential for the creation of some parking management 
districts in conjunction with BVAC recommendations. 

Council Member Curry suggested Mr. Matusiewicz work with Council Member Henn and bring it 
back to Council.  The whole point of this exercise is to simplify and potentially reduce the 
reserves for things we might not have reserves for.  If we’re going to spend the money on 
projects, we should identify them. 

Mr. Cassidy inquired as to why the Finance Committee wouldn’t be reviewing the fiscal impact 
analysis that’s being done on the Land Use Element.  Mr. Matusiewicz said that they do consult 
with each other on topics that would have a mutual impact.  Discussion ensued. 
 

D. CalPERS Unfunded Liability Review and Pension Primer 

Mr. Matusiewicz said the Finance Committee asked staff to work on a pension primer and Mr. 
Montano created the draft document.  Mr. Kiff said it’s a work in progress and staff welcomes 
feedback.  Staff is working to make a complex subject more reader friendly. 
 
Council Member Curry made the following comments and asked staff to make the following 
clearer in the document:  the document should not use technical terms in order to be reader 
friendly, the City’s unfunded liability can swing greatly as the result of the investment returns on 
the City’s pension assets; most of the unfunded liability is attributable to former employees; the 
pension plan valuation is two years in arrears and consequently does not reflect current market 
conditions; and that the use of per capita ratios to measure pension funding progress is not useful 
due to the varying nature of revenue and service attributes of cities. 
 
Council Member Petros asked Mr. Kiff to consider presenting this information to the City Council 
for a receive and file, in addition to posting it on the City’s webpage.  Council Member Petros said 
he appreciates that it’s a work in progress.  Mr. Kiff said he would continue to work with Council 
Member Curry on the document.   

 
E. ERP Milestone Review 

Mr. Montano provided an update to the Committee.  The Committee members had no discussion 
on this item. It was designated as receive and file. 
 

F. Review of Latest Post Employment Retiree Insurance Actuarial Valuation (AKA OPEB) 

Mr. Matusiewicz said OPEB requested some additional time to review the actuarial and because 
it’s their first time reviewing it, we granted them the additional time. 
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6. FINANCE COMMITTEE ANNOUNCEMENTS OR MATTERS WHICH MEMBERS WOULD LIKE 

PLACED ON A FUTURE AGENDA FOR DISCUSSION, ACTION OR REPORT (NON-
DISCUSSION ITEM) 

No other items were discussed. 
 
7. ADJOURNMENT 
 

The Finance Committee adjourned at 4:53 p.m. 
 
Filed with these minutes are copies of all material distributed at the meeting. 
 
Attest: 
 
 
    
Keith Curry       Date 
Finance Committee Chair 



 
 

CITY OF NEWPORT BEACH 
FINANCE COMMITTEE 

STAFF REPORT 

Agenda Item No. 5A 
 November 17, 2014 

 
 
TO:    HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE 
 
FROM:   Municipal Operations Department 

George Murdoch, Acting Municipal Operations Director 
(949) 718-3401, gmurdoch@newportbeachca.gov 

 
SUBJECT:  Wastewater Rate Study Results  
 
 
SUMMARY: 
 
The Municipal Operations Department retained the consulting services of H F & H 
Consultants, LLC (“HF&H”) to prepare a wastewater and recycled water rate study. The 
purpose of this presentation is to review the results of the wastewater rate portion of the 
study and propose the adoption of an appropriate wastewater rate. 
 
RECOMMENDED ACTION: 
 

1. Review the results of the wastewater rate portion of the study and propose the 
adoption of an appropriate wastewater rate and; 

2. Move the item to City Council for discussion and direction to adopt recommended 
rates. 

 
DISCUSSION: 
 
Background: 
 
The Municipal Operations Department operates and maintains approximately 197 miles 
of wastewater sewer mains, 4.7 miles of force mains, 4,922 manholes and cleanouts, 
25,525 sewer laterals, and 21 sewer lift stations. Operations, maintenance and repair 
activities include: Sewer line cleaning, root removal, manhole maintenance and repair, lift 
station operation and maintenance, sewer line video inspection, as well as sewer lateral 
maintenance, repair and replacement.  
 
Funding for maintenance and replacement activities is collected from rate payers through 
the Municipal Services bill. Salaries, maintenance, operations, and internal service 
charges are estimated to be approximately $3.5 million for FY 14-15. Capital 
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Improvement Projects (CIP) is based upon the Wastewater Master Plan which was last 
updated in 2009. The Wastewater Master Plan sets $500,000 per year for CIP, increasing 
to $1,000,000 per year to replace aging infrastructure over a 30 year period.   
 
The estimated revenue for FY 14-15 is approximately $3.5 million. City Council Policy F-2 
sets the wastewater enterprise reserve level at 50% of the operations budget which is 
about $1.5 million. Wastewater rates were last raised in 2006 going from $0.30/HCF to 
$0.35/HCF. With the increase in outsourced services, reduced staff, and the amount of 
capital replacement projects, rates have not been increased in almost nine years. 
 
Rate Study: 
 
In 2013, the City entered into an agreement with HF&H to conduct a Wastewater and 
Recycled Water Rate Study, the first priority being to identify the recycled water rates. 
The recycled rates were adopted by City Council on June 10, 2014 lowering the overall 
cost to our customers by 50%. The next phase of the study was to address the 
wastewater rates. Attachment “A” is a draft report that includes details of the proposed 
wastewater rates. 
 
Current wastewater revenues provide adequate funding for operations. Ending reserves 
are approximately $900,000. This is short of the minimum reserve balance. To fund 
capital improvement, reserve funds would need to be used. This trend will deplete 
reserves by 2017 as shown below. 
 

 
 
Currently the wastewater rates include a fixed fee, sewer use charge and two additional 
surcharges of $2.00/month for each additional dwelling unit and $10.00/month for 

Reserves without 
Rate Increase

Reserves with Rate 
Increase

Target Balance
(Operations + Capital)

Minimum Balance
(Operations)

$0.00

$0.50

$1.00

$1.50

$2.00

$2.50

$3.00

$3.50

FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19
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customers with two-inch or larger water meters. The proposed rate structure eliminates 
these surcharges and adds the costs to the monthly fixed charge. 
 
The proposed rates include: 
 

 Fixed charge - a monthly sewer service charge based on size of water 
connection. 

 Sewer use charge - a monthly charge for all customers based on water use. 
 

 
 
How do we compare? 
 
The study compared the proposed wastewater rates to those of our neighboring 
agencies. 

Current Revised

Structure Structure FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 10% 8% 8% 3% 3%

Monthly Sewer Use Charge

5/8" or 3/4" $4.50 $5.97 $6.56 $7.09 $7.65 $7.88 $8.12 

1" $4.50 $5.97 $6.56 $7.09 $7.65 $7.88 $8.12 

1 1/2" $4.50 $6.56 $7.22 $7.80 $8.42 $8.67 $8.93 

2" $14.50 $8.95 $9.84 $10.63 $11.48 $11.83 $12.18 

2 1/2" $14.50 $9.54 $10.50 $11.34 $12.25 $12.61 $12.99 

3" $14.50 $10.14 $11.16 $12.05 $13.01 $13.40 $13.80 

4" $14.50 $11.93 $13.12 $14.17 $15.31 $15.77 $16.24 

6" $14.50 $13.42 $14.76 $15.95 $17.22 $17.74 $18.27 

8" $14.50 $14.91 $16.41 $17.72 $19.13 $19.71 $20.30 

10" $14.50 $19.09 $21.00 $22.68 $24.49 $25.23 $25.98 

Monthly Sewer Use Charge (Sewer Only Customers)

Rate per Account $6.25 $9.71 $10.68 $11.53 $12.46 $12.83 $13.21 

Consumption Charge 

Rate per HCF $0.35 $0.35 $0.39 $0.42 $0.45 $0.46 $0.48 

Sewer Surcharges

Multi Unit surcharge (per DU)$2.00 Note 1 Note 1 Note 1 Note 1 Note 1 Note 1

Note 1: The surcharge has been incorporated into the Monthly Sewer Use Charge under the revised 

structure

4



5



 

 

 
 
 
 
 
 
 
 

 
 
 
 

November 17, 2014 - DRAFT 

 

 
HF&H Consultants, LLC 

CITY OF NEWPORT BEACH 
 

Sewer and Recycled Water Rate Study 



 

 

 



 

 

 
 

CITY OF NEWPORT BEACH 
592 Superior Avenue 

Newport Beach, CA 92663 
 

 

 
 
 
 
 
 

SEWER AND RECYCLED WATER RATE STUDY 
 
 
 

November 17, 2014  
 
 
 
 

HF&H CONSULTANTS, LLC 
201 North Civic Drive, Suite 230 

Walnut Creek, CA 94596 
 
 
 
 

© HF&H CONSULTANTS, LLC All rights reserved. 
 

This document is printed on 100% recycled, post-consumer content paper 



 

 

 

 



 
  
  Managing Tomorrow’s Resources Today 
 
 

201 N. Civic Drive, Suite 230 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.hfh-consultants.com Marva M. Sheehan, CPA 
  Robert C. Hilton, CMC 
 
 

 

 
 
November 17, 2014 
 
Mr. George Murdoch 
Utilities General Manager 
City of Newport Beach 
592 Superior Avenue 
Newport Beach, CA 92663 
 
Subject: Sewer and Recycled Water Rate Study 
 
Dear Mr. Murdoch: 
 
HF&H Consultants, LLC, is pleased to submit this Sewer and Recycled Water Rate 
Study to the City of Newport Beach (City).  The report summarizes the analysis that 
was conducted to develop the recommended rates.  A copy of the rate model is 
included in the appendix.   
 
The City has demonstrated leadership in improving rate payer equity during a time 
when costs are increasing in compliance with regulatory mandates.  It has been a 
privilege to assist the City with this step forward. 
 
Very truly yours, 
HF&H CONSULTANTS, LLC 
 
 
 
John W. Farnkopf, P.E. 
Senior Vice President 
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HCF or CCF Hundred Cubic Feet of metered water; 748 gallons; a cube of water 4.6 

feet on edge 
I&I Inflow and Infiltration; stormwater runoff that enters collection systems 

through surface or subsurface connections, cracks, or other openings 
O&M Operations and Maintenance 
OCSD Orange County Sanitary District 
OCWD Orange County Water District 
PAYGo Pay-As-You-Go, in reference to funding capital improvements from 

cash rather than from borrowed sources of revenue 
SFR Single Family Residential 
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1.  EXECUTIVE SUMMARY 

This report summarizes the analysis of the City’s sewer and recycled water rates.  The 
analysis represents a collaborative effort of the City’s Staff and consulting team.  HF&H 
prepared the financial plan model using the City’s FY 2014-15 adopted operating 
budget.  

FINDINGS AND RECOMMMENDATIONS  

Sewer 

1. Key Assumptions.  Rates were set to generate revenue sufficient to fund the 
City’s collection system expenses, local capital improvements funded from cash, 
and to maintain the City’s reserves. 
 

2. Revenue Projections.  The revenue projections are shown in Figure 1-1 
beginning with FY 2014-15.  The increases enable the City to address collection 
and pump station improvement projects that were identified in the City’s Sewer 
Master Plan.  With these increases, the City will be able to fund an average of 
$1,000,000 per year over the next five years.  By the end of the fifth year, the rates 
will enable the City to continue to fund $1,500,000 per year on a pay-as-you-go 
cash basis without issuing debt. 
 

Figure 1-1.  Sewer Revenue Increases 
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Increase in Revenue from Rates 10% 8% 8% 4% 4%
     Revenue from Current Rates** $3,389,036 $3,389,036 $3,389,036 $3,389,036 $3,389,036
Revenue from Rate Increases 

FY14-15 (effective 1/1/15) $169,452 $338,904 $338,904 $338,904 $338,904
FY15-16 (effective 7/1/15) $298,235 $298,235 $298,235 $298,235
FY16-17 (effective 7/1/16) $322,094 $322,094 $322,094
FY17-18 (effective 7/1/17) $173,931 $173,931
FY18-19 (effective 7/1/18) $180,888

    Subtotal - Revenue Increases $169,452 $637,139 $959,233 $1,133,163 $1,314,051
Total Rate Revenue $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Net Revenue Requirements $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Surplus/(Deficit) after Increase $0 $0 $0 $0 $0

**Includes bad debt allowance of 0.4% of existing revenue  
 

3. Rate Design.  The City’s current sewer customers pay the sum of the following: a 
fixed monthly sewer use charge that is the same for all customers and a 
commodity charge based on metered water use during the monthly period. In 
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addition, for meters 2-inch or larger, a $10.00 monthly surcharge is assessed, and 
for connections servicing two or more dwelling units on the same connection, a 
$2.00 per unit per month surcharge is assessed for any additional dwelling units. 
We recommend combining the two surcharges into the monthly use charge, and 
maintaining the commodity charge. Under the revised rate structure, customers 
will pay the sum of only two charges: a monthly sewer use charge, graduated 
based on the capacity of the connection, and the commodity charge.  
 

4. Projected Rates.  Figure 1-2 shows the sewer rates that are needed to cover the 
projected revenue requirements, and compares the revised structure to the 
current structure. In the revised rate structure, the service charges were 
graduated using an EMU multiplier that was based on the ratio of $4.50 to $14.50 
(the current rate ratio), the effect of which is to increase the service charges for 
the larger services.  The revised rate structure maintains the consumption charge, 
but includes the larger meter and additional dwelling unit surcharges as part of 
the monthly sewer use charge.  
 

Figure 1-2. Current and Proposed Sewer Rates 
Current Revised

Structure Structure FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 10% 8% 8% 3% 3%
Monthly Sewer Use Charge

5/8" or 3/4" $4.50 $5.97 $6.56 $7.09 $7.65 $7.88 $8.12 
1" $4.50 $5.97 $6.56 $7.09 $7.65 $7.88 $8.12 
1 1/2" $4.50 $6.56 $7.22 $7.80 $8.42 $8.67 $8.93 
2" $14.50 $8.95 $9.84 $10.63 $11.48 $11.83 $12.18 
2 1/2" $14.50 $9.54 $10.50 $11.34 $12.25 $12.61 $12.99 
3" $14.50 $10.14 $11.16 $12.05 $13.01 $13.40 $13.80 
4" $14.50 $11.93 $13.12 $14.17 $15.31 $15.77 $16.24 
6" $14.50 $13.42 $14.76 $15.95 $17.22 $17.74 $18.27 
8" $14.50 $14.91 $16.41 $17.72 $19.13 $19.71 $20.30 
10" $14.50 $19.09 $21.00 $22.68 $24.49 $25.23 $25.98 

Monthly Sewer Use Charge (Sewer Only Customers)
Rate per Account $6.25 $9.71 $10.68 $11.53 $12.46 $12.83 $13.21 

Consumption Charge 
Rate per HCF $0.35 $0.35 $0.39 $0.42 $0.45 $0.46 $0.48 

Sewer Surcharges
Multi Unit surcharge  $2.00 Note 1 Note 1 Note 1 Note 1 Note 1 Note 1

Note 1: The surcharge has been incorporated into the Monthly Sewer Use Charge under the revised 
structure  
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Recycled Water  

1. Key Assumptions.  Rates were set to generate revenue sufficient to fund the 
City’s recycled water system’s operations and maintenance expense, the cost of 
purchasing recycled water from OCWD, and capital replacement expense related 
to pump stations and meters. 
 

2. Rate Design.  The City’s current recycled water customers pay the sum of two 
charges: a monthly fixed charge that is based on the size of the connection, and a 
commodity charge based on metered water use during the monthly period. The 
commodity charge is based on 80% of the potable water rate.  We recommend 
unlinking the recycled water rate from the potable water rate and aligning the 
recycled fixed and commodity charges with the fixed costs and the cost of 
purchased water from OCWD, respectively.  In addition to the fixed and 
commodity charges, pump station users will be charged a pump station charge 
based on the cost to operate and maintain the stations and convey recycled 
water. 
 

3. Projected Rates.  The rate projections are shown in Figure 1-2.   
 

Figure 1-2. Current and Proposed Recycled Water Rates 
Current FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 2% 2% 2% 2%
Monthly Service Charge

5/8" or 3/4" $13.82 $18.91 $19.29 $19.68 $20.07 $20.47 
1" $23.03 $31.53 $32.16 $32.80 $33.46 $34.13 
1 1/2" $46.06 $63.05 $64.32 $65.60 $66.91 $68.25 
2" $73.70 $100.88 $102.90 $104.95 $107.05 $109.19 
3" $138.18 $189.15 $192.94 $196.80 $200.73 $204.75 
4" $230.30 $315.25 $321.56 $327.99 $334.55 $341.24 
6" $460.61 $630.50 $643.11 $655.98 $669.10 $682.48 
8" $736.98 $1,008.81 $1,028.99 $1,049.57 $1,070.56 $1,091.97 

Monthly Commodity Charge 
Rate per HCF $2.46 $0.86 $0.87 $0.89 $0.91 $0.93 

Monthly Pump Station Charge 
Rate per HCF none $0.36 $0.37 $0.38 $0.38 $0.39 
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2.  INTRODUCTION 

STUDY PURPOSE 

The purpose of this study is to update the City’s rates to ensure that they generate 
sufficient revenue and that the rate structures for sewer and recycled water reflect the 
City’s current rate-making objectives. The study was commissioned by the City to 
evaluate the effect of certain rate structure modifications in response to input from its 
customers. 

RATE MAKING OBJECTIVES 

The City’s current rate-making objectives include the following: 

• Provide revenue sufficiency and financial stability to cover the projected capital 
and O&M costs of providing recycled water and funding the City’s Sewer fund. 

• Meet the City’s operations and capital funds reserve targets for the sewer 
enterprise fund.  

• Rates should reflect equity of costs in proportion to the level of service. 
• Provide for efficient administration and execution of utility billing.  
• Minimize “rate shock” overall and to any specific customer class.  
• Rates should be clear and understandable to the customers. 
• The rates must comply with Proposition 218 and applicable State codes.  

BACKGROUND 

Sewer 

The City provides sewer service to approximately 64,465 customers.  The City’s existing 
sewer collection system consists of a network of forcemain and gravity sewers. This system 
is composed of approximately 197 miles of mainline gravity pipes, 4.7 miles of forcemains 
with 4,922 manholes and cleanouts, and 25,525 sewer laterals with an approximate length of 
121 miles in the public-rights-of-way. The City’s service area lies within the OCSD who is 
responsible for treating the City’s sewer. The City also owns and operates 21 pump stations 
in various areas which lift sewer from the lower areas and several island communities for 
treatment at OCSD’s treatment plant. 
Recycled Water 

The City currently has five recycled water customers totaling 14 water connections. The 
customers include Big Canyon and Newport Beach Country Club golf courses; East 
Bluff School, Our Lady Queen of Angels School, and the City which uses recycled water 
for irrigation of medians and parks. 
 
In 1991, the City entered into an agreement with OCWD for the distribution and sale of 
Green Acres Project water. The agreement stipulates the rules and regulations for the 
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City to provide recycled water.  Included in this agreement is the stipulation that 
recycled water rates may not exceed 80% of the potable water rate. The agreement term 
is for 25 years with five 5-year automatic extensions, with an estimated ending term 
year of 2041. 
 
The City subsequently entered into “End User Agreements” for the sale of recycled 
water to large customers in 1996 for a 10-year term. These agreements, now expired, 
included provisions that OCWD and the City would provide funding to modify golf 
courses and construct pump stations to facilitate the use of recycled water. However, in 
2011, the City and the Big Canyon Country Club entered into an agreement that 
provided for the delivery and sale of recycled water, and a pump station license 
agreement. 
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3. SEWER PROJECTED REVENUE INCREASES 

REVENUE REQUIREMENTS 

Rate analysis begins by determining the revenue requirements that must be met by 
rates.  For purposes of this study, a ten-year rate projection period was developed using 
a spreadsheet model (see Appendix A). However, only the first five years are shown in 
Figure 3-1 for rate-setting purposes.   Figure 3-1 summarizes the major categories 
comprised in the revenue requirements, indicating the annual change. 
 

Figure 3-1.  Annual Revenue Requirement Components 
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Salaries 1,052,980$  1,084,569$  1,117,106$  1,150,620$  1,185,138$  
Benefits 563,517      591,693      609,444      627,727      646,559      
Operations & Maintenance 915,891      908,338      924,052      940,038      956,301      
Internal Services Allocation 621,424      632,175      643,111      654,237      665,555      
Operating Reserve Expense 371,675      275,828      270,403      114,834      214,190      
Capital Expense -             500,000      750,000      1,000,000    1,000,000    
Miscellaneous Costs 33,000        33,571        34,152        34,743        35,344        
Total Revenue Requirement 3,558,487$  4,026,174$  4,348,268$  4,522,199$  4,703,087$  

Annual Change 13% 8% 4% 4%

 
 

Salaries 

This cost category includes regular and overtime pay and is projected to increase 
gradually at about 3% per year during the projection period.  No staff headcount 
increases are anticipated; the cost trend is driven primarily by cost of living adjustments 
set in labor agreements. 

Benefits 

This cost category includes health, dental, and vision as well as Other Post-Employment  
(OPEB) and Public Employment (PERS) retirement benefits. During the projection 
period these costs are projected to increase at about 5% per year.  The cost trend is 
driven primarily by increases in health care benefit costs set in labor agreements. 

Operations & Maintenance  

This cost category includes non-personnel related operating and maintenance expenses, 
such as electrical utility costs, fuel, and non-capital materials and equipment. During 
the projection period, these costs are expected to increase gradually at about 1.73% per 
year, based on the five-year historical average of inflation for the Los Angeles area. 
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Internal Services Allocation 

The City has historically transferred funds from the Sewer Enterprise Fund to the 
General Fund as reimbursement for governmental costs incurred by the General Fund 
on behalf of the Enterprise.  Much of this funding reimburses the General Fund for 
salaries, equipment, and program costs associated with general services. During the 
projection period, these costs are expected to increase gradually at about 1.73% per year, 
based on the five-year historical average of inflation for the Los Angeles area. 

Operating Reserve Expense 

The City transfers rate revenue to its Operating Reserve during the projection period to 
smooth out the annual revenue requirements and meet the minimum fund balance 
requirement. Please refer to the section titled ‘minimum fund balance’ in this report for 
further discussion of the fund policy. 

Capital Expense 

The City’s 30-year capital improvement program planned expenditures are 
summarized in Figure 3-2.   

Figure 3-2.  Capital Projects 

CIP Project Description 
Project 

Cost
Collection System Capacity 
Improvements $1,281,391
Collection System Condition 
Improvements $16,648,060
Pump Station Improvements $11,088,000

Total $29,017,451

 
 

The City plans to fund these capital improvements with cash from rate revenue. To 
accomplish this goal, the program is phased based upon the implementation cost of the 
facilities, and the quantity of work the City can reasonably administer each year. The 
programmed rate increases over the next five years provide the City approximately $1 
million annually with which to fund projects. At the end of five years, the City will be 
able to fund approximately $1.5 million with the additional revenue generated from the 
recommended rate increases. 

Miscellaneous Costs  

This cost category includes non-capital office and shop equipment. During the 
projection period, these costs are expected to increase gradually at about 1.73% per year, 
based on the five-year historical average of inflation for the Los Angeles area. 
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REVENUE INCREASES 

Revenue increases were derived to fund the revenue requirements.  Estimating current 
rate revenue took into account 23,104 currently active meters whose flow equaled 
4,746,732 HCF. We also included the annual surcharge revenue for meters 2” or larger, 
as well as the surcharge for multiple dwelling units serviced by the same meter.  The 
resulting rate revenue for FY 2014-15, prior to rate increases, but net of 0.4% of bad debt, 
was estimated at $3,389,036.  Based on this estimate, annual revenue increases were 
projected as shown in Figure 3-3. 
 

Figure 3-3.  Projected Revenue Increases 
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Increase in Revenue from Rates 10% 8% 8% 4% 4%
     Revenue from Current Rates** $3,389,036 $3,389,036 $3,389,036 $3,389,036 $3,389,036
Revenue from Rate Increases 

FY14-15 (effective 1/1/15) $169,452 $338,904 $338,904 $338,904 $338,904
FY15-16 (effective 7/1/15) $298,235 $298,235 $298,235 $298,235
FY16-17 (effective 7/1/16) $322,094 $322,094 $322,094
FY17-18 (effective 7/1/17) $173,931 $173,931
FY18-19 (effective 7/1/18) $180,888

    Subtotal - Revenue Increases $169,452 $637,139 $959,233 $1,133,163 $1,314,051
Total Rate Revenue $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Net Revenue Requirements $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Surplus/(Deficit) after Increase $0 $0 $0 $0 $0

**Includes bad debt allowance of 0.4% of existing revenue  

FUND BALANCE 

The FY 2013-14 year-end fund balance is projected to be $2,885,000, which is very close 
to the target balance for operations and capital of $2,923,000.  Figure 3-4 shows the fund 
balance dipping in FY 2014-15 but climbing back toward the target balance by FY 2016-
17 and meeting the target by FY 2018-19, based on the projected revenue increases.  
Fluctuations in annual flow will affect revenue generation and the resulting fund 
balance.  The City is advised to carefully monitor the fund balance in the event of 
downward fluctuations in flow. 
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Figure 3-4.  Fund Balance With and Without Rate Increases  
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Minimum Fund Balance 

The minimum balance (red line) is the balance that is required to meet the City’s 
operating expenses during the year.  If this minimum balance were maintained, the 
Sewer Fund should be able to fund its monthly cash flow over this extended period 
without relying on the General Fund for a short-term loan.  When the Operations 
Reserve balance is below the minimum balance, the likelihood increases that temporary 
funding from the General Fund will be required to meet cash flow needs.  The City’s 
reserve policy dictates that the minimum Operations Reserve balance be set equal to 
50% of annual O&M expenses. 

Target Fund Balance 

The proposed revenue increases move the fund balance (solid green line) upward 
toward the target balance (blue line).  The target balance is the sum of the minimum 
balance for operations (red line) plus an allowance for capital projects.  This allowance 
provides liquidity to fund construction for projects on a pay-as-you-go basis.  With 
adequate capital reserves, the City is able to pay construction contractors without 
encroaching on the Operations Reserve.  The allowance is based on the average annual 
budgeted capital improvement projects.   
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4. SEWER RATE DESIGN 

CURRENT RATE STRUCTURE 

The City currently has 23,104 active accounts who pay the sum of two charges every 
month for Sewer service: a basic service charge of $4.50 per account plus a sewer 
consumption charge of $0.35 per HCF based on metered water use during the billing 
period. In addition to the charges specified above, customers with a water service 
connection of 2”or greater pay a $10.00 monthly surcharge. Moreover, customers with 
more than one dwelling unit that is serviced by the same connection pay a surcharge of 
$2.00 for each additional dwelling unit. Lastly, the City’s 485 sewer customers who do 
not purchase potable water from the City are charged $6.25 per account per month.  

PROPOSED RATE STRUCTURE 

The proposed rate structure is based on the revenue generated by the current rate 
structure and categorizes the revenue into two categories: fixed revenue and variable 
revenue. Fixed revenue is considered fixed because it does not vary based on flow, 
while variable costs vary because they are based on the amount of water purchased, or 
sewage produced and therefore, are solely comprised of the sewer consumption charge. 
For the purpose of rate design, the sewer use charge for customers who do not purchase 
water from the City was analyzed separately. Figure 4-1 presents the breakdown of the 
current revenue by revenue category: 
 

Figure 4-1. Fixed and Variable Revenue 

Fixed Revenue
Sewer Use Charge (per account) $1,247,616
Surcharge (2" meters or greater) $78,720
Surcharge (per additional DU) $378,492

Total Annual Fixed Revenue $1,704,828

Variable Revenue
Consumption Charge (per HCF) $1,661,356

Total Annual Variable Revenue $1,661,356
Subtotal $3,366,184

 Sewer Use Charge (per account)* $36,375
Grand Total** $3,402,559

**Gross revenues; does not account for bad debt 

Current Revenue

*Sewer Revenue from customers who do not purchase 
potable water from the City of Newport Beach
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In order to determine the monthly charge by size of connection, we first converted the 
number of active meters to equivalent meter units (EMU) as shown in Figure 4-2. The 
EMU multiplier by meter size is the same multipliers used to determine the fixed 
charge by meter size for the current sewer rates; in other words, it is the ratio between 
$4.50 to $14.50, or 1 to 3.2. The monthly charge for an EMU of 1.00 is derived by 
dividing the total fixed revenue of $1,704,828 by the total number of EMUs, or 23,815. 
This quotient was then divided by 12 to convert from an annual charge of $71.59 to a 
monthly charge of $5.97.  The service charges were then graduated using the EMU 
multipliers, the effect of which is to increase the service charges for the larger services. 
Note the total annual revenue of $1,704,828 from fixed charges in Figure 4-2 is equal to 
the total annual fixed revenue presented in Figure 4-1. 

Figure 4-2. Calculation of Monthly Fixed Charges 

Meter Size
Total Active 

Accounts 
EMU 

Multiplier
Total 

EMUs

Monthly 
Service 
Charge

Total 
Annual 
Fixed 

Revenue
a b a*b c a*c*12

5/8" or 3/4" 15,357 1.00 15,357 $5.97 $1,099,342
1" 6,276 1.00 6,276 $5.97 $449,272
1 1/2" 364 1.10 400 $6.56 $28,663
2" 886 1.50 1,329 $8.95 $95,137
2 1/2" 1 1.60 2 $9.54 $115
3" 34 1.70 58 $10.14 $4,138
4" 119 2.00 238 $11.93 $17,037
6" 54 2.25 122 $13.42 $8,698
8" 11 2.50 28 $14.91 $1,969
10" 2 3.20 6 $19.09 $458

23,104 23,815 $1,704,828

 
The sewer consumption charge was derived using the monthly meter readings in HCF 
for all customers. Figure 4-3 presents the derivation of the proposed sewer consumption 
charges. 

Figure 4-3. Calculation of Sewer Consumption Charge 

Cost Category
Current 

Revenue
Usage 
(HCF)

Charge 
per HCF

Variable Revenue $1,661,356 4,746,732 $0.35

 
For sewer customers who do not purchase potable water from the City, and therefore, 
do not have a proxy for their sewer flows, an average flow per account was derived by 
using water use per single family residential account. The 10.69 HCF average use was 
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determined using customer billing data and dividing total single family consumption 
by the number of single family accounts.  Next, using the revised rate structure, the 
$9.71 charge shown in Figure 3-4 represents the average single family bill per month. It 
was calculated as the monthly sewer use charge of $5.97 per account plus the product of 
the $0.35 consumption charge times 10.69 HCF.  
Using the fixed and variable rates as calculated in Figure 4-2 and Figure 4-3, a five-year 
rate plan was prepared based on the City’s Sewer revenue requirements as presented in 
Figure 3-1. The rates included in the 5-year plan reflect annual rate increases starting in 
Year 1 to keep pace with the increase in the revenue requirements. The proposed 5-year 
rate plan is shown in Figure 4-4.  
 

Figure 4-4. Five Year Sewer Rate Projections 
Current Revised

Structure Structure FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 10% 8% 8% 4% 4%
Monthly Sewer Use Charge

5/8" or 3/4" $4.50 $5.97 $6.56 $7.09 $7.65 $7.96 $8.28 
1" $4.50 $5.97 $6.56 $7.09 $7.65 $7.96 $8.28 
1 1/2" $4.50 $6.56 $7.22 $7.80 $8.42 $8.76 $9.11 
2" $14.50 $8.95 $9.84 $10.63 $11.48 $11.94 $12.42 
2 1/2" $14.50 $9.54 $10.50 $11.34 $12.25 $12.74 $13.25 
3" $14.50 $10.14 $11.16 $12.05 $13.01 $13.53 $14.07 
4" $14.50 $11.93 $13.12 $14.17 $15.31 $15.92 $16.56 
6" $14.50 $13.42 $14.76 $15.95 $17.22 $17.91 $18.63 
8" $14.50 $14.91 $16.41 $17.72 $19.13 $19.90 $20.70 
10" $14.50 $19.09 $21.00 $22.68 $24.49 $25.47 $26.49 

Monthly Sewer Use Charge (Sewer Only Customers)
Rate per Account $6.25 $9.71 $10.68 $11.53 $12.46 $12.95 $13.47 

Consumption Charge 
Rate per HCF $0.35 $0.35 $0.39 $0.42 $0.45 $0.47 $0.49 

Sewer Surcharges
Multi Unit surcharge  $2.00 Note 1 Note 1 Note 1 Note 1 Note 1 Note 1

Note 1: The surcharge has been incorporated into the Monthly Sewer Use Charge under the revised 
structure  
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CURRENT AND PROPOSED CUSTOMER BILL COMPARISONS 

Figure 4-5 presents a comparison of monthly customer bills using the current rate 
structure and the recommended revised rate structure. The rates used to calculate the 
revised bills are the FY 2014-15 charges presented in Figure 4-4. It is notable that current 
customers who are subjected to the multiple dwelling $2.00 monthly surcharge will 
experience a decrease in their monthly bill.  This occurs based on the revisions to the 
monthly sewer use charge.  The graduated rates, based on meter capacity, better reflect 
associated flow assumed per dwelling unit, and its equivalent.  
 

Figure 4-5. Customer Bill Comparison 

Customer Name
Meter 

Size

Number of 
Dwelling 

Units

Average 
Monthly 

Flow 
(HCF)

Current 
Monthly 

Bill

FY 14-15 
Monthly 

Bill
Difference 

($)
Single Family Residential (low flow) 5/8" - 1" 1 2 5.20$       7.20$       $2.00
Single Family Residential (avg flow) 5/8" - 1" 1 11 8.35$       10.60$      $2.25
Single Family Residential (high flow) 5/8" - 1" 1 16 10.10$      12.49$      $2.39
Multi Family Residential 3" 55 243 209.55$    102.81$    ($106.74)
Commercial 4" 1 595 224.75$    237.80$    $13.05
Commercial 8" 141 2,074 1,022.40$ 800.08$    ($222.32)
Commercial 2" 1 64 36.90$      33.86$      ($3.04)
Commercial 6" 1 1,584 568.90$    613.25$    $44.35

 
 

COMPARISON WITH NEIGHBORING AGENCIES 

Based on available sources, Figure 4-6 shows the recent charges for sewer service 
among similar Orange County agencies, specifically ones that charge a fixed monthly 
use charge coupled with a flow-based commodity charge.  Larger agencies tend to have 
lower rates because they can take advantage of economies of scale and have a larger 
base of customers over which to distribute fixed costs.  Figure 4-6 indicates that the 
City’s current and proposed sewer rates track the trend line along with its neighbors 
(identified with red diamonds in Figure 4-6).  
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Figure 4-6. Neighboring Agency Comparison 
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5. RECYCLED WATER PROJECTED REVENUE INCREASES 

REVENUE REQUIREMENTS 

The City’s FY 2013-14 revenue requirement served as the basis for determining the 
revenue requirement projections through FY 2018-19.  Figure 5-1 summarizes the 
sources and assumptions for the data as well as the projected expenditure trends: 
 

Figure 5-1. Revenue Requirement Projections  
FY 13-14 FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Operating Costs 40,488$     41,188$   41,901$   42,626$    43,363$    44,114$    
Purchased Recycled Water 167,598     173,417   179,438   182,810    186,245    189,745    
Pump Station Operating & Maintenance 39,408       47,218     48,104    49,007      49,927      50,864      
Depreciation 17,500       17,543     17,587    17,632      17,678      17,724      

Total Revenue Requirement 264,994$   279,366$  287,030$ 292,075$  297,213$   302,446$  
Annual Change 5% 3% 2% 2% 2%

 
Operating Expenses 

This cost category includes administration and overhead expenses that are calculated as 
10% of the total recycled water revenue requirement and 1% of the budgeted general 
fund overhead charged to the water fund, respectively. During the projection period, 
the City’s operating expenses are projected to increase gradually at about 1.73% per 
year, based on the five-year historical average of general inflation for the Los Angeles 
area. 

Purchased Recycled Water  

This cost category for FY 13-14 was based on the actual water purchases in FY 12-13 
multiplied by the cost of purchased water from OCWD of $360 per acre foot. During the 
projection period, the City’s purchased water costs are projected to increase gradually 
at about 1.88% per year, based on the five-year historical average of OCWD purchased 
water charges per acre foot.   

Pump Station Operating and Maintenance 

This cost category for FY 13-14 was based on the actual cost of inspections, scheduled 
and corrective maintenance, source changeovers and pump station rehabilitation and 
maintenance as provided by the city.  During the projection period, the City’s pump 
station operating and maintenance costs are expected to increase gradually at about 
1.73% per year, based on the five-year historical average of general inflation for the Los 
Angeles area. 
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Depreciation  

This cost category includes replacement costs for pump station facilities and water 
meters. The annual pump station facility replacement cost was based on $600,000 in 
construction costs, amortized over 40 years. The annual meter replacement cost was 
based on the American Water Works Association’s standard cost of $259 per meter per 
year, amortized over 15 years. During the projection period, the City’s pump station 
facility replacement costs are held constant at $15,000 per year, while the meter 
replacement costs are projected to increase gradually at about 1.73% per year, based on 
the five-year historical average of inflation for the Los Angeles area. 
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6. RECYCLED WATER RATE DESIGN 

CURRENT RATE STRUCTURE 

The City currently has five recycled water customers totaling 14 connections. These 
customers pay the sum of two charges every month for water service: a basic service 
charge based on the size of the service connection plus a commodity charge based on 
metered water use during the billing period. In 1991, the City entered into an agreement 
with OCWD for the distribution and sale of recycled water. The agreement stipulated 
that the recycled water rate may not exceed 80% of the potable water rate. It is the City’s 
current practice to charge customers 80% of the potable water rate based on that 
agreement. 

PROPOSED RATE STRUCTURE 

Under the new rate structure, the recycled water rates will no longer be linked to 80% of 
the potable water rates. The proposed rate structure is based on the FY 2014-15 revenue 
requirement, and categorizes the expenses into three categories: fixed costs, variable 
costs and pump station-related costs. Fixed costs are considered fixed because they do 
not vary based on flow, and include the annual cost of meter reading and replacement, 
as well as administrative and overhead.  Variable costs vary because they are based on 
the amount of water purchased, and therefore, are solely comprised of the annual cost 
of purchased water from OCWD. Pump station-related costs are comprised of 
inspections, maintenance, and rehabilitation & replacement that are directly related to 
the pump stations. Figure 6-1 presents the breakdown of the FY 2014-15 revenue 
requirement by cost category: 
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Figure 6-1. FY 2014-15 Revenue Requirement by Cost Category 

Fixed Costs
Administration $25,433
Overhead $12,208
Meter Reading $1,514
Meter replacement $2,543
Other agency fees $2,035

Total Fixed Costs $43,732

Variable Costs
Purchased Water $173,417

Total Variable Costs $173,417

Pump Station Costs
Inspections $7,021
Maintenance $13,109
Rehab & Replacement $42,087

Total Pump Station Costs $62,218
Total Revenue Requirement $279,366

FY2014-15

 
 

In order to determine the monthly charge by size of connection, we first converted the 
number of active meters to equivalent meter units (EMU) as shown in Figure 3-2. The 
EMU multiplier by meter size is the same multipliers used to determine the fixed 
charge by meter size for potable water rates. The monthly charge for an EMU of 1.00 is 
derived by dividing the total fixed costs of $43,732 by the total number of EMUs or 
192.70. This quotient was then divided by 12 to convert from an annual charge of 
$226.94 to a monthly charge of $18.91.  The service charges were then graduated using 
the EMU multipliers, the effect of which is to increase the service charges for the larger 
services. Note the total annual revenue of $43.732 from fixed charges in Figure 6-2 is 
equal to the total fixed costs presented in Figure 6-1. 
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Figure 6-2. Calculation of Monthly Fixed Charges 

Meter Size

Total 
Active 

Accounts 
EMU 

Multiplier
Total 

EMUs

Monthly 
Service 
Charge

FY 14-15 
Annual 

Revenue
a b a*b c a*c*12

5/8" or 3/4" 0 1.00 0 $18.91 $0
1" 0 1.67 0 $31.53 $0
1 1/2" 0 3.33 0 $63.05 $0
2" 8 5.33 42.67 $100.88 $9,684
3" 3 10.00 30.01 $189.15 $6,810
4" 0 16.67 0 $315.25 $0
6" 2 33.34 66.68 $630.50 $15,132
8" 1 53.34 53.34 $1,008.81 $12,106

14 192.70 $43,732

 
The commodity and pump station charges were derived using the FY 2012-13 monthly 
meter readings in HCF for all customers, and FY 2012-13 monthly meter readings for 
pump station customers in HCF, respectively. Figure 6-3 presents the derivation of the 
proposed commodity and pump station charges for FY 2014-15: 
 

Figure 6-3. Calculation of Commodity and Pump Station Charges 

Cost Category
FY14-15 

Costs

FY12-13 
Usage 
(HCF)

FY14-15 
Charge 

per HCF

Variable Costs $173,417 202,793 $0.86
Pump Station Costs $62,218 172,426 $0.36

 
Using the FY 2014-15 rates as calculated in Figure 6-2 and Figure 6-3, a five-year rate 
plan was prepared based on the City’s recycled water revenue requirements as 
presented in Figure 5-1. The rates included in the five-year plan reflect 2% annual rate 
increases across the board starting in Year 2 to keep pace with the increase in the 
revenue requirements. The proposed five-year rate plan is shown in Figure 6-4.  
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Figure 6-4. Five Year Recycled Water Rate Projections 
Current FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 2% 2% 2% 2%
Monthly Service Charge

5/8" or 3/4" $13.82 $18.91 $19.29 $19.68 $20.07 $20.47 
1" $23.03 $31.53 $32.16 $32.80 $33.46 $34.13 
1 1/2" $46.06 $63.05 $64.32 $65.60 $66.91 $68.25 
2" $73.70 $100.88 $102.90 $104.95 $107.05 $109.19 
3" $138.18 $189.15 $192.94 $196.80 $200.73 $204.75 
4" $230.30 $315.25 $321.56 $327.99 $334.55 $341.24 
6" $460.61 $630.50 $643.11 $655.98 $669.10 $682.48 
8" $736.98 $1,008.81 $1,028.99 $1,049.57 $1,070.56 $1,091.97 

Monthly Commodity Charge 
Rate per HCF $2.46 $0.86 $0.87 $0.89 $0.91 $0.93 

Monthly Pump Station Charge 
Rate per HCF none $0.36 $0.37 $0.38 $0.38 $0.39 

 
CUSTOMER BILL COMPARISONS 

Figure 6-5 presents a comparison of monthly customer bills using the current rate 
structure and the recommended revised rate structure. The rates used to calculate the 
revised bills are the Year 1 charges presented in Figure 6-4. It is notable that all current 
recycled water customers will experience no less than a 44% bill decrease with the 
recommended structure change.  

Figure 6-5. Customer Bill Comparison 

Customer Name Meter Size

Average 
Monthly 

Flow 
(HCF)

Current 
Monthly 

Bill

Revised 
Monthly 

Bill
Difference 

($)
Difference 

(%)
Newport Beach Country Club 6" 6,650       $16,820 $8,717 ($8,103) -48%
Our Lady Queen of Angels 2" 151         $446 $230 ($215) -48%
Big Canyon Country Club 8" 5,256       $13,668 $5,504 ($8,164) -60%
Big Canyon Country Club 6" 2,463       $6,518 $3,625 ($2,894) -44%
Eastbluff School 3" 321         $928 $464 ($464) -50%
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November 17, 2014 
 
Mr. George Murdoch 
Utilities General Manager 
City of Newport Beach 
592 Superior Avenue 
Newport Beach, CA 92663 
 
Subject: Sewer and Recycled Water Rate Study 
 
Dear Mr. Murdoch: 
 
HF&H Consultants, LLC, is pleased to submit this Sewer and Recycled Water Rate 
Study to the City of Newport Beach (City).  The report summarizes the analysis that 
was conducted to develop the recommended rates.  A copy of the rate model is 
included in the appendix.   
 
The City has demonstrated leadership in improving rate payer equity during a time 
when costs are increasing in compliance with regulatory mandates.  It has been a 
privilege to assist the City with this step forward. 
 
Very truly yours, 
HF&H CONSULTANTS, LLC 
 
 
 
John W. Farnkopf, P.E. 
Senior Vice President 
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1.  EXECUTIVE SUMMARY 

This report summarizes the analysis of the City’s sewer and recycled water rates.  The 
analysis represents a collaborative effort of the City’s Staff and consulting team.  HF&H 
prepared the financial plan model using the City’s FY 2014-15 adopted operating 
budget.  

FINDINGS AND RECOMMMENDATIONS  

Sewer 

1. Key Assumptions.  Rates were set to generate revenue sufficient to fund the 
City’s collection system expenses, local capital improvements funded from cash, 
and to maintain the City’s reserves. 
 

2. Revenue Projections.  The revenue projections are shown in Figure 1-1 
beginning with FY 2014-15.  The increases enable the City to address collection 
and pump station improvement projects that were identified in the City’s Sewer 
Master Plan.  With these increases, the City will be able to fund an average of 
$1,000,000 per year over the next five years.  By the end of the fifth year, the rates 
will enable the City to continue to fund $1,500,000 per year on a pay-as-you-go 
cash basis without issuing debt. 
 

Figure 1-1.  Sewer Revenue Increases 
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Increase in Revenue from Rates 10% 8% 8% 4% 4%
     Revenue from Current Rates** $3,389,036 $3,389,036 $3,389,036 $3,389,036 $3,389,036
Revenue from Rate Increases 

FY14-15 (effective 1/1/15) $169,452 $338,904 $338,904 $338,904 $338,904
FY15-16 (effective 7/1/15) $298,235 $298,235 $298,235 $298,235
FY16-17 (effective 7/1/16) $322,094 $322,094 $322,094
FY17-18 (effective 7/1/17) $173,931 $173,931
FY18-19 (effective 7/1/18) $180,888

    Subtotal - Revenue Increases $169,452 $637,139 $959,233 $1,133,163 $1,314,051
Total Rate Revenue $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Net Revenue Requirements $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Surplus/(Deficit) after Increase $0 $0 $0 $0 $0

**Includes bad debt allowance of 0.4% of existing revenue  
 

3. Rate Design.  The City’s current sewer customers pay the sum of the following: a 
fixed monthly sewer use charge that is the same for all customers and a 
commodity charge based on metered water use during the monthly period. In 
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addition, for meters 2-inch or larger, a $10.00 monthly surcharge is assessed, and 
for connections servicing two or more dwelling units on the same connection, a 
$2.00 per unit per month surcharge is assessed for any additional dwelling units. 
We recommend combining the two surcharges into the monthly use charge, and 
maintaining the commodity charge. Under the revised rate structure, customers 
will pay the sum of only two charges: a monthly sewer use charge, graduated 
based on the capacity of the connection, and the commodity charge.  
 

4. Projected Rates.  Figure 1-2 shows the sewer rates that are needed to cover the 
projected revenue requirements, and compares the revised structure to the 
current structure. In the revised rate structure, the service charges were 
graduated using an EMU multiplier that was based on the ratio of $4.50 to $14.50 
(the current rate ratio), the effect of which is to increase the service charges for 
the larger services.  The revised rate structure maintains the consumption charge, 
but includes the larger meter and additional dwelling unit surcharges as part of 
the monthly sewer use charge.  
 

Figure 1-2. Current and Proposed Sewer Rates 
Current Revised

Structure Structure FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 10% 8% 8% 4% 4%
Monthly Sewer Use Charge

5/8" or 3/4" $4.50 $5.97 $6.56 $7.09 $7.65 $7.96 $8.28 
1" $4.50 $5.97 $6.56 $7.09 $7.65 $7.96 $8.28 
1 1/2" $4.50 $6.56 $7.22 $7.80 $8.42 $8.76 $9.11 
2" $14.50 $8.95 $9.84 $10.63 $11.48 $11.94 $12.42 
2 1/2" $14.50 $9.54 $10.50 $11.34 $12.25 $12.74 $13.25 
3" $14.50 $10.14 $11.16 $12.05 $13.01 $13.53 $14.07 
4" $14.50 $11.93 $13.12 $14.17 $15.31 $15.92 $16.56 
6" $14.50 $13.42 $14.76 $15.95 $17.22 $17.91 $18.63 
8" $14.50 $14.91 $16.41 $17.72 $19.13 $19.90 $20.70 
10" $14.50 $19.09 $21.00 $22.68 $24.49 $25.47 $26.49 

Monthly Sewer Use Charge (Sewer Only Customers)
Rate per Account $6.25 $9.71 $10.68 $11.53 $12.46 $12.95 $13.47 

Consumption Charge 
Rate per HCF $0.35 $0.35 $0.39 $0.42 $0.45 $0.47 $0.49 

Sewer Surcharges
Multi Unit surcharge $2.00 Note 1 Note 1 Note 1 Note 1 Note 1 Note 1

Note 1: The surcharge has been incorporated into the Monthly Sewer Use Charge under the revised structure  
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Recycled Water  

1. Key Assumptions.  Rates were set to generate revenue sufficient to fund the 
City’s recycled water system’s operations and maintenance expense, the cost of 
purchasing recycled water from OCWD, and capital replacement expense related 
to pump stations and meters. 
 

2. Rate Design.  The City’s current recycled water customers pay the sum of two 
charges: a monthly fixed charge that is based on the size of the connection, and a 
commodity charge based on metered water use during the monthly period. The 
commodity charge is based on 80% of the potable water rate.  We recommend 
unlinking the recycled water rate from the potable water rate and aligning the 
recycled fixed and commodity charges with the fixed costs and the cost of 
purchased water from OCWD, respectively.  In addition to the fixed and 
commodity charges, pump station users will be charged a pump station charge 
based on the cost to operate and maintain the stations and convey recycled 
water. 
 

3. Projected Rates.  The rate projections are shown in Figure 1-2.   
 

Figure 1-2. Current and Proposed Recycled Water Rates 
Current FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 2% 2% 2% 2%
Monthly Service Charge

5/8" or 3/4" $13.82 $18.91 $19.29 $19.68 $20.07 $20.47 
1" $23.03 $31.53 $32.16 $32.80 $33.46 $34.13 
1 1/2" $46.06 $63.05 $64.32 $65.60 $66.91 $68.25 
2" $73.70 $100.88 $102.90 $104.95 $107.05 $109.19 
3" $138.18 $189.15 $192.94 $196.80 $200.73 $204.75 
4" $230.30 $315.25 $321.56 $327.99 $334.55 $341.24 
6" $460.61 $630.50 $643.11 $655.98 $669.10 $682.48 
8" $736.98 $1,008.81 $1,028.99 $1,049.57 $1,070.56 $1,091.97 

Monthly Commodity Charge 
Rate per HCF $2.46 $0.86 $0.87 $0.89 $0.91 $0.93 

Monthly Pump Station Charge 
Rate per HCF none $0.36 $0.37 $0.38 $0.38 $0.39 
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2.  INTRODUCTION 

STUDY PURPOSE 

The purpose of this study is to update the City’s rates to ensure that they generate 
sufficient revenue and that the rate structures for sewer and recycled water reflect the 
City’s current rate-making objectives. The study was commissioned by the City to 
evaluate the effect of certain rate structure modifications in response to input from its 
customers. 

RATE MAKING OBJECTIVES 

The City’s current rate-making objectives include the following: 

 Provide revenue sufficiency and financial stability to cover the projected capital 
and O&M costs of providing recycled water and funding the City’s Sewer fund. 

 Meet the City’s operations and capital funds reserve targets for the sewer 
enterprise fund.  

 Rates should reflect equity of costs in proportion to the level of service. 
 Provide for efficient administration and execution of utility billing.  
 Minimize “rate shock” overall and to any specific customer class.  
 Rates should be clear and understandable to the customers. 
 The rates must comply with Proposition 218 and applicable State codes.  

BACKGROUND 

Sewer 

The City provides sewer service to approximately 64,465 customers.  The City’s existing 
sewer collection system consists of a network of forcemain and gravity sewers. This system 
is composed of approximately 197 miles of mainline gravity pipes, 4.7 miles of forcemains 
with 4,922 manholes and cleanouts, and 25,525 sewer laterals with an approximate length of 
121 miles in the public-rights-of-way. The City’s service area lies within the OCSD who is 
responsible for treating the City’s sewer. The City also owns and operates 21 pump stations 
in various areas which lift sewer from the lower areas and several island communities for 
treatment at OCSD’s treatment plant. 

Recycled Water 

The City currently has five recycled water customers totaling 14 water connections. The 
customers include Big Canyon and Newport Beach Country Club golf courses; East 
Bluff School, Our Lady Queen of Angels School, and the City which uses recycled water 
for irrigation of medians and parks. 
 
In 1991, the City entered into an agreement with OCWD for the distribution and sale of 
Green Acres Project water. The agreement stipulates the rules and regulations for the 
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City to provide recycled water.  Included in this agreement is the stipulation that 
recycled water rates may not exceed 80% of the potable water rate. The agreement term 
is for 25 years with five 5-year automatic extensions, with an estimated ending term 
year of 2041. 
 
The City subsequently entered into “End User Agreements” for the sale of recycled 
water to large customers in 1996 for a 10-year term. These agreements, now expired, 
included provisions that OCWD and the City would provide funding to modify golf 
courses and construct pump stations to facilitate the use of recycled water. However, in 
2011, the City and the Big Canyon Country Club entered into an agreement that 
provided for the delivery and sale of recycled water, and a pump station license 
agreement. 
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3. SEWER PROJECTED REVENUE INCREASES 

REVENUE REQUIREMENTS 

Rate analysis begins by determining the revenue requirements that must be met by 
rates.  For purposes of this study, a ten-year rate projection period was developed using 
a spreadsheet model (see Appendix A). However, only the first five years are shown in 
Figure 3-1 for rate-setting purposes.   Figure 3-1 summarizes the major categories 
comprised in the revenue requirements, indicating the annual change. 
 

Figure 3-1.  Annual Revenue Requirement Components 
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Salaries 1,052,980$  1,084,569$  1,117,106$  1,150,620$  1,185,138$  
Benefits 563,517      591,693      609,444      627,727      646,559      
Operations & Maintenance 915,891      908,338      924,052      940,038      956,301      
Internal Services Allocation 621,424      632,175      643,111      654,237      665,555      
Operating Reserve Expense 371,675      275,828      270,403      114,834      214,190      
Capital Expense -             500,000      750,000      1,000,000    1,000,000    
Miscellaneous Costs 33,000        33,571        34,152        34,743        35,344        
Total Revenue Requirement 3,558,487$  4,026,174$  4,348,268$  4,522,199$  4,703,087$  

Annual Change 13% 8% 4% 4%

 
 

Salaries 

This cost category includes regular and overtime pay and is projected to increase 
gradually at about 3% per year during the projection period.  No staff headcount 
increases are anticipated; the cost trend is driven primarily by cost of living adjustments 
set in labor agreements. 

Benefits 

This cost category includes health, dental, and vision as well as Other Post-Employment  
(OPEB) and Public Employment (PERS) retirement benefits. During the projection 
period these costs are projected to increase at about 5% per year.  The cost trend is 
driven primarily by increases in health care benefit costs set in labor agreements. 

Operations & Maintenance  

This cost category includes non-personnel related operating and maintenance expenses, 
such as electrical utility costs, fuel, and non-capital materials and equipment. During 
the projection period, these costs are expected to increase gradually at about 1.73% per 
year, based on the five-year historical average of inflation for the Los Angeles area. 
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Internal Services Allocation 

The City has historically transferred funds from the Sewer Enterprise Fund to the 
General Fund as reimbursement for governmental costs incurred by the General Fund 
on behalf of the Enterprise.  Much of this funding reimburses the General Fund for 
salaries, equipment, and program costs associated with general services. During the 
projection period, these costs are expected to increase gradually at about 1.73% per year, 
based on the five-year historical average of inflation for the Los Angeles area. 

Operating Reserve Expense 

The City transfers rate revenue to its Operating Reserve during the projection period to 
smooth out the annual revenue requirements and meet the minimum fund balance 
requirement. Please refer to the section titled ‘minimum fund balance’ in this report for 
further discussion of the fund policy. 

Capital Expense 

The City’s 30-year capital improvement program planned expenditures are 
summarized in Figure 3-2.   

Figure 3-2.  Capital Projects 

CIP Project Description 
Project 

Cost
Collection System Capacity 
Improvements $1,281,391
Collection System Condition 
Improvements $16,648,060
Pump Station Improvements $11,088,000

Total $29,017,451

 
 

The City plans to fund these capital improvements with cash from rate revenue. To 
accomplish this goal, the program is phased based upon the implementation cost of the 
facilities, and the quantity of work the City can reasonably administer each year. The 
programmed rate increases over the next five years provide the City approximately $1 
million annually with which to fund projects. At the end of five years, the City will be 
able to fund approximately $1.5 million with the additional revenue generated from the 
recommended rate increases. 

Miscellaneous Costs  

This cost category includes non-capital office and shop equipment. During the 
projection period, these costs are expected to increase gradually at about 1.73% per year, 
based on the five-year historical average of inflation for the Los Angeles area. 
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REVENUE INCREASES 

Revenue increases were derived to fund the revenue requirements.  Estimating current 
rate revenue took into account 23,104 currently active meters whose flow equaled 
4,746,732 HCF. We also included the annual surcharge revenue for meters 2” or larger, 
as well as the surcharge for multiple dwelling units serviced by the same meter.  The 
resulting rate revenue for FY 2014-15, prior to rate increases, but net of 0.4% of bad debt, 
was estimated at $3,389,036.  Based on this estimate, annual revenue increases were 
projected as shown in Figure 3-3. 
 

Figure 3-3.  Projected Revenue Increases 
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19

Increase in Revenue from Rates 10% 8% 8% 4% 4%
     Revenue from Current Rates** $3,389,036 $3,389,036 $3,389,036 $3,389,036 $3,389,036
Revenue from Rate Increases 

FY14-15 (effective 1/1/15) $169,452 $338,904 $338,904 $338,904 $338,904
FY15-16 (effective 7/1/15) $298,235 $298,235 $298,235 $298,235
FY16-17 (effective 7/1/16) $322,094 $322,094 $322,094
FY17-18 (effective 7/1/17) $173,931 $173,931
FY18-19 (effective 7/1/18) $180,888

    Subtotal - Revenue Increases $169,452 $637,139 $959,233 $1,133,163 $1,314,051
Total Rate Revenue $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Net Revenue Requirements $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087
Surplus/(Deficit) after Increase $0 $0 $0 $0 $0

**Includes bad debt allowance of 0.4% of existing revenue  

FUND BALANCE 

The FY 2013-14 year-end fund balance is projected to be $2,885,000, which is very close 
to the target balance for operations and capital of $2,923,000.  Figure 3-4 shows the fund 
balance dipping in FY 2014-15 but climbing back toward the target balance by FY 2016-
17 and meeting the target by FY 2018-19, based on the projected revenue increases.  
Fluctuations in annual flow will affect revenue generation and the resulting fund 
balance.  The City is advised to carefully monitor the fund balance in the event of 
downward fluctuations in flow. 
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Figure 3-4.  Fund Balance With and Without Rate Increases  

Reserves without 
Rate Increase
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Minimum Fund Balance 

The minimum balance (red line) is the balance that is required to meet the City’s 
operating expenses during the year.  If this minimum balance were maintained, the 
Sewer Fund should be able to fund its monthly cash flow over this extended period 
without relying on the General Fund for a short-term loan.  When the Operations 
Reserve balance is below the minimum balance, the likelihood increases that temporary 
funding from the General Fund will be required to meet cash flow needs.  The City’s 
reserve policy dictates that the minimum Operations Reserve balance be set equal to 
50% of annual O&M expenses. 

Target Fund Balance 

The proposed revenue increases move the fund balance (solid green line) upward 
toward the target balance (blue line).  The target balance is the sum of the minimum 
balance for operations (red line) plus an allowance for capital projects.  This allowance 
provides liquidity to fund construction for projects on a pay-as-you-go basis.  With 
adequate capital reserves, the City is able to pay construction contractors without 
encroaching on the Operations Reserve.  The allowance is based on the average annual 
budgeted capital improvement projects.   
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4. SEWER RATE DESIGN 

CURRENT RATE STRUCTURE 

The City currently has 23,104 active accounts who pay the sum of two charges every 
month for Sewer service: a basic service charge of $4.50 per account plus a sewer 
consumption charge of $0.35 per HCF based on metered water use during the billing 
period. In addition to the charges specified above, customers with a water service 
connection of 2”or greater pay a $10.00 monthly surcharge. Moreover, customers with 
more than one dwelling unit that is serviced by the same connection pay a surcharge of 
$2.00 for each additional dwelling unit. Lastly, the City’s 485 sewer customers who do 
not purchase potable water from the City are charged $6.25 per account per month.  

PROPOSED RATE STRUCTURE 

The proposed rate structure is based on the revenue generated by the current rate 
structure and categorizes the revenue into two categories: fixed revenue and variable 
revenue. Fixed revenue is considered fixed because it does not vary based on flow, 
while variable costs vary because they are based on the amount of water purchased, or 
sewage produced and therefore, are solely comprised of the sewer consumption charge. 
For the purpose of rate design, the sewer use charge for customers who do not purchase 
water from the City was analyzed separately. Figure 4-1 presents the breakdown of the 
current revenue by revenue category: 
 

Figure 4-1. Fixed and Variable Revenue 

Fixed Revenue
Sewer Use Charge (per account) $1,247,616
Surcharge (2" meters or greater) $78,720
Surcharge (per additional DU) $378,492

Total Annual Fixed Revenue $1,704,828

Variable Revenue
Consumption Charge (per HCF) $1,661,356

Total Annual Variable Revenue $1,661,356
Subtotal $3,366,184

 Sewer Use Charge (per account)* $36,375
Grand Total** $3,402,559

**Gross revenues; does not account for bad debt 

Current Revenue

*Sewer Revenue from customers who do not purchase 
potable water from the City of Newport Beach
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In order to determine the monthly charge by size of connection, we first converted the 
number of active meters to equivalent meter units (EMU) as shown in Figure 4-2. The 
EMU multiplier by meter size is the same multipliers used to determine the fixed 
charge by meter size for the current sewer rates; in other words, it is the ratio between 
$4.50 to $14.50, or 1 to 3.2. The monthly charge for an EMU of 1.00 is derived by 
dividing the total fixed revenue of $1,704,828 by the total number of EMUs, or 23,815. 
This quotient was then divided by 12 to convert from an annual charge of $71.59 to a 
monthly charge of $5.97.  The service charges were then graduated using the EMU 
multipliers, the effect of which is to increase the service charges for the larger services. 
Note the total annual revenue of $1,704,828 from fixed charges in Figure 4-2 is equal to 
the total annual fixed revenue presented in Figure 4-1. 

Figure 4-2. Calculation of Monthly Fixed Charges 

Meter Size
Total Active 

Accounts 
EMU 

Multiplier
Total 

EMUs

Monthly 
Service 
Charge

Total 
Annual 
Fixed 

Revenue
a b a*b c a*c*12

5/8" or 3/4" 15,357 1.00 15,357 $5.97 $1,099,342
1" 6,276 1.00 6,276 $5.97 $449,272
1 1/2" 364 1.10 400 $6.56 $28,663
2" 886 1.50 1,329 $8.95 $95,137
2 1/2" 1 1.60 2 $9.54 $115
3" 34 1.70 58 $10.14 $4,138
4" 119 2.00 238 $11.93 $17,037
6" 54 2.25 122 $13.42 $8,698
8" 11 2.50 28 $14.91 $1,969
10" 2 3.20 6 $19.09 $458

23,104 23,815 $1,704,828

 
The sewer consumption charge was derived using the monthly meter readings in HCF 
for all customers. Figure 4-3 presents the derivation of the proposed sewer consumption 
charges. 

Figure 4-3. Calculation of Sewer Consumption Charge 

Cost Category
Current 

Revenue
Usage 
(HCF)

Charge 
per HCF

Variable Revenue $1,661,356 4,746,732 $0.35

 
For sewer customers who do not purchase potable water from the City, and therefore, 
do not have a proxy for their sewer flows, an average flow per account was derived by 
using water use per single family residential account. The 10.69 HCF average use was 
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determined using customer billing data and dividing total single family consumption 
by the number of single family accounts.  Next, using the revised rate structure, the 
$9.71 charge shown in Figure 3-4 represents the average single family bill per month. It 
was calculated as the monthly sewer use charge of $5.97 per account plus the product of 
the $0.35 consumption charge times 10.69 HCF.  
Using the fixed and variable rates as calculated in Figure 4-2 and Figure 4-3, a five-year 
rate plan was prepared based on the City’s Sewer revenue requirements as presented in 
Figure 3-1. The rates included in the 5-year plan reflect annual rate increases starting in 
Year 1 to keep pace with the increase in the revenue requirements. The proposed 5-year 
rate plan is shown in Figure 4-4.  
 

Figure 4-4. Five Year Sewer Rate Projections 
Current Revised

Structure Structure FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 10% 8% 8% 4% 4%
Monthly Sewer Use Charge

5/8" or 3/4" $4.50 $5.97 $6.56 $7.09 $7.65 $7.96 $8.28 
1" $4.50 $5.97 $6.56 $7.09 $7.65 $7.96 $8.28 
1 1/2" $4.50 $6.56 $7.22 $7.80 $8.42 $8.76 $9.11 
2" $14.50 $8.95 $9.84 $10.63 $11.48 $11.94 $12.42 
2 1/2" $14.50 $9.54 $10.50 $11.34 $12.25 $12.74 $13.25 
3" $14.50 $10.14 $11.16 $12.05 $13.01 $13.53 $14.07 
4" $14.50 $11.93 $13.12 $14.17 $15.31 $15.92 $16.56 
6" $14.50 $13.42 $14.76 $15.95 $17.22 $17.91 $18.63 
8" $14.50 $14.91 $16.41 $17.72 $19.13 $19.90 $20.70 
10" $14.50 $19.09 $21.00 $22.68 $24.49 $25.47 $26.49 

Monthly Sewer Use Charge (Sewer Only Customers)
Rate per Account $6.25 $9.71 $10.68 $11.53 $12.46 $12.95 $13.47 

Consumption Charge 
Rate per HCF $0.35 $0.35 $0.39 $0.42 $0.45 $0.47 $0.49 

Sewer Surcharges
Multi Unit surcharge $2.00 Note 1 Note 1 Note 1 Note 1 Note 1 Note 1

Note 1: The surcharge has been incorporated into the Monthly Sewer Use Charge under the revised 
structure  
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CURRENT AND PROPOSED CUSTOMER BILL COMPARISONS 

Figure 4-5 presents a comparison of monthly customer bills using the current rate 
structure and the recommended revised rate structure. The rates used to calculate the 
revised bills are the FY 2014-15 charges presented in Figure 4-4. It is notable that current 
customers who are subjected to the multiple dwelling $2.00 monthly surcharge will 
experience a decrease in their monthly bill.  This occurs based on the revisions to the 
monthly sewer use charge.  The graduated rates, based on meter capacity, better reflect 
associated flow assumed per dwelling unit, and its equivalent.  
 

Figure 4-5. Customer Bill Comparison 

Customer Name
Meter 

Size

Number of 
Dwelling 

Units

Average 
Monthly 

Flow 
(HCF)

Current 
Monthly 

Bill

FY 14-15 
Monthly 

Bill
Difference 

($)
Single Family Residential (low flow) 5/8" - 1" 1 2 5.20$       7.20$       $2.00
Single Family Residential (avg flow) 5/8" - 1" 1 11 8.35$       10.60$      $2.25
Single Family Residential (high flow) 5/8" - 1" 1 16 10.10$      12.49$      $2.39
Multi Family Residential 3" 55 243 209.55$    102.81$    ($106.74)
Commercial 4" 1 595 224.75$    237.80$    $13.05
Commercial 8" 141 2,074 1,022.40$ 800.08$    ($222.32)
Commercial 2" 1 64 36.90$      33.86$      ($3.04)
Commercial 6" 1 1,584 568.90$    613.25$    $44.35

 
 

COMPARISON WITH NEIGHBORING AGENCIES 

Based on available sources, Figure 4-6 shows the recent charges for sewer service 
among similar Orange County agencies, specifically ones that charge a fixed monthly 
use charge coupled with a flow-based commodity charge.  Larger agencies tend to have 
lower rates because they can take advantage of economies of scale and have a larger 
base of customers over which to distribute fixed costs.  Figure 4-6 indicates that the 
City’s current and proposed sewer rates track the trend line along with its neighbors 
(identified with red diamonds in Figure 4-6).  
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Figure 4-6. Neighboring Agency Comparison 
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5. RECYCLED WATER PROJECTED REVENUE INCREASES 

REVENUE REQUIREMENTS 

The City’s FY 2013-14 revenue requirement served as the basis for determining the 
revenue requirement projections through FY 2018-19.  Figure 5-1 summarizes the 
sources and assumptions for the data as well as the projected expenditure trends: 
 

Figure 5-1. Revenue Requirement Projections  
FY 13-14 FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Operating Costs 40,488$     41,188$   41,901$   42,626$    43,363$    44,114$    
Purchased Recycled Water 167,598     173,417   179,438   182,810    186,245    189,745    
Pump Station Operating & Maintenance 39,408       47,218     48,104    49,007      49,927      50,864      
Depreciation 17,500       17,543     17,587    17,632      17,678      17,724      

Total Revenue Requirement 264,994$   279,366$  287,030$ 292,075$  297,213$   302,446$  
Annual Change 5% 3% 2% 2% 2%

 
Operating Expenses 

This cost category includes administration and overhead expenses that are calculated as 
10% of the total recycled water revenue requirement and 1% of the budgeted general 
fund overhead charged to the water fund, respectively. During the projection period, 
the City’s operating expenses are projected to increase gradually at about 1.73% per 
year, based on the five-year historical average of general inflation for the Los Angeles 
area. 

Purchased Recycled Water  

This cost category for FY 13-14 was based on the actual water purchases in FY 12-13 
multiplied by the cost of purchased water from OCWD of $360 per acre foot. During the 
projection period, the City’s purchased water costs are projected to increase gradually 
at about 1.88% per year, based on the five-year historical average of OCWD purchased 
water charges per acre foot.   

Pump Station Operating and Maintenance 

This cost category for FY 13-14 was based on the actual cost of inspections, scheduled 
and corrective maintenance, source changeovers and pump station rehabilitation and 
maintenance as provided by the city.  During the projection period, the City’s pump 
station operating and maintenance costs are expected to increase gradually at about 
1.73% per year, based on the five-year historical average of general inflation for the Los 
Angeles area. 
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Depreciation  

This cost category includes replacement costs for pump station facilities and water 
meters. The annual pump station facility replacement cost was based on $600,000 in 
construction costs, amortized over 40 years. The annual meter replacement cost was 
based on the American Water Works Association’s standard cost of $259 per meter per 
year, amortized over 15 years. During the projection period, the City’s pump station 
facility replacement costs are held constant at $15,000 per year, while the meter 
replacement costs are projected to increase gradually at about 1.73% per year, based on 
the five-year historical average of inflation for the Los Angeles area. 
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6. RECYCLED WATER RATE DESIGN 

CURRENT RATE STRUCTURE 

The City currently has five recycled water customers totaling 14 connections. These 
customers pay the sum of two charges every month for water service: a basic service 
charge based on the size of the service connection plus a commodity charge based on 
metered water use during the billing period. In 1991, the City entered into an agreement 
with OCWD for the distribution and sale of recycled water. The agreement stipulated 
that the recycled water rate may not exceed 80% of the potable water rate. It is the City’s 
current practice to charge customers 80% of the potable water rate based on that 
agreement. 

PROPOSED RATE STRUCTURE 

Under the new rate structure, the recycled water rates will no longer be linked to 80% of 
the potable water rates. The proposed rate structure is based on the FY 2014-15 revenue 
requirement, and categorizes the expenses into three categories: fixed costs, variable 
costs and pump station-related costs. Fixed costs are considered fixed because they do 
not vary based on flow, and include the annual cost of meter reading and replacement, 
as well as administrative and overhead.  Variable costs vary because they are based on 
the amount of water purchased, and therefore, are solely comprised of the annual cost 
of purchased water from OCWD. Pump station-related costs are comprised of 
inspections, maintenance, and rehabilitation & replacement that are directly related to 
the pump stations. Figure 6-1 presents the breakdown of the FY 2014-15 revenue 
requirement by cost category: 
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Figure 6-1. FY 2014-15 Revenue Requirement by Cost Category 

Fixed Costs
Administration $25,433
Overhead $12,208
Meter Reading $1,514
Meter replacement $2,543
Other agency fees $2,035

Total Fixed Costs $43,732

Variable Costs
Purchased Water $173,417

Total Variable Costs $173,417

Pump Station Costs
Inspections $7,021
Maintenance $13,109
Rehab & Replacement $42,087

Total Pump Station Costs $62,218
Total Revenue Requirement $279,366

FY2014-15

 
 

In order to determine the monthly charge by size of connection, we first converted the 
number of active meters to equivalent meter units (EMU) as shown in Figure 3-2. The 
EMU multiplier by meter size is the same multipliers used to determine the fixed 
charge by meter size for potable water rates. The monthly charge for an EMU of 1.00 is 
derived by dividing the total fixed costs of $43,732 by the total number of EMUs or 
192.70. This quotient was then divided by 12 to convert from an annual charge of 
$226.94 to a monthly charge of $18.91.  The service charges were then graduated using 
the EMU multipliers, the effect of which is to increase the service charges for the larger 
services. Note the total annual revenue of $43.732 from fixed charges in Figure 6-2 is 
equal to the total fixed costs presented in Figure 6-1. 
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Figure 6-2. Calculation of Monthly Fixed Charges 

Meter Size

Total 
Active 

Accounts 
EMU 

Multiplier
Total 

EMUs

Monthly 
Service 
Charge

FY 14-15 
Annual 

Revenue
a b a*b c a*c*12

5/8" or 3/4" 0 1.00 0 $18.91 $0
1" 0 1.67 0 $31.53 $0
1 1/2" 0 3.33 0 $63.05 $0
2" 8 5.33 42.67 $100.88 $9,684
3" 3 10.00 30.01 $189.15 $6,810
4" 0 16.67 0 $315.25 $0
6" 2 33.34 66.68 $630.50 $15,132
8" 1 53.34 53.34 $1,008.81 $12,106

14 192.70 $43,732

 
The commodity and pump station charges were derived using the FY 2012-13 monthly 
meter readings in HCF for all customers, and FY 2012-13 monthly meter readings for 
pump station customers in HCF, respectively. Figure 6-3 presents the derivation of the 
proposed commodity and pump station charges for FY 2014-15: 
 

Figure 6-3. Calculation of Commodity and Pump Station Charges 

Cost Category
FY14-15 

Costs

FY12-13 
Usage 
(HCF)

FY14-15 
Charge 

per HCF

Variable Costs $173,417 202,793 $0.86
Pump Station Costs $62,218 172,426 $0.36

 
Using the FY 2014-15 rates as calculated in Figure 6-2 and Figure 6-3, a five-year rate 
plan was prepared based on the City’s recycled water revenue requirements as 
presented in Figure 5-1. The rates included in the five-year plan reflect 2% annual rate 
increases across the board starting in Year 2 to keep pace with the increase in the 
revenue requirements. The proposed five-year rate plan is shown in Figure 6-4.  
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Figure 6-4. Five Year Recycled Water Rate Projections 
Current FY 14-15 FY 15-16 FY 16-17 FY 17-18 FY 18-19

Annual Rate Increases 2% 2% 2% 2%
Monthly Service Charge

5/8" or 3/4" $13.82 $18.91 $19.29 $19.68 $20.07 $20.47 
1" $23.03 $31.53 $32.16 $32.80 $33.46 $34.13 
1 1/2" $46.06 $63.05 $64.32 $65.60 $66.91 $68.25 
2" $73.70 $100.88 $102.90 $104.95 $107.05 $109.19 
3" $138.18 $189.15 $192.94 $196.80 $200.73 $204.75 
4" $230.30 $315.25 $321.56 $327.99 $334.55 $341.24 
6" $460.61 $630.50 $643.11 $655.98 $669.10 $682.48 
8" $736.98 $1,008.81 $1,028.99 $1,049.57 $1,070.56 $1,091.97 

Monthly Commodity Charge 
Rate per HCF $2.46 $0.86 $0.87 $0.89 $0.91 $0.93 

Monthly Pump Station Charge 
Rate per HCF none $0.36 $0.37 $0.38 $0.38 $0.39 

 
CUSTOMER BILL COMPARISONS 

Figure 6-5 presents a comparison of monthly customer bills using the current rate 
structure and the recommended revised rate structure. The rates used to calculate the 
revised bills are the Year 1 charges presented in Figure 6-4. It is notable that all current 
recycled water customers will experience no less than a 44% bill decrease with the 
recommended structure change.  

Figure 6-5. Customer Bill Comparison 

Customer Name Meter Size

Average 
Monthly 

Flow 
(HCF)

Current 
Monthly 

Bill

Revised 
Monthly 

Bill
Difference 

($)
Difference 

(%)
Newport Beach Country Club 6" 6,650       $16,820 $8,717 ($8,103) -48%
Our Lady Queen of Angels 2" 151         $446 $230 ($215) -48%
Big Canyon Country Club 8" 5,256       $13,668 $5,504 ($8,164) -60%
Big Canyon Country Club 6" 2,463       $6,518 $3,625 ($2,894) -44%
Eastbluff School 3" 321         $928 $464 ($464) -50%

 

 



 

 

APPENDIX A.  SEWER AND RECYLED WATER RATE MODEL 
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City of Newport Beach
Sewer Rate Study
Table 1A.  Summary

Fiscal Year: FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24
Revenue Increases - Sewer 10.0% 8.0% 8.0% 4.0% 4.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Cumulative Increase 10.0% 18.8% 28.3% 33.4% 38.8% 41.5% 44.4% 47.3% 50.2% 53.2%

FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24
1,616,497$        1,676,262$   1,726,550$   1,778,347$   1,831,697$   1,886,648$   1,943,247$   2,001,545$   2,061,591$   2,123,439$   

915,891             908,338        924,052        940,038        956,301        972,845        989,675        1,006,797     1,024,214     1,041,933     
33,000               33,571          34,152          34,743          35,344          35,955          36,577          37,210          37,854          38,508          

Internal Service Allocation 621,424             632,175        643,111        654,237        665,555        677,069        688,783        700,699        712,821        725,153        
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Sewer Operating Reserve Expense $371,675 $275,828 $270,403 $114,834 $214,190 $224,631 $234,809 $244,704 $254,293 $263,555
$0 $500,000 $750,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000

3,558,487$        4,026,174$   4,348,268$   4,522,199$   4,703,087$   4,797,148$   4,893,091$   4,990,954$   5,090,773$   5,192,588$   
Annual increase 13.1% 8.0% 4.0% 4.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Projected

Storm Drain Capital 

Sewer Capital Reserve Expense

Annual Revenue Requirement
Salaries & Benefits
Operating Costs
Miscellaneous

Storm Drain Operating

Reserves with Rate 
Increase

Target Balance  
(Operations + Capital)

Minimum Balance 
(Operations) 

$0.00

$0.50

$1.00

$1.50

$2.00

$2.50

$3.00

$3.50

$4.00

$4.50

FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24
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Year End Fund Balances - Funds 530 and 540

HF&H  Consultants, LLC
11/17/2014  7:44 AM Page 1 of 14

Newport Beach Sewer 10.28.2014
1A. Summary



1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
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City of Newport Beach
Sewer Rate Study
Table 1B. General 

Projected
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Source Notes

Factors
a. Interest on Reserve Balance 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% 0.75% City Estimate To Table 4
b. General inflation Per Budget 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% US Statistics, LA Area 5-year average To Table 2
c. Personnel Increases Per Budget 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% Estimate To Table 2
d. Benefits cost increases Per Budget 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% Estimate To Table 2
e. Percent of Bad Debt 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% Based on City's Fund Worksheet To Table 3A,3B
f. Utilities Increases Per Budget 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% 1.73% 1.73%
g. Pct. increase in Sewer Accounts 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% To Table 3A
h. Pct. increase in  Water Consumption (for flow charge) 2.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% To Table 2, 8
i. Percentage increase in Recycled Water Use 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% To Table 2, 3B
j. Construction cost inflation Per Budget 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% 2.00% City Estimate To Table 2B, 5
k. Percent increase in purchased recycled water rate 1.58% 3.47% 1.88% 1.88% 1.88% 1.88% 1.88% 1.88% 1.88% 1.88% OCWD $/AF 5-year Average To Table 2B

Reserve Policies
Operations Fund

Purpose Working capital for O&M cash flow during the year.
Funding priority Highest. If not maintained, interfund loans are needed.
Minimum balance 50% of annual O&M costs

Infrastructure Replacement Funds
Purpose For wastewater master plan construction projects.
Funding priority Second highest. 
Target balance No Minimum or Maximum.  Should be reviewed periodically

Model Tables Included
Table 1A.  Summary
Table 1B. General 
Table 2A.  Revenue Requirement Projection - Sewer
Table 2B.  Revenue Requirement Projection - Recycled Water
Table 3A. Revenue Increases - Sewer
Table 3B. Revenue Increases - Recycled Water
Table 4.  Reserves 
Table 5. CIP
Table 7A. Rate Revenue - Sewer
Table 7B. Rate Revenue - Recycled Water
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City of Newport Beach
Sewer Rate Study
Table 2A.  Revenue Requirement Projection - Sewer

Table 1B Adopted 
Factors FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Notes

OPERATING EXPENSES
Salaries and Benefits 

7000 SALARIES - MISC c. 964,735$        $993,677 $1,023,487 $1,054,192 $1,085,818 $1,118,392 $1,151,944 $1,186,502 $1,222,097 $1,258,760
7020 SALARIES - PART TIME d. -                  $0 $0 $0 $0 $0 $0 $0 $0 $0
7040 OVERTIME, MISC &amp; 1/2 TIME c. 45,000            $46,350 $47,741 $49,173 $50,648 $52,167 $53,732 $55,344 $57,005 $58,715
7062 NIGHT DIFF, MISC d. -                  $0 $0 $0 $0 $0 $0 $0 $0 $0
7063 CERTIFICATION PAY c. 8,245              $8,492 $8,747 $9,010 $9,280 $9,558 $9,845 $10,140 $10,445 $10,758
7080 CALL BACK PAY c. 35,000            $36,050 $37,132 $38,245 $39,393 $40,575 $41,792 $43,046 $44,337 $45,667
7114 CELL PHONE STIPEND EXP d. 6,841              $7,183 $7,399 $7,620 $7,849 $8,085 $8,327 $8,577 $8,834 $9,099
7210 HEALTH/DENTAL/VISION d. 272,118          $285,724 $294,296 $303,124 $312,218 $321,585 $331,232 $341,169 $351,404 $361,946
7223 ANNUAL OPEB COST d. 44,610            $46,841 $48,246 $49,693 $51,184 $52,719 $54,301 $55,930 $57,608 $59,336
7227 RHS $2.50 CONTRIB d. 9,930              $10,427 $10,739 $11,061 $11,393 $11,735 $12,087 $12,450 $12,823 $13,208
7290 LIFE INSURANCE d. 1,470              $1,544 $1,590 $1,637 $1,687 $1,737 $1,789 $1,843 $1,898 $1,955
7295 EMP ASSISTANCE PROGRAM d. 331                 $348 $358 $369 $380 $391 $403 $415 $427 $440
7370 WORKERS' COMP, MISC d. 24,112            $25,318 $26,077 $26,859 $27,665 $28,495 $29,350 $30,231 $31,137 $32,072
7373 COMPENSATED ABSENCES d. 33,766            $35,454 $36,518 $37,613 $38,742 $39,904 $41,101 $42,334 $43,604 $44,912
7425 MEDICARE FRINGES d. 15,268            $16,031 $16,512 $17,008 $17,518 $18,043 $18,585 $19,142 $19,717 $20,308
7439 PERS MISC EE CNTRBN d. 75,996            $79,796 $82,190 $84,655 $87,195 $89,811 $92,505 $95,280 $98,139 $101,083
7440 PERS MISC ER CNTRBN d. 77,945            $81,842 $84,298 $86,826 $89,431 $92,114 $94,878 $97,724 $100,656 $103,675
7445 EE RET CNTRBN MISC d. (106,200)         ($111,510) ($114,855) ($118,301) ($121,850) ($125,505) ($129,271) ($133,149) ($137,143) ($141,258)
7446 PERS UNFND LIAB MISC d. 107,330          $112,697 $116,077 $119,560 $123,147 $126,841 $130,646 $134,566 $138,602 $142,761

Total Salaries and Benefits 1,616,497       1,676,262        1,726,550        1,778,347        1,831,697        1,886,648        1,943,247        2,001,545        2,061,591        2,123,439        
3.7% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Operating Costs
8003 GENRATR MAINT & REPR b. 17,500$          $17,803 $18,111 $18,424 $18,743 $19,067 $19,397 $19,732 $20,074 $20,421
8004 CERT & MEMBERSHIP b. 5,500              $5,595 $5,692 $5,790 $5,891 $5,992 $6,096 $6,202 $6,309 $6,418
8020 AUTOMOTIVE SERVICE b. 45,000            $45,779 $46,570 $47,376 $48,196 $49,030 $49,878 $50,741 $51,618 $52,511
8030 MAINT &amp; REPAIR - EQUIP b. 4,000              $4,069 $4,140 $4,211 $4,284 $4,358 $4,434 $4,510 $4,588 $4,668
8040 MAINT &amp; REPAIR - BUILDING b. 4,662              $4,743 $4,825 $4,908 $4,993 $5,079 $5,167 $5,257 $5,348 $5,440
8060 PUBLICATIONS &amp; DUES NOC b. 1,000              $1,017 $1,035 $1,053 $1,071 $1,090 $1,108 $1,128 $1,147 $1,167
8070 RENTAL/PROP &amp; EQUIP  NOC b. 1,000              $1,017 $1,035 $1,053 $1,071 $1,090 $1,108 $1,128 $1,147 $1,167
8080 SERVICES-PROF &amp; TECH  NOC b. 15,000            $15,260 $15,523 $15,792 $16,065 $16,343 $16,626 $16,914 $17,206 $17,504
8100 TRAVEL &amp; MEETINGS NOC b. 1,000              $1,017 $1,035 $1,053 $1,071 $1,090 $1,108 $1,128 $1,147 $1,167
8105 TRAINING b. 9,260              $9,420 $9,583 $9,749 $9,918 $10,089 $10,264 $10,441 $10,622 $10,806
8112 UTILITIES - TELEPHONE f. 8,700              $8,851 $9,004 $9,159 $9,318 $9,479 $9,643 $9,810 $9,980 $10,152
8114 UTILITIES - NATURAL GAS f. 1,000              $1,017 $1,035 $1,053 $1,071 $1,090 $1,108 $1,128 $1,147 $1,167
8116 UTILITIES - ELECTRICITY f. 68,000            $69,176 $70,373 $71,591 $72,829 $74,089 $75,371 $76,675 $78,001 $79,351
8118 UTILITIES - WATER f. 20,000            $20,346 $20,698 $21,056 $21,420 $21,791 $22,168 $22,551 $22,942 $23,338
8140 SUPPLIES- OFFICE NOC b. 350                 $356 $362 $368 $375 $381 $388 $395 $401 $408
8155 WASTEWATER ROOT CUTTING b. 15,801            $16,074 $16,352 $16,635 $16,923 $17,216 $17,514 $17,817 $18,125 $18,439
8158 CCTV MAINTENANCE PROGRAM b. 77,000            $78,332 $79,687 $81,066 $82,468 $83,895 $85,346 $86,823 $88,325 $89,853
8159 GREASE CNTRL DEV/INSPEC b. 45,000            $45,779 $46,570 $47,376 $48,196 $49,030 $49,878 $50,741 $51,618 $52,511
8160 MAINT &amp; REPAIR  NOC b. 197,933          $201,357 $204,841 $208,384 $211,990 $215,657 $219,388 $223,183 $227,044 $230,972
8184 MAINT - SCADA b. 25,252            $25,689 $26,133 $26,585 $27,045 $27,513 $27,989 $28,473 $28,966 $29,467
8185 SEWER MANHOLE LINING PRGM b. 75,000            $76,298 $77,617 $78,960 $80,326 $81,716 $83,130 $84,568 $86,031 $87,519
8186 PUMP STATION MAINTENANCE b. 13,000            $13,225 $13,454 $13,686 $13,923 $14,164 $14,409 $14,658 $14,912 $15,170
8187 ALLEY LATERAL REPL PRGM. b. 43,500            $44,253 $45,018 $45,797 $46,589 $47,395 $48,215 $49,049 $49,898 $50,761
8188 SEWER MANHOLE MAINT PRGM b. 36,246            $36,873 $37,511 $38,160 $38,820 $39,492 $40,175 $40,870 $41,577 $42,296
8189 TREE ROOT FOAMING b. 85,000            $86,471 $87,966 $89,488 $91,036 $92,611 $94,214 $95,843 $97,501 $99,188
8197 UTILITIES FAC MAIN PROGM b. 16,438            $16,722 $17,012 $17,306 $17,605 $17,910 $18,220 $18,535 $18,856 $19,182
8200 SPECIAL DEPT SUPPLIES NOC b. 15,000            $15,260 $15,523 $15,792 $16,065 $16,343 $16,626 $16,914 $17,206 $17,504
8204 UNIFORM EXPENSE b. 5,000              $5,087 $5,174 $5,264 $5,355 $5,448 $5,542 $5,638 $5,735 $5,835
8239 CONCRETE MATERIALS b. 2,000              $2,035 $2,070 $2,106 $2,142 $2,179 $2,217 $2,255 $2,294 $2,334
8240 TOOLS, INSTRUMENTS, ETC b. 2,500              $2,543 $2,587 $2,632 $2,678 $2,724 $2,771 $2,819 $2,868 $2,917
8298 OTHER AGENCY FEES b. 30,000            $30,519 $31,047 $31,584 $32,130 $32,686 $33,252 $33,827 $34,412 $35,008
8310 SOFTWARE LICENSE RENEWAL b. 29,249            $29,755 $30,270 $30,793 $31,326 $31,868 $32,419 $32,980 $33,551 $34,131

Total Operating Costs 915,891          908,338           924,052           940,038           956,301           972,845           989,675           1,006,797        1,024,214        1,041,933        
-0.8% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7% 1.7%

Projected
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City of Newport Beach
Sewer Rate Study
Table 2A.  Revenue Requirement Projection - Sewer

Table 1B Adopted 
Factors FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Notes

Projected

65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95

Internal Service Allocations
8022 EQUIP MAINT ISF b. 158,811$        $161,558 $164,353 $167,197 $170,089 $173,032 $176,025 $179,070 $182,168 $185,320
8024 VEHICLE REPLACE ISF b. 182,781          $185,943 $189,160 $192,432 $195,761 $199,148 $202,593 $206,098 $209,664 $213,291
8318 IT ISF OPERATING CHARGE b. 25,996            $26,446 $26,903 $27,369 $27,842 $28,324 $28,814 $29,312 $29,819 $30,335
8319 IT ISF STRATEGIC CHARGE b. 9,003              $9,159 $9,317 $9,478 $9,642 $9,809 $9,979 $10,152 $10,327 $10,506
8330 SVC CHARGE-ADMINISTRATIVE b. 223,084          $226,943 $230,869 $234,864 $238,927 $243,060 $247,265 $251,543 $255,894 $260,321
8340 GENERAL INSURANCE b. 21,749            $22,125 $22,508 $22,897 $23,294 $23,697 $24,106 $24,524 $24,948 $25,379

Total ISF Allocation 621,424          632,175           643,111           654,237           665,555           677,069           688,783           700,699           712,821           725,153           
Miscellaneous

9000 OFFICE EQUIPMENT b. 2,000              $2,035 $2,070 $2,106 $2,142 $2,179 $2,217 $2,255 $2,294 $2,334
9010 COMPUTER EQUIPMENT b. 5,000              $5,087 $5,174 $5,264 $5,355 $5,448 $5,542 $5,638 $5,735 $5,835
9200 SHOP EQUIPMENT b. 1,000              $1,017 $1,035 $1,053 $1,071 $1,090 $1,108 $1,128 $1,147 $1,167
9300 EQUIPMENT, N.O.C. b. 25,000            $25,433 $25,872 $26,320 $26,775 $27,239 $27,710 $28,189 $28,677 $29,173

Total Miscellaneous Expenses 33,000            33,571             34,152             34,743             35,344             35,955             36,577             37,210             37,854             38,508             

Non-Operating Revenue
5860 DAMAGE TO CITY PROPERTY b. -$                $0 $0 $0 $0 $0 $0 $0 $0 $0
5870 REVENUE, N.O.C. b. -                  $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Non-Operating Revenue -                  -                  -                  -                  -                  -                  -                  -                  -                  -                  
Net Revenue Requirement (before Reserve Expense) 3,186,812$     3,250,346$      3,327,865$      3,407,365$      3,488,897$      3,572,517$      3,658,282$      3,746,250$      3,836,480$      3,929,033$      

2.0% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4%
RESERVE EXPENSE To/(From) 

Ops Support - Storm Drain Budget
Operations b. $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 From Table 1A
Capital Projects $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 From Table 1A

Operating Reserve 371,675          275,828           270,403           114,834           214,190           224,631           234,809           244,704           254,293           263,555           From Table 4
Infrastructure Replacement -                  500,000           750,000           1,000,000        1,000,000        1,000,000        1,000,000        1,000,000        1,000,000        1,000,000        From Table 4

Subtotal, Reserve Expense 371,675$        775,828$         1,020,403$      1,114,834$      1,214,190$      1,224,631$      1,234,809$      1,244,704$      1,254,293$      1,263,555$      

Net Revenue Requirement $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087 $4,797,148 $4,893,091 $4,990,954 $5,090,773 $5,192,588 To Table 3A 

13.1% 8.0% 4.0% 4.0% 2.0% 2.0% 2.0% 2.0% 2.0%
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City of Newport Beach
Sewer Rate Study
Table 2B.  Revenue Requirement Projection - Recycled Water

Table 1B Budget
Factors FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Notes

Shared Recycled Water Costs
Purchased Water - OCWD i,k 167,598$          173,417$         $179,438 $182,810 $186,245 $189,745 $193,311 $196,943 $200,644 $204,414
Other agency fees b. 2,000$              $2,035 $2,070 $2,106 $2,142 $2,179 $2,217 $2,255 $2,294 $2,334
Administration b. 25,000              $25,433 $25,872 $26,320 $26,775 $27,239 $27,710 $28,189 $28,677 $29,173
Overhead b. 12,000              $12,208 $12,419 $12,634 $12,852 $13,075 $13,301 $13,531 $13,765 $14,003
Meter Reading b. 1,488                $1,514 $1,540 $1,567 $1,594 $1,621 $1,649 $1,678 $1,707 $1,736 4 hours/month @$31/hr

Total - Shared Recycled Water Costs 208,086            214,605           221,339           225,436           229,609           233,859           238,187           242,596           247,087           251,661           

Big Canyon Country Club
Inpections b. 3,451$              $3,511 $3,571 $3,633 $3,696 $3,760 $3,825 $3,891 $3,959 $4,027
Scheduled Production Maintenance b. 1,877                $1,909 $1,943 $1,976 $2,010 $2,045 $2,080 $2,116 $2,153 $2,190
Scheduled SCADA Maintenance b. 1,579                $1,606 $1,634 $1,662 $1,691 $1,720 $1,750 $1,780 $1,811 $1,843
Corrective Maintenance b. 3,851                $3,918 $3,985 $4,054 $4,124 $4,196 $4,268 $4,342 $4,417 $4,494
Source Changeovers b. 700                   $712 $724 $737 $750 $763 $776 $789 $803 $817
Pump Station Rehab/Maintenance (pumps, motors) j. 11,280              $18,584 $18,956 $19,335 $19,722 $20,116 $20,519 $20,929 $21,348 $21,775 (pumps, motors)

Total - Big Canyon Country Club 22,738              30,241             30,814             31,398             31,994             32,600             33,219             33,849             34,491             35,145             
33.0% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9%

Newport Beach Country Club
Inpections b. 3,451$              $3,511 $3,571 $3,633 $3,696 $3,760 $3,825 $3,891 $3,959 $4,027
Scheduled Production Maintenance b. 1,408                $1,432 $1,457 $1,482 $1,508 $1,534 $1,561 $1,588 $1,615 $1,643
Scheduled SCADA Maintenance b. 1,184                $1,204 $1,225 $1,247 $1,268 $1,290 $1,312 $1,335 $1,358 $1,382
Corrective Maintenance b. 2,987                $3,039 $3,091 $3,145 $3,199 $3,254 $3,311 $3,368 $3,426 $3,486
Source Changeovers b. 700                   $712 $724 $737 $750 $763 $776 $789 $803 $817
Pump Station Rehab/Maintenance (pumps, motors) j. 6,940                $7,079 $7,220 $7,365 $7,512 $7,662 $7,816 $7,972 $8,131 $8,294 (pumps, motors)

Total - Newport Beach Country Club 16,670              16,977             17,290             17,609             17,933             18,264             18,600             18,943             19,292             19,648             
1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8%

Subtotal: Operating Expenses 247,494$          261,823$         269,443$         274,443$         279,535$         284,723$         290,006$         295,388$         300,870$         306,454$         
5.8% 2.9% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9%

Depreciation Expenses To/(From) Reserves
Pump Station Facility Replacement 15,000$            $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000  (roof, walls, concrete)
Meters replacement b. 2,500                $2,543 $2,587 $2,632 $2,678 $2,724 $2,771 $2,819 $2,868 $2,917 $259/meter/year - City estimate (15-yr service life)

Subtotal, Depreciation Expense 17,500$            17,543$           17,587$           17,632$           17,678$           17,724$           17,771$           17,819$           17,868$           17,917$           
Net Revenue Requirement $264,994 $279,366 $287,030 $292,075 $297,213 $302,446 $307,777 $313,207 $318,738 $324,371 To Table 3B

5.4% 2.7% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8% 1.8%

Projected
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Table 3A. Revenue Increases - Sewer

Months
 in 1st FY of Est. Actual

rate increase* FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Notes

Revenue from Rates without Rate Increases
Revenue from Current Rates $3,402,559 $3,402,559 $3,402,559 $3,402,559 $3,402,559 $3,402,559 $3,402,559 $3,402,559 $3,402,559 $3,402,559 FY13-14 from Table 7A; Table 1B, g. 
Bad Debt Expense ($13,523) ($13,523) ($13,523) ($13,523) ($13,523) ($13,523) ($13,523) ($13,523) ($13,523) ($13,523)
Net Revenue 3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    
Net Revenue Requirements $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087 $4,797,148 $4,893,091 $4,990,954 $5,090,773 $5,192,588 From Table 2
Surplus/(Deficit) before rate increase ($169,451) ($637,138) ($959,233) ($1,133,163) ($1,314,051) ($1,408,113) ($1,504,056) ($1,601,918) ($1,701,737) ($1,803,552) To Table 4

Revenue from Rates with Rate Increases
Increase in Revenue from Rates 10.0% 8.0% 8.0% 4.0% 4.0% 2.0% 2.0% 2.0% 2.0% 2.0% From Table 1A

Cumulative Increase 4.6% 18.3% 27.8% 32.9% 38.2% 41.0% 43.8% 46.7% 49.6% 52.6% To Table 1A
Total Revenue from Existing Rates
     Revenue from Current Rates 3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    3,389,036$    
Revenue from Rate Increases 

FY14-15 (effective 1/1/15) 6 $169,452 $338,904 $338,904 $338,904 $338,904 $338,904 $338,904 $338,904 $338,904 $338,904
FY15-16 (effective 7/1/15) 12 $298,235 $298,235 $298,235 $298,235 $298,235 $298,235 $298,235 $298,235 $298,235
FY16-17 (effective 7/1/16) 12 $322,094 $322,094 $322,094 $322,094 $322,094 $322,094 $322,094 $322,094
FY17-18 (effective 7/1/17) 12 $173,931 $173,931 $173,931 $173,931 $173,931 $173,931 $173,931
FY18-19 (effective 7/1/18) 12 $180,888 $180,888 $180,888 $180,888 $180,888 $180,888
FY19-20 (effective 7/1/19) 12 $94,062 $94,062 $94,062 $94,062 $94,062
FY20-21 (effective 7/1/20) 12 $95,943 $95,943 $95,943 $95,943
FY21-22 (effective 7/1/21) 12 $97,862 $97,862 $97,862
FY22-23 (effective 7/1/22) 12 $99,819 $99,819
FY23-24 (effective 7/1/23) 12 $101,815

    Subtotal - Revenue from Rate Increases $169,452 $637,139 $959,233 $1,133,163 $1,314,051 $1,408,113 $1,504,056 $1,601,918 $1,701,737 $1,803,552
Total Rate Revenue 3,402,559$     $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087 $4,797,149 $4,893,092 $4,990,953 $5,090,773 $5,192,588 FY13-14 from Table 7A
Net Revenue Requirements 2,845,911$     $3,558,487 $4,026,174 $4,348,268 $4,522,199 $4,703,087 $4,797,148 $4,893,091 $4,990,954 $5,090,773 $5,192,588 From Table 2
Surplus/(Deficit) after Rate Increase $556,648 $0 $0 ($0) $0 ($0) $0 $0 ($0) ($0) ($0) To Table 4

* Estimated # of months of collections in FY in which rate increase takes place

Projected

HF&H Consultants, LLC
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Table 3B. Revenue Increases - Recycled Water

Months
 in 1st FY of Est. Actual

rate increase* FY 2012-13 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 #REF! Notes

Revenue from Rates without Rate Increases
Revenue from Current Rates $522,123 $522,123 $522,123 $522,123 $522,123 $522,123 $522,123 $522,123 $522,123 $522,123 #REF! FY12-13 from Table 7B; Table 1B, i. 
Bad Debt Expense $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 #REF!
Net Revenue 522,123$         522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       #REF!
Net Revenue Requirements $264,994 $279,366 $287,030 $292,075 $297,213 $302,446 $307,777 $313,207 $318,738 $324,371 #REF! FY13-14 from City; escalated by CPI
Surplus/(Deficit) before rate increase $257,129 $242,756 $235,092 $230,048 $224,910 $219,676 $214,346 $208,916 $203,385 $197,752 #REF!

Revenue from Rates with Rate Increases
Increase in Revenue from Rates 0.0% -50.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Cumulative Increase 0.0% -50.0% -50.0% -50.0% -50.0% -50.0% -50.0% -50.0% -50.0% -50.0% #REF!
Total Revenue from Existing Rates
     Revenue from Current Rates 522,123$         522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       522,123$       #REF!
Revenue from Rate Increases 

FY14-15 (effective 7/1/14) 12 ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) #REF!
FY15-16 (effective 7/1/15) 12 $0 $0 $0 $0 $0 $0 $0 $0 #REF!
FY16-17 (effective 7/1/16) 12 $0 $0 $0 $0 $0 $0 $0 #REF!
FY17-18 (effective 7/1/17) 12 $0 $0 $0 $0 $0 $0 #REF!
FY18-19 (effective 7/1/18) 12 $0 $0 $0 $0 $0 #REF!
FY19-20 (effective 7/1/19) 12 $0 $0 $0 $0 #REF!
FY20-21 (effective 7/1/20) 12 $0 $0 $0 #REF!
FY21-22 (effective 7/1/21) 12 $0 $0 #REF!
FY22-23 (effective 7/1/22) 12 $0 #REF!
FY23-24 (effective 7/1/23) 12 #REF!

    Subtotal - Revenue from Rate Increases $0 ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) ($261,061) #REF!
Total Rate Revenue 522,123$      $522,123 $261,061 $261,061 $261,061 $261,061 $261,061 $261,061 $261,061 $261,061 $261,061 #REF!
Net Revenue Requirements $264,994 $279,366 $287,030 $292,075 $297,213 $302,446 $307,777 $313,207 $318,738 $324,371 #REF!
Surplus/(Deficit) after Rate Increase $522,123 $257,129 ($18,305) ($25,969) ($31,013) ($36,152) ($41,385) ($46,716) ($52,146) ($57,676) ($63,310) #REF! To Table 4

* Estimated # of months of collections in FY in which rate increase takes place

Projected

HF&H Consultants, LLC
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Table 4.  Reserves 

Budgeted
FY 2013-14 FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Notes

Sewer Operating Reserve Funds With Rate Increase (530)
Revenue Increase 

Annual increases 10.0% 8.0% 8.0% 4.0% 4.0% 2.0% 2.0% 2.0% 2.0% 2.0% From Table 1A
Cumulative increase 10.0% 18.8% 28.3% 33.4% 38.8% 41.5% 44.4% 47.3% 50.2% 53.2%

Operations Fund
Beginning Balance $1,862,278 $1,596,877 $1,634,779 $1,667,519 $1,694,915 $1,772,058 $1,810,072 $1,958,962 $2,068,713 $2,188,912

Surplus/(Deficit) $0 $0 ($0) $0 ($0) $0 $0 ($0) ($0) ($0) From Table 3A

Transfers (to)/from 
Revenue Requirement 371,675          275,828          270,403          114,834          214,190          224,631          234,809          244,704          254,293          263,555          To Table 2
Infrastructure Replacement Fund ($650,000) ($250,000) ($250,000) ($100,000) ($150,000) ($200,000) ($100,000) ($150,000) ($150,000) ($225,000) (to)/from below

Subtotal - Transfers ($278,325) $25,828 $20,403 $14,834 $64,190 $24,631 $134,809 $94,704 $104,293 $38,555
Subtotal - Fund Balance $1,583,953 $1,622,705 $1,655,182 $1,682,353 $1,759,105 $1,796,689 $1,944,881 $2,053,666 $2,173,006 $2,227,467

Estimated Interest Earnings $12,923 $12,073 $12,337 $12,562 $12,953 $13,383 $14,081 $15,047 $15,906 $16,561
Ending Balance 1,862,278       $1,596,877 $1,634,779 $1,667,519 $1,694,915 $1,772,058 $1,810,072 $1,958,962 $2,068,713 $2,188,912 $2,244,029

Minimum Balance $1,422,956 $1,593,406 $1,625,173 $1,663,933 $1,703,682 $1,744,448 $1,786,259 $1,829,141 $1,873,125 $1,918,240 $1,964,517 50% of annual O&M
Sewer Infrastructure Replacement Reserve (540)
Beginning Balance $1,023,204 $856,834 $1,104,160 $1,332,965 $1,381,900 $1,460,085 $1,567,315 $1,552,809 $1,565,775 $1,555,777

Capital Improvement Projects ($823,394) ($510,000) ($780,300) ($1,061,208) ($1,082,432) ($1,104,081) ($1,126,162) ($1,148,686) ($1,171,659) ($1,195,093) From Table 5
Transfers (to)/from 

Revenue Requirements $0 $500,000 $750,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 From Table 1A
Operations Fund $650,000 $250,000 $250,000 $100,000 $150,000 $200,000 $100,000 $150,000 $150,000 $225,000 (to)/from above

Subtotal - Transfers $650,000 $750,000 $1,000,000 $1,100,000 $1,150,000 $1,200,000 $1,100,000 $1,150,000 $1,150,000 $1,225,000
Subtotal - Fund Balance $849,810 $1,096,834 $1,323,860 $1,371,757 $1,449,468 $1,556,005 $1,541,152 $1,554,124 $1,544,115 $1,585,685

Estimated Interest Earnings $7,024 $7,326 $9,105 $10,143 $10,618 $11,310 $11,657 $11,651 $11,662 $11,780
Ending Balance 1,023,204       $856,834 $1,104,160 $1,332,965 $1,381,900 $1,460,085 $1,567,315 $1,552,809 $1,565,775 $1,555,777 $1,597,465
Target Balance $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 $1,500,000 Average Annual CIP (per 20-YR

Recycled Water Infrastructure Replacement Reserve
Revenue Increase 

Annual increases 0.0% -50.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% From Table 3B
Cumulative increase

Beginning Balance -                  258,094          241,656          217,402          187,902          153,025          112,632          66,586            14,744            (42,932)           
Surplus/(Deficit) $257,129 ($18,305) ($25,969) ($31,013) ($36,152) ($41,385) ($46,716) ($52,146) ($57,676) ($63,310) From Table 3B
Reimbursement to Water Fund

Subtotal - Fund Expenditures $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Subtotal - Fund Balance 257,129          239,789          215,687          186,388          151,751          111,640          65,916            14,440            (42,932)           (106,242)         

Estimated Interest Earnings $964 $1,867 $1,715 $1,514 $1,274 $992 $670 $304 $0 $0
Ending Balance -                  $258,094 $241,656 $217,402 $187,902 $153,025 $112,632 $66,586 $14,744 ($42,932) ($106,242)

Projected

HF&H  Consultants, LLC
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Table 5. CIP

Project # Project Name FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 FY 2018-19 FY 2019-20 FY 2020-21 FY 2021-22 FY 2022-23 FY 2023-24 Total Cost

C2002049 Grade Adjustments: Sewer Manhole Covers $100,000 100,000$       
C7002005 Saint James Rd. Sewer Relocation $223,394 223,394$       
C6002016 SCADA System Upgrade $100,000 100,000$       
C7001003 WW Master Plan Improvements $400,000 400,000$       

Additional Capital Funding $0 $500,000 $750,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 8,250,000$    
Total Projects $823,394 $500,000 $750,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $9,073,394

Total Operating $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 -$               
Total Replacement $823,394 $500,000 $750,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 9,073,394$    

Total Unfunded $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 -$               
Total Annual Project Cost $823,394 $500,000 $750,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $1,000,000 $9,073,394

Construction Cost Inflation 0.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Inflated Operating Total $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 -$               
Inflated Replacement Total $823,394 $510,000 $780,300 $1,061,208 $1,082,432 $1,104,081 $1,126,162 $1,148,686 $1,171,659 $1,195,093 10,003,015$  

Inflated Unfunded Total $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 -$               

Source: City of Newport Beach WW CIP 13-14

HF&H Consultants, LLC
11/17/2014  7:44 AM Page 9 of 14
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Table 7A. Rate Revenue - Sewer

Monthly Sewer Use Charge (Customers with Water and Sewer Service) - Per Meter

FY11-12 FY11-12 FY11-12 FY11-12 FY11-12 FY11-12
Customer Class Meter Count Charge/meter Annual Revenue Meter Count WW Surchg Annual Revenue

5/8" 15,354             4.50$            829,116$          
3/4" 3                      4.50$            162$                 
1" 6,276               4.50$            338,904$          
1.5" 364                  4.50$            19,656$            
2" 886                  4.50$            47,844$            478 10.00$               57,360$             
2.5" 1                      4.50$            54$                   0 10.00$               -$                  
3" 34                    4.50$            1,836$              35 10.00$               4,200$               
4" 119                  4.50$            6,426$              90 10.00$               10,800$             
6" 54                    4.50$            2,916$              47 10.00$               5,640$               
8" 11                    4.50$            594$                 6 10.00$               720$                  
10" 2                      4.50$            108$                 0 10.00$               -$                  

23,104             1,247,616$       656              78,720$             

Source: SWR_RCY_study_meter count - Service 980 Meters Only - Active Accounts

Monthly Sewer Use Charge (Customers with Sewer Service only)
FY11-12 FY11-12 FY11-12

Customer Class No Of Acct. Charge/acct Annual Revenue
SWR 485 6.25$            36,375$            

Source: SWR_RCY_study_meter count - SWR Accounts Only

Monthly Supplemental Sewer Use Charge (for each additional DU served by same connection)
FY11-12 FY11-12 FY11-12 FY11-12

Customer Class NO of DUs Charge/DU Annual Revenue Annual Revenue
MULTI FAMILY RES 8477 2.00$            203,448$          1,327$         
COMMERICAL 759 2.00$            18,216$            48,746$       
CITY METER 42 2.00$            1,008$              48,746$       
CONSOLIDATED 949 2.00$            22,776$            816$            
SINGLE FAMILY RES 81 2.00$            1,944$              48$              
SEWER ONLY 652 2.00$            15,648$            15,768$       

10960 263,040$          115,452$     

Source: FY 11-12 Customer Billing Analysis Service  901, 903 - Sewer Svc Multi/Bi-monthly, Sewer Svc Multi/Monthly and 904,910 SWR SRV HOSP-HOT/Bi-MO and Monthly

Sewer Consumption Charge (per ccf)
FY11-12 FY11-12 FY11-12

Customer Class Consumption Charge/CCF Annual Revenue
SINGLE FAMILY RES 2,775,916        0.35$            971,571$          
MULTI FAMILY RES 856,276           0.35$            299,697$          
CITY METER 1,464               0.35$            512$                 
COMMERICAL 940,483           0.35$            329,169$          
POOL 8,898               0.35$            3,114$              
CONSOLIDATED 160,620           0.35$            56,217$            
BOAT DOCK 512                  0.35$            179$                 
SPRINKLER 2,548               0.35$            892$                 
FIRE 6                      0.35$            2$                     
PUMP STATION 9                      0.35$            3$                     

4,746,732        1,661,356$       

Source: FY 11-12 Customer Billing Analysis Service  892 - HCF Sewer Use

Total Calculated Revenue (FY2011-12) 3,402,559$  To Table 3A 12.27$               
Total from Customer Billing Data 3,321,344$  
Difference 81,215$       

2%

HF&H Consultants, LLC
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Table 7B. Rate Revenue - Recycled Water

Breakdown of Recycled Water Costs FY14-15
Fixed Costs (borne regardless of flow) $43,732 From Table 2B
Variable Costs (related to flow) 173,417    From Table 2B
Pump Station Costs 62,218      From Table 2B

Total - Recycled Water Costs $279,366

Total Metered Flow 202,793    From Below
Total Pump Station Flow 172,426    From Below
Charge per HCF - All Customers $0.86
Charge per HCF - Pump Station $0.36

Mo. Service Charge

Total Active 
Accounts 
(excld City)

Monthly 
Service 
Charge

Annual 
Revenue

Total 
Active 

Accounts 
EMU 

Multiplier
Total 
EMUs

Monthly 
Service 
Charge

Annual 
Revenue

Water 
Rates

Water 
Multiplier

5/8" or 3/4" 0 13.82$    -$         0 1.00 0 $18.91 $0 17.27$   1.00
1" 0 23.03$    -$         0 1.67 0 $31.53 $0 28.79$   1.67
1 1/2" 0 46.06$    -$         0 3.33 0 $63.05 $0 57.58$   3.33
2" 1 73.70$    884$        8 5.33 42.673 $100.88 $9,684 92.12$   5.33
3" 1 138.18$  1,658$     3 10.00 30.005 $189.15 $6,810 172.73$ 10.00
4" 0 230.30$  -$         0 16.67 0 $315.25 $0 287.88$ 16.67
6" 2 460.61$  11,055$   2 33.34 66.677 $630.50 $15,132 575.76$ 33.34
8" 1 736.98$  8,844$     1 53.34 53 $1,008.81 $12,106 921.22$ 53.34

5 22,441$   14 193 $43,732

Newport Beach Commodity Charge (per HCF) 202,793      2.46$      499,682$ $0.86 $173,417
Pump Station Charge (per HCF) $0.36 $62,218

Total Recycled Water Revenue 522,123$ $279,366 To Table 3B

Total CC Usage Total
Per GAP Workbooks - Monthly Meter Reads FY12-13 FY12-13 FY11-12

July 31,828 27,605    30,285
August 31,058 26,326    31,311
September 13,620 10,963    11,132
October 11,962 9,778      8,502
November 6,881 5,541      3,082
December 675 579         
January 4,032 3,188      6,156
February 6,369 5,282      7,140
March 12,458 10,791    9,481
April 26,488 22,844    12,562
May 29,488 25,733    29,175
June 27,934 23,796    28,180

202,793 172,426 177,006
85% To Table 2B

Current Revised
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OCWD cost of recycled: 1.88% 5-YR Average; To table 1B

FY14-15 (estimate) 372.50$      /AF 0.86$       /HCF 3.47%
FY 13-14 360.00$      /AF 0.83$       /HCF 1.58%  
FY 12-13 354.40$      /AF 0.81$       /HCF 5.16%
FY 11-12 337.00$      /AF 0.77$       /HCF 2.12%
FY 10-11 330.00$      /AF 0.76$       /HCF -2.94%
FY 09-10 340.00$      /AF 0.78$       /HCF

Customer July 2012 Aug 2012 Sept 2012 Oct 2012 Nov 2012Dec 2012 Jan 2013 Feb 2013 Mar 2013 Apr 2013 May 2013 June 2013 Avg/Mo
BIG CANYON COUNTRY CLUB 4036 3878 2637 2992 1023 104 416 833 1685 3393 5186 3367 2462.5
(6-INCH METER)
BIG CANYON COUNTRY CLUB 9169 9047 6066 6786 1958 185 819 1851 3751 7798 7993 7653 5256.333
(8-INCH METER)
NEWPORT BEACH COUNTRY CLUB 14400 13401 2260 0 2560 290 1953 2598 5355 11653 12554 12776 6650
(6-INCH METER)
EASTBLUFF SCHOOL 557 1300 -202 234 116 0 33 45 164 631 570 403 320.9167
(3-INCH METER)
OUR LADY QUEEN OF ANGELS 23 55 52 202 289 80 137 95 81 217 259 324 151.1667
(2-INCH METER)
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CITY OF NEWPORT BEACH 
FINANCE COMMITTEE 

STAFF REPORT 

Agenda Item No. 5B 
November 17, 2014 

 
 

TO:    HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE 
 
FROM:   Finance Department 

Dan Matusiewicz, Finance Director 
(949) 644-3123, DanM@newportbeachca.gov 
 

SUBJECT: Preliminary FY 2013-14 Year-End Update 
 
 
EXECUTIVE SUMMARY: 
 
The City of Newport Beach Finance Department has prepared this preliminary year-end 
update for the Finance Committee to review the status of revenues, expenditures, and 
fund balance for the City’s General Fund, the Facilities Financial Planning Reserve 
Fund, and other available and discretionary reserves.  The positive underlying economic 
factors in Newport Beach in recent years has allowed for the accumulation of General 
Fund reserves at the end of FY 2013-14 in the amount of $85.9 million, a gross fund 
balance increase of $4.8 million from the prior year. After eliminating capital project 
carryovers, deferrals, encumbrances, receipt and or use of restricted revenues sources, 
the General Fund annual operating surplus amounted to $10.3 million.   At the end of 
FY 2013-14, the sum total of all available and discretionary reserves total $113.6 
million.           
 
DISCUSSION: 
 
Revenues 
General Fund revenues overall finished the year $3.5 million or 2.03% higher than the 
prior year and approximately $4 million or 2.3% higher than the amended budget (see 
Comparative Income Statement below). The year over year increase appears relatively 
low due to significant one-time receipts in the prior year.  Much of FY 2013-14’s 
increase is the result of higher than expected revenue from the General Fund’s top 
three revenue sources (Property Tax, Sales Tax, and Transient Occupancy Taxes).  
Property tax collections finished the fiscal year approximately $1.7 million or 2.1% lower 
than the previous fiscal year. This decrease is due to a one-time $5.4 million payment 
received in fiscal year 2012-13, resulting from the State’s actions to dissolve 
redevelopment agencies. Excluding the one-time $5.4 million payment, property tax 
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collections finished the year $3.7 million higher than the previous fiscal year. Property 
Tax receipts were $451 thousand or 0.6% higher than budgeted in FY 2013-14. 
 
Sales Tax revenue continues to trend upwards, finishing $3.0 million or 10.9% higher 
than the prior fiscal year and $676 thousand, or 2.2% higher than budgeted. This is the 
largest year-to-year increase the City has ever realized, surpassing the pre-recession 
level of fiscal year 2006-07 by approximately $990 thousand. Transient Occupancy Tax 
(TOT) collections increased $1.7 million or 10.2% over the prior year and $885 
thousand or 5.4% higher than the amended budget. This is the result of increases in 
both residential and hotel transient tax collections due to higher travel and tourism.  The 
five hotels with the highest year-over-year increases (Pelican Hill, Marriot Newport, 
Island, Hyatt, and Fairmont) accounted for over 67% of the hotel transient tax collection.  
 
As a further sign of an improving economy, all other General Fund revenue increased 
$472 thousand or 1% over the prior year and $1.2 million or 4.4% higher than the 
budget due mainly to higher activity levels in the following fee-for-service program 
areas: paramedic service, Jr. Lifeguard, building permits and plan checks, surfing 
classes, facility rentals, special event permits, and several other smaller increases from 
miscellaneous revenue sources. 

 
 

A B C D=C-A E=D/A F=C-B F/B

2013 Actual

2014 Amended 

Budget

2014 Actual 

(Preliminary 

and Unaudited)

Year Over 

Year $ 

Change

Year Over 

Year % 

Change

2014 Actual $ 

Variance from 

Budget

2014 Actual % 

Variance from 

Budget

General Fund Revenues:

    Property Taxes 81,603,194$     79,438,816$            79,889,347$        (1,713,847)$      -2.10% 450,531$          0.55%

    Sales Taxes 20,764,204       22,267,601              23,142,065          2,377,861         11.45% 874,464            4.21%

    Sales Taxes In Lieu 7,078,517         7,926,293                7,727,876            649,359            9.17% (198,417)           -2.80%

    TOT Taxes 16,500,285       17,291,420              18,176,369          1,676,084         10.16% 884,949            5.36%

    All other Revenues 44,461,987       42,972,231              44,933,743          471,756            1.06% 1,961,512         4.41%

        Total Revenues 170,408,187     169,896,361           173,869,399       3,461,212         2.03% 3,973,038         2.33%

General Fund Expenditures:

    General Government 13,276,718       15,857,841              14,074,325 797,607            6.01% (1,783,516)        -13.43%

    Public Safety 72,714,586       75,331,213              74,071,875          1,357,289         1.87% (1,259,338)        -1.73%

    Public Works 26,977,969       29,575,003              28,605,120          1,627,151         6.03% (969,883)           -3.60%

    Community Development 8,878,665         10,524,675              9,640,698            762,033            8.58% (883,977)           -9.96%

    Community Serv ices 16,570,787       18,056,137              16,841,713          270,926            1.63% (1,214,424)        -7.33%

    Capital outlay 5,235,786         8,296,548                5,587,013            351,227            6.71% (2,709,535)        -51.75%

    Debt Serv ice 180,426            -                          175,612               (4,814)               -2.67% 175,612            97.33%

        Total Expenditures 143,834,937     157,641,418           148,996,356       5,161,419         3.59% (8,645,062)       -6.01%

Income before transfers & other sources 26,573,250       12,254,943              24,873,043          (1,700,207)        -6.40%

Other Financing Sources (Uses)

    Transfers in 89,297              234,000                   563,552               474,255            531.10%

    Transfers out (25,324,747)      16,528,645              (20,668,190)        4,656,557         -18.39%

        Total other financing sources (uses) (25,235,450)      16,762,645              (20,104,638)        5,130,812         -20.33%

        Net Change in Fund Balance 1,337,800         4,768,405            3,430,605         256.44%

Fund Balance, beginning 79,792,358       81,130,158          1,337,800         1.68%

Fund Balance, ending 81,130,158$     85,898,563$       4,768,405$       5.88%

General Fund Comparative Income Statement
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Expenditures 
General Fund expenditures overall finished the year $5.2 million or 3.6% higher than the 
prior year and approximately $8.6 million or 6% lower than the amended budget (see 
Comparative Income Statement above).  The savings were the result of salary and 
benefit savings in the amount of $2.2 million due to vacancies; $653 thousand in 
operating and maintenance savings; and other savings resulting from unexpended 
capital outlay budgets.  A substantial portion of the unexpended budget ($5.6 million) 
was attributable to encumbered balances for capital improvement projects that were not 
completed at year end. This amount will be reserved for expenditures in FY 2014-15 
and is therefore not counted in the annual operating surplus. 
 
Net income (revenues net of expenditures) prior to transfers and other sources of 
revenue amounted to $24.9 million.  Of this net income amount, $20.7 million was 
transferred out to other funds. Transfers out include $12 million for routine purposes 
including the annual funding of the Facilities Financial Planning Reserve (FFPR) ($8 
million) and the annual subsidy of the Tidelands Fund ($4 million).  A total of $4.1 million 
was transferred out to other funds in furtherance of Council priorities including $2.5 for 
the Facilities Maintenance Reserve and additional FFPR funding, and $1.6 million for 
information technology and emergency communications. The remaining transfers out 
were made to projects and program activity in the City’s General Liability Insurance and 
Retiree Medical Funds.  
 
Did government grow in FY 2013-14? 
Not in terms of personnel. Expenditures in FY 2013-14 increased from the prior year as 
the result of a focus on programs and activities that support a high quality physical 
environment, community safety and investments in information technology. With the 
improving economy and the associated uptick in revenues, the City continues its 
ongoing commitment to improve the quality of streets, sidewalks, alleys, and other 
infrastructure through the increase in Public Works expenditures and capital outlay. 
Increased expenditures from the prior year were also the result of negotiated bargaining 
unit increases in salary and benefits.  
 
General Fund Reserves     
This section provides balances of the City’s General Fund Reserves at the end of FY 
2013-14. This information is useful in assessing the City’s net resources available for 
spending at the end of the fiscal year. Contributions to the reserve are established by 
prudent fiscal policies and as part of the annual budget process, or as conditions 
change. The positive underlying economic factors in Newport Beach in recent years has 
allowed for the accumulation of General Fund reserves at the end of FY 2013-14 in the 
amount of $85.9 million, an increase of $4.8 million from the prior year.   
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The non-spendable and restricted categories of fund balance are for resources that are 
not in spendable form or are legally or contractually required to remain intact. The 
committed and assigned portion of fund balance includes amounts that are constrained 
by the City’s intent to be used for specific purposes but are still within the City's full 
discretion. The unassigned category is the residual portion of available fund balance 
that is not otherwise restricted, committed or assigned.   
 
There are a myriad of “moving parts” that impact and change the level of the fund 
balance from one year to the next.  Factors that contribute to the increase in fund 
balance include the net income (higher revenue/lower expenditures than budgeted) 
described in the previous section, the amount needed to be set aside for capital projects 
that did not get completed in the prior (reserve for reappropriations), the reserve levels 
for restricted or non-spendable funds that result from various activities that can occur in 
any given year such as the $6.1 million loan receivable created in FY 2013-14 from the 
Tidelands Fund.  Factors that contribute to decreases in fund balance include transfers 
out to other funds, such as the FFPR and accelerating the payment to the City’s 
pension unfunded liability – examples of recent transactions resulting from Council 
priorities.  The confluence of the various financial transactions resulting from both policy 
decisions and the unique circumstances that arise in any given year determine the 
General Fund balance.  Ultimately, the increase in our unassigned fund balance is the 
best measure of annual operating surplus which increased $10.3 million during the year. 
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Facilities Financial Planning Reserve   
 
The City continued its financial commitment to the Facilities Financial Planning Reserve 
(FFPR) in FY 2013-14 by allocating significant resources for the following projects that 
will continue or begin construction/renovation in the coming years: Lido Fire Station, 
CdM Library and Fire Station, West Newport Community Center, Marina Park, Sunset 
Ridge Park, and Bonita Canyon Artificial Turf. Council Policy F-23, Facilities Financial 
Planning Program (FFPP), approved in August 2009, established a long-term facilities 
financing plan for the replacement of all General Fund-supported facilities. The City’s 
FFPR was established to fund the replacement of critical City facilities such as, but not 
limited to, the Civic Center and Police Department buildings, fire stations, library 
branches, parks, community centers, and other facility improvement projects. The FFPP 
provides a consistent, level funding plan to minimize negative impacts on the General 
Fund in any given year. 

Preliminary & 

Unaudited

2013 2014 Change

Non-spendable 9,919,486$            16,300,698$           6,381,212$           

Restricted 3,170,059              3,939,751               769,692                

Committed

    Parking Reserves 353,580                 517,592                  164,012                

    Cable Franchise 309,040                 476,616                  167,576                

    Bike Safety 308,666                 167,857                  (140,809)               

    Park In Lieu 982,071                 -                          (982,071)               

    Encumbrances 3,093,312              5,594,060               2,500,748             

    Capital Reappropriations 1,843,417              6,026,110               4,182,693             

Subtotal Committed 6,890,086              12,782,235             5,892,149             

Assigned

    PERS Rate Reserve 5,000,000              -                          (5,000,000)            

    Misc.(Recreation/Sr Center/Paramedic/START) 1,430,377              1,272,387               (157,990)               

Subtotal Assigned 6,430,377              1,272,387               (5,157,990)            

Unassigned

    Contingency Reserve 22,134,775            41,321,103             19,186,328           

    Unassigned (Appropriations Reserve) 32,585,375            -                          (32,585,375)          

    Fiscal Year 14 Surplus -                         10,282,390             10,282,390           

Subtotal Unassigned 54,720,150            51,603,493             (3,116,657)            

        General Fund Balance 81,130,158$         85,898,564$           4,768,406$          

General Fund Reserves
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Overall, the FFPR balance is decreasing $15.1 million from the prior fiscal year. This 
change is the net result of various increases and decreases to both revenues and 
expenditures. Revenues are decreasing due largely to the elimination of a large one-
time transfer in from the General Fund and a one-time Park in Lieu Fee contribution in 
FY 2012-13. Subsequent to the close of FY 2013-14 the FFP Reserve fund receipted 
$32.2 million of developer contributions through the first quarter of 2014-15.  
 
 
 
Summary of Available and Discretionary Reserves 
In summary, the City’s ability to set aside resources for future projects, acquisitions, and 
other allowable purposes is the result of maintaining a focus on the City Council’s 
priorities, including responsible, yet difficult, spending decisions, adherence to a 15 – 
Point Fiscal Sustainability Plan, strong revenue monitoring, analysis and reporting. The 
City’s reserve funds provide a mechanism for saving money to finance all or part of 
future infrastructure, equipment, and other requirements and provide a degree of 
financial stability. The strategic reserves also normalize departmental budgeting for 
programs that have life-cycles greater than one year, act as a strategic savings plan for 
long-term assets and liabilities, and enable appropriate distribution of city-wide costs to 
individual departments.  During both strong and uncertain economic times, reserve 
funds provide the City with a welcomed budgetary option that can help mitigate the 
need to cut services. At the end of FY 2013-14, the sum total of all available and 
discretionary reserves total $113.6 million.    

Audited

Preliminary & 

Unaudited

2013 2014 Change

Beginning Balance July 1, 33,149,725$      26,752,367$    (6,397,358)$         

Revenues

    Transfer In 15,219,646        9,116,831        * (6,102,815)         

    Interest Income 50,608               201,557           150,949                

    Park in Lieu Fees 2,817,395          860,084           (1,957,311)           

    Developer Contributions 35,000               -                   (35,000)                

  Total Revenues 18,122,649        10,178,472      (7,944,177)           

Expenditures

    2010 Civ ic Center COPs Debt Serv ice Contribution 6,757,393          9,398,769        2,641,376             

    Civ ic Center Construction 12,000,000        4,000,000        (8,000,000)           

    Sunset Ridge -                     9,000,000        9,000,000             

    Other Major Facilities 5,762,614          2,926,000        (2,836,614)           

  Total Expenditures 24,520,007        25,324,769      804,762                

Ending Balance June 30, 26,752,367$     11,606,070$    (15,146,297)$       

* Includes required annual General Fund transfer of $8,000,000, transfers of $982,071 of Park-in lieu fees and 

$134,760 of of Hoag restricted funds from the General Fund.
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Prepared by: Submitted by: 
 
 
/s/ Steve Montano 
_____________________________ 

 
 
/s/ Dan Matusiewicz 
_____________________________ 

Steve Montano 
Deputy Finance Director 

Dan Matusiewicz 
Finance Director 

 
 
 
 

                                 Available and Discretionary Reserve Summary
1

Preliminary & 

Unaudited

2014

Miscellaneous

   Council Commitments 14,054,622$          

Strategic Savings

   Facilities Financing Planning Reserve 9,763,915              

   Sunset Ridge Park 3,987,969              

 Marina Park Fund 
2

(6,239,052)             

 Facilities Maintenance 2,242,177              

 Equipment Replacement 19,573,416            

 Information Technology 6,615,884              

Risk Management 
3

11,961,567            

Contingency Reserves 41,321,103            

Unassigned Reserves 10,282,391            

Total Reserves 113,563,992$        

1 Excludes non-spendable and restricted reserve funds.

3 Includes General Liability, Retiree Insurance, Compensated Absences, and 

Workers Comp reserves.

2 Marina Park expenditures are tracked in this fund and reflected with a negative 

balance.  When project is completed, a positive fund balance will be rendered 

after funds are transferred from the FFPR.
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CITY OF NEWPORT BEACH 
FINANCE COMMITTEE 

STAFF REPORT 

 
Agenda Item No. 5C 
November 17, 2014 

 
TO:    HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE 
 
FROM:   Finance Department 

Dan Matusiewicz, Finance Director 
(949) 644-3123, DanM@NewportBeachCA.gov 

 
SUBJECT: Facilities Financial Planning (FFP)  
 
 
DISCUSSION: 
 
City Council Policy F-28, Facilities Financing Plan (FFP), requires that staff prepare an 
update to the long-term facilities replacement plan annually. Staff has projected the 
timing, means of financing, and fiscal impacts associated with funding high-priority 
projects. Staff welcomes input and recommends that the Committee file and receive the 
report and the attached FFP model. 
 
 
 
 
 
 
 
Prepared and submitted by: 
 
 
/s/Dan Matusiewicz 
Dan Matusiewicz 
Finance Director 
 
 
 
Attachment   

 
A.  FFP Capital Planning Tool 
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CITY OF NEWPORT BEACH 
FINANCE COMMITTEE 

STAFF REPORT 

Agenda Item No.  5D 
November 17, 2014 

 

TO:    HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE 
 
FROM:   Finance Department 

Dan Matusiewicz, Finance Director 
(949) 644-3123, Danm@newportbeachca.gov 
 

SUBJECT: CalPERS Pension Plan Update and Analysis of Payment Alternatives  

 
RECOMMENDATION: 
 
Provide staff with policy direction related to the proposed funding options, suggest 
further changes as needed and if applicable, recommend a funding option for 
submission to the City Council for approval. 
 

BACKGROUND:  
The City of Newport Beach’s pensions are pre-funded, as opposed to pay-as-you-go 
retirement systems like Social Security.  In pre-funded systems, the employer and 
employee make contributions into a pension trust each year, over the course of an 
employee’s working life.  That money is invested and earnings on these funds are re-
invested.  By the time the employee reaches retirement, the accumulated assets in the 
trust are available to pay benefits.  The objective of course, is to accumulate sufficient 
assets to pay the benefits over the remainder of the employee’s life. To meet this 
objective, a pension plan should 
receive contributions in 
accordance with an actuarially 
based funding policy.  The 
actuarially determined pension 
funding plan determines exactly 
how much the employer and 
employee should contribute each 
year to ensure that the benefits 
being earned will be securely 
funded in a systematic fashion.   
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Plan assets come from three distinct sources including employee contributions, 
employer contributions and investment income.   
 
Since actuarial assumptions are for the long term, demographic and economic 
assumptions can vary from actual experience.  There are many moving parts such as 
mortality experience, retirement rates, disability incidences, salary growth, investment 
returns and more. An actuarial plan valuation is therefore prepared each year to true-up 
contributions levels to better match actual experience.  
 
DISCUSSION: 
 
The most recent actuarial report presents the results of the June 30, 2013 California 
Public Employees’ Retirement System (Cal PERS) valuation of both the Miscellaneous 
and the Public Safety Plans for the City of Newport Beach.  This report sets the fiscal 
year 2015-16 required contribution rates. 
 
Changes Impacting the Valuation Results  
 
On April 17, 2013, the California Public Employees Retirement System (CalPERS) 
Board of Administration adopted new amortization and smoothing policies.  The change 
became effective with the current valuation (June 30, 2013) that sets the 2015-16 
contribution rates. With this change, CalPERS now employs an amortization and 
smoothing policy that will pay for all gains and losses over a fixed 30-year period with 
the increases or decreases in the rate spread directly over a 5-year period.  Prior to this 
change, CalPERS employed an amortization and smoothing policy which spread 
investment returns over a 15-year period with experience gains and losses paid for over 
a rolling 30-year period. This policy resulted in a negative amortization of the City’s 
unfunded liability (e.g., the unfunded liability would continue to grow year after year 
under the previous policy). 
 
The former rate smoothing policy also employed the use of an Actuarial Value of Assets 
(AVA) methodology to set contribution rates. The AVA represented a moving average, 
of sorts, intended smooth out the everyday ups and downs of the market.  While the 
AVA was known to reduce rate volatility, it also understated the long term funding risk in 
extreme market conditions.  The AVA methodology lagged significantly behind the 
Market Value of Assets (MVA).  During the course of the recession, the AVA strayed so 
far from the MVA, it became clear that the AVA was no longer a viable option.   Despite 
recent positive investment returns, the elimination of the AVA, created an asset 
adjustment of nearly $80 million.   
 
The following chart below depicts the two asset values over time and the gap that was 
created during the past recession. 
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Key Valuation Results 
 
Net of positive investment returns, annual contributions and benefit payments, the City’s 
unfunded pension liability decreased $17 million from $275 million to $258 million 
despite the $80 million adjustment mentioned above. The components of the unfunded 
liability are displayed in the following table. 
 

 

 
 
The accrued liability is the value of benefits earned to date by members currently in the 
plan.  When a plan’s Market Value of Assets (MVA) is less than its Accrued Liability, the 
difference is the plan Unfunded Liability. The “Normal Cost” represents the annual pension 
cost of service for the upcoming fiscal year for active employees. If an Unfunded Liability 
exists, the plan will have to pay contributions exceeding the normal cost of the plan to 
pay-down the Unfunded Actuarial Liability (UAL).  This amount is associated with past 
service periods and is due regardless of whether any further service credit is earned. 
Based on a current attribution analysis of the UAL, 70% of the UAL is attributable to 
plan participants no longer employed by the City.  
 
Utilizing the plan’s assumed payroll growth of 3% and inclining payment schedules 
utilized by CalPERS, we expect the total cost of the pension plans to increase as 
follows: 
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The chart above also demonstrates that the payment on the unfunded actuarial liability 
(UAL) represents an increasing portion of the total cost of the pension plans. At the 
same time, normal pension costs will remain relatively stable.  
 
 
Employee contributions are also expected to represent a larger percentage of the plan 
contributions based on current labor contracts and currently exceed 50% of the normal 
plan costs as is demonstrated by the chart below:   
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Impact of New Asset Smoothing Methodology 
 
On April 9, 2013, the City Council approved a fresh start fixing the payment schedules 
to 21 years for Miscellaneous and 26 for Safety.  Two years later, our remaining 
amortization period should have been 19 years and 24 years for the respective plans. 
Unfortunately, the $80 million AVA adjustment was added to our unfunded liability 
payment schedule to be amortized over a fixed 30 year period which will slow our 
pension funding progress, in spite of our prior fresh start.  On a weighted average basis, 
the remaining amortization period is now 22.9 years for Miscellaneous and 25.7 years 
for Safety.  
 
Options for Funding of the UAL Faster 
  
It is the City’s policy (See Reserve Policy F-2) to: 1) amortize the unfunded actuarial 
liability in accordance with the actuary’s funding recommendations; and 2) make effort 
at maintaining its UAL within a range that is considered acceptable to actuarial 
standards. Our actuary indicates that an 80% funded ratio is a good target, leaving 
room for market value adjustments in either direction.  Policy F-2 further prescribes that 
the City Council shall consider increasing the annual CalPERS contribution should the 
UAL status fall below acceptable actuarial standards.  
 
The City has taken a number of actions to mitigate the rising costs including: 

o Establishing lower benefit formulas for new hires 
o Eliminating the Employer Paid Member Contribution (EPMC) 
o Having employees pay more of the pension costs. 
o Reducing the number of staff by nearly 100 employees 
o Adopting a fixed and shorter amortization period of the unfunded liability 

Investment returns have been promising as of late but are not likely to eliminate our 
unfunded liability without further action.  Significant savings will accrue to the City as the 
result of previous Council actions but the current UAL will take more than two decades 
to fully be eliminated under the current payment schedule. 

A more immediate approach at addressing the escalating nature of UAL costs and to 
bring the City’s funded status higher than the current funded ratio of 65.8% is to 
accelerate our payments on the UAL, similar to paying a mortgage or car payment 
quicker.  Nearly two years ago, the City accelerated its UAL payment schedule by 
increasing its payments to CalPERS. In doing so, the Council set a course to reduce 
interest by $113 million over the next 30 years.  As previously stated, the new asset 
smoothing policy employs a 30 year fixed amortization with a 5 year ramp up.  The 5 
year ramp effectively defers the full cost of the UAL over time.  By paying the full 
amount sooner and shortening the amortization period, the City can realize significant 
additional savings. 
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The City again has an opportunity to accelerate the payment of the UAL from the 
current 30-year plan.  Staff evaluated various funding options to accelerate the 
repayment of the unfunded liability and achieve significant plan savings. As directed by 
Chairman Henn, staff evaluated the option to repay both plans over a fixed 19 year, 15 
year and 10 years periods as compared to the current schedule.  The table below 
summarizes and compares the funding requirements and potential savings of year 
funding option. 

 
 

Each of the scenario options will result in lower interest payments and greater long-term 
savings.  Related cash flows can be found on page 2 of Attachment A. 
 
Current 30-Year UAL Payment Plan (Current) 
Under the current 30-year plan presented in the latest valuation, the City will pay down 
the UAL over 30 years at a net present value cost of $440 million (including interest).  
Under this plan, the City will reach an 80% funded status in 2021 (Miscellaneous Plan) 
and 2027 (Public Safety Plan). 
 
Scenario 1: 19-Year UAL Payment Plan - Recommended 
Under the 19-year payment plan, the City will pay down the UAL at a net present value 
cost of $375 million (including interest) and realize present value savings of $47 million 
from the 30-year plan.  Under this plan, the City will reach an 80% funded status in 2020 
(Miscellaneous Plan) and 2024 (Public Safety Plan).  On average this option will require 
additional funding of $5 million for the first 4 years and an average of an additional $3 
million for the remaining years when compared to the current payment plan.  From a 
cash flow perspective, staff recommends this as a financially sustainable option when 
compared to the scenarios that follow.  It achieves significant return on investment with 
relatively low incremental cost. 
 
Scenario 2: 15-Year UAL Payment Plan – More Savings But Twice the Cash Flow 
Under the 15-year payment plan, the City will pay down the UAL at a net present value 
cost of $364 million (including interest) and realize present value savings of $76 million 
from the 30-year plan.  Under this plan, the City will reach an 80% funded status in 2020 
(Miscellaneous Plan) and 2023 (Public Safety Plan). On average this option will require 
additional funding of $9 million annually for the first 4 years and an average of an 
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additional $8 million for the remaining years when compared to the current payment 
plan. 
 
Scenario 3: 10-Year UAL Payment Plan- Extremely Aggressive  
Under the 10-year payment plan, the City will pay down the UAL at a net present value 
cost of $330 million (including interest) and realize present value savings of $109 million 
from the 30-year plan.  Under this plan, the City will reach an 80% funded status in 2019 
(Miscellaneous Plan) and 2021 (Public Safety Plan).  On average this option will require 
additional funding of $18 million annually when compared to the current payment plan. 
 
Summary 
CalPERS acts as an investment and administrative agent for the City’s pension assets 
and recognizes that a long time investment horizon is a responsibility and an 
advantage.  While accelerating UAL payments increases the City’s exposure to market 
risk, doing so in an orderly “dollar cost average” basis as proposed in the accelerated 
payment scenarios above is an accepted method of mitigating market risk and lowering 
the City’s pension costs. 
 
There are two options for an accelerated UAL pay down.  The first is known as a “Fresh 
Start” which pays down the UAL sooner and saves significant interest costs.  The City 
employed a Fresh Start in 2013 and in doing so changed the amortization methodology 
from a rolling 30 year basis to a fixed declining basis.  This methodology decreases 
interest costs by paying down principal sooner rather than deferring payments down the 
road.  However, like any fixed mortgage rate, there is no flexibility in contributing lower 
payment amounts.  The second alternative is known as “Additional Discretionary 
Payments (ADP)” which allows agencies to contribute any desired amount above the 
minimum payment, thereby providing more flexibility should the City find itself cash 
constrained in any down year. The City’s actuary, credit rating agencies and staff 
believe that electing to pay the unfunded liability on a discretionary basis is the 
preferred method because the City preserves its budget flexibility in the event of an 
economic down. 
 
Using cash now to pay off the UAL also has an opportunity cost.  What services, 
programs, facilities, or beautification might the community desire now that would be 
foregone due to the commitment of cash for this purpose? Staff recommends scenario 
1, the 19 year payment amortization.  This plan produces significant long-term savings 
at a relatively low incremental cost.  Staff proposes that the incremental cost of the first 
year could come from the FY 2013-14 operating surplus and future contributions could 
come from future anticipated revenue growth and future operating surpluses until the 
incremental cost can be fully absorbed into the operating budget.  This initiative would 
have no foreseeable impact on the Facilities Financial Plan as currently contemplated. 
 
Staff requests that the Finance Committee provide policy direction related to the 
proposed funding options, suggest further changes as needed and if applicable, 
recommend a funding option for submission to the City Council for approval. 
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Prepared by: Submitted by: 
 
 
/s/ Steve Montano 
_____________________________ 

 
 
/s/ Dan Matusiewicz 
_____________________________ 

Steve Montano 
Deputy Finance Director 

Dan Matusiewicz 
Finance Director 

 
 
Attachments:  

A. Analysis of Unfunded Pension Liability Funding Options 
B. Annual Valuation Report as of June 30, 2013 – Miscellaneous Plan 
C. Annual Valuation Report as of June 30, 2013 – Safety Plan 
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CITY OF NEWPORT BEACH 
FINANCE COMMITTEE 

STAFF REPORT 

Agenda Item No.  5E 
November 17, 2014 

 
 

TO:    HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE 
 
FROM:   Finance Department 

Dan Matusiewicz, Finance Director 
(949) 644-3123, DanM@newportbeachca.gov 
 

SUBJECT: Enterprise Resource Planning Software Implementation (ERP) 
Update  

 
 
BACKGROUND: 
 
The purpose of this progress report is to inform the Finance Committee of the latest 
developments regarding the Enterprise Resource Planning (ERP) software 
implementation.  An ERP is a business management software system that integrates all 
of the City’s core functional requirements for financials, human capital management, 
citizen services, and revenues. The ERP implementation is scheduled to take between 
25 and 30 months and will consist of 5 
major phases. The software provider of 
the City’s ERP is Tyler Technologies Inc.  
and this project is titled “eSAIL.”  
 
 
PROGRESS: 
 
Finance Phase 1 Business Process Consulting Sessions Concluded 
 
Staff concluded the five-month series of Business Process Consulting (BPC) sessions 
with Tyler consultants. Staff met with Tyler consultants to identify current policy, 
procedure and practice; identify risks; and to agree upon the intended outcome of the 
various Phase I module applications including: 
 
Budget General Ledger Projects and Grants 
Purchasing Accounts Payable Contracts Management 
Inventory Fixed Assets  
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The ultimate goal of these BPC sessions was to develop software configuration 
specifications in conformance with the City's business needs and in consideration of 
industry best business practices.   
 
Information Technology  
Over the past several months the City’s IT group participated in all the BPC sessions, 
completed the ERP system administration setup, were trained on security and workflow, 
configured E-mail within the new system, and worked with the IT staff within the Police 
Department to synchronize the two networks. 
 
Change Management 
This important project must foster an environment of change in order to allow for the 
creation of more efficient and effective processes to support the City's mission and 
goals. With the many changes to the City's business processes that are expected, City 
staff must be prepared to adapt. To assist in this regard, representatives from Tyler 
periodically assess through surveys our organization’s ability to handle change. The 
survey results so far indicate the City has strong leadership and project management skills 
to support the eSAIL project.  Department representatives who make up the Change 
Management team meet regularly and disseminate eSAIL project information.  They also 
advise project managers where additional training or resources are needed for project 
success.   
 
Upcoming Activities 
Staff is anticipating the completion of the Chart of Accounts (a series of account tables 
used to organize and track the City’s financial information) by the end of November.  
The results of the BPC sessions will be used to conduct the Static Environment Testing 
(SET) in December where various financial transactions will be conducted and 
evaluated in a test environment.  Following the successful completion of the SET, the 
conversion and importation of historical data will occur, training documentation will be 
prepared and Finance Department staff will be trained to use and train others on how to 
use the system with an anticipated Go Live date of July 2015.  The Phase 2 
(HR/Payroll) phase will begin in January 2015 and will generally follow the same 
sequence of events as indicated in the chart below. 
 

 
 

3



Enterprise Resource Planning Software Implementation (ERP) Update 
 November 17, 2014 

Page 3 
 
 

 
 
 
Prepared and submitted by:  
 
 
/s/Steve Montano 

 

Steve Montano 
Deputy Finance Director 
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