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Legal Notice 
Black & Veatch Management Consulting, LLC (Black & Veatch) has prepared this report for the City of 

Newport Beach (City), and it is based on information not within the control of Black & Veatch. The City 

has not requested Black & Veatch to make an independent analysis, verify the information provided to us, 

or render an independent judgment of the validity of the information provided by others. Because of this, 

Black & Veatch cannot, and does not, guarantee the accuracy thereof to the extent that such information, 

data, or opinions were based on information provided by others. 

In conducting these analyses and in forming an opinion of the projection of future financial operations 

summarized in this report, Black & Veatch made certain assumptions on the conditions, events, and 

circumstances that may occur in the future. The methodology utilized in performing the analyses follows 

generally accepted practices for such projections. Such assumptions and methodologies are reasonable 

and appropriate for the purpose for which they are used. While we believe the assumptions are 

reasonable and the projection methodology valid, actual results may differ materially from those 

projected, as influenced by the conditions, events, and circumstances that occur. Such factors may 

include the City’s ability to execute the capital improvement program as scheduled and within budget, 

regional climate and weather conditions affecting the demand for water, discharge of sewage flow, and 

adverse legislative, regulatory, or legal decisions (including environmental laws and regulations) affecting 

the City’s ability to manage the system and meet water quality requirements. 
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1.0 Executive Summary 
The City of Newport Beach (City) commissioned Black & Veatch Management Consulting, LLC (Black & 

Veatch) to perform a Sewer Rate Study (Study) for its Sewer Utility. The Study included the development 

of a five-year financial plan, a cost-of-service analysis, and the design of rates. The specific objectives of 

the Study were to: 

◼ Evaluate the adequacy of projected revenues under existing rates to meet projected revenue 

requirements. 

◼ Develop a sound financial plan for the Sewer Utility covering five years for ongoing operations 

and planned capital improvements. 

◼ Allocate the projected revenue requirements to the various customer types in accordance with 

their respective service requirements. 

◼ Develop a suitable rate schedule that produces revenues adequate to meet financial needs while 

recognizing customer costs of service and regulatory considerations such as Proposition 218 

and applicable judicial decisions. 

1.1 Financial Plan  

The City operates the utility as an individual self-supporting enterprise. As such, the utility develops a 

financial plan that provides sufficient revenues to meet all operation and maintenance (O&M) expenses, 

debt service requirements, capital improvements funded from current revenues, and other expenditures.  

The Study develops a financial plan that projects operating revenue, expenses, and capital financing 

costs for the utility over a five-year planning period beginning July 1, 2023, and ending June 30, 2028.  

The financial plan projects future rate revenues under existing rates, O&M expenses, principal and interest 

expenses on debt, payment to other City departments for services provided, and capital improvement 

program (CIP) requirements. In the projection of rate revenues, annual projections of customers and 

contributed sewage flow rely upon the City’s historical data and estimates of growth.  

The Sewer Utility’s revenue requirements are summarized below: 

◼ Operation and Maintenance Expenses: The Sewer Utility anticipates O&M expenses to increase 

from $5.1M in FY 2024 to $6.1M in FY 2028. The Sewer Utility is a collection-only system; City 

customers pay for treatment services to OC Sanitation District through their property tax bills. 

◼ Debt Service: The Sewer Utility has no existing debt service, and no future debt is planned. 

◼ Capital Improvements: The Sewer Utility plans to execute an average of $1.1M annually in capital 

projects from FY 2024 to FY 2028. 

◼ Reserves: The Sewer Utility plans to continue funding the operating fund reserve, capital fund 

reserve, and rate stabilization fund reserve. 

● The operating fund reserve is to help cover fluctuations in day-to-day expenses. The 

scheduled target is 90 days of O&M expenses.  

● The capital fund reserve is to help maintain enough funds to cover a portion of upcoming 

annual capital expenditures, smooth out the amount of capital infusion needed each year, 

and help mitigate unexpected capital costs. The scheduled target is 100% of the annual 

CIP.  
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The Sewer Utility is proposing revenue adjustments and drawing down on reserves to allow the enterprise 

to meet operating and capital needs and reserve targets, as shown in Figure 1-1. 

Figure 1-1 Sewer Enterprise Fund Financial Plan 

 

1.2 Cost of Service Analysis 

The cost-of-service analysis allocates the costs to the various customer types of service fairly and 

equitably. The methodology used in the Study is specific to the sewer utility operations. The following is a 

brief description of the methodology.  

The sewer cost-of-service allocation performed in this Study follows the Functional Cost Allocation 

Method endorsed by the Water Environment Federation (WEF) Financing and Charges for Wastewater 

Systems, Manual of Practice 27 (MoP27) manual. Like the methodology used for water systems, the 

sewer cost of service analysis allocates costs to the different customer types in proportion to their use of 

the sewer system. As recommended by WEF, Black & Veatch distributed functional costs to volume, 

strength, and customer-related parameters. This allocation methodology produces unit costs for 

allocation to individual customer types based on the projected customer service requirements.  

1.3 Rate Design 

The Right to Vote on Taxes Act, also known as Proposition 218, was passed by California voters in 1996 

and added Article XIIIC and Article XIIID to the California Constitution. These articles provide the 

regulatory framework that guides and informs the rate-setting process. The cost-of-service analyses 

provide the cost nexus for the proposed rate structures. The regulatory framework helps ensure cost 

recovery is proportionate to the cost of providing the service.1 

To minimize impacts, retain simplicity, and ensure the reasonable stability of revenue, Black & Veatch 

recommends the following rate structure.  

 
1 Black & Veatch is not a legal firm and interpretations of the legal requirements under Proposition 218 should be reviewed by legal 

counsel. 
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◼ Monthly Fixed Charge: The Sewer Utility should retain the monthly fixed charge based on meter 

sizes for all customer types. The monthly fixed charge recovers portions of fixed cost elements 

such as operating and capital components, maintenance and services, and customer billing.  

◼ Consumption Charge: The Sewer Utility should retain its uniform consumption charges for all 

customer types. The consumption charge recovers costs associated with volume demands.  

Table 1-1 summarizes all Sewer Utility components recommended five-year rate schedules. Rates will 

become effective January 1st of each calendar year. 

Table 1-1 Proposed Five-Year Sewer Rate Schedules 
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2.0 Introduction 

2.1 Purpose 

The purpose of this report is (1) to project the future revenues of the Sewer Utility under existing rates 

and charges, project operating expenses and capital financing revenue requirements, and to examine the 

adequacy of projected revenues to meet these revenue requirements through FY 2028; (2) to allocate 

these revenue requirements, or costs of service, for a representative test year to the various customer 

types in accordance with the respective service requirements that each category places on the system; 

and (3) to develop a suitable schedule of sewer rates that will produce revenues adequate to meet the 

financial needs of the utility on the basis that recognizes customer costs of service and practical bill 

impact considerations.  

2.2 Sewer System  

The Sewer Utility provides collection sewer services to over 23,500 residential and non-residential 

customers. Services include constructing and maintaining the sewer system and reducing sanitary sewer 

overflows. Sanitary sewer flows in the City are collected and transported through more than 203 miles of 

gravity and 5 miles of forced sewer mains by way of 21 lift stations to the Orange County Sanitation 

District (OC San) Plant No. 1 and No. 2. OC Sanitation District’s regional treatment plants receive waste 

from 25 agencies in Orange County and can treat 179 million gallons a day (MGD) of liquid waste. 

2.3 Methodology 

The rate-setting methodology employed by Black & Veatch is consistent with industry guidelines 

established by WEF's Financing and Charges for Wastewater Systems, Manual of Practice 27 manual. The 

manual is nationally recognized and provides recommendations and generally accepted practices in the 

sewer industry. The intent of the manuals is to provide rate-making practices that can be used to address 

the unique circumstances of the communities served. An overview of the methodology is outlined below.  

2.3.1 Financial Plan 

Financial planning compares the 

projected revenues of the utility under 

existing conditions to its projected 

operating expenses and capital 

expenditures. This step tests the 

adequacy of the current rates to recover 

the utility's forecasted costs. If 

shortfalls occur, revenue increases are 

recommended until the utility is 

financially stable. 

2.3.2 Cost-of-Service Analysis 

The cost-of-service analysis builds a link 

between the utility's cost of service and 

the proposed rates for each customer type. This process takes individual budget cost items and allocates 

them based on their function. Organizing the budget in terms of end function allows the creation of a 

nexus between the budget cost item and the rate.  
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2.3.3 Rate Design 

Rate design involves developing a rate 

structure that equitably and 

proportionately recovers costs from the 

customers. The rate structure should 

reflect a customer group's demand 

profile and be resilient and flexible 

enough to handle changing costs (i.e., 

operating and/or capital) and demand 

scenarios (i.e., customers change their 

demand on the system by contributing 

less or more flow). Rate equity is 

inherently built upon each customer's 

relative use of the system. By designing 

different rate components, the utility can balance affordability and equity.  

2.3.4 Rate Adoption 

In California, public utilities must meet procedural requirements for adopting new or increased rates for 

property-related fees under Proposition 218. Proposition 218 states that the utility must hold a public 

hearing to consider the proposed rates and provide written notice to all customers at least 45 days before 

the hearing. Any property owner or tenant directly liable to the public agency for payment of the property-

related fees may submit a written protest to the new or increased rates until the close of the public 

hearing. The City Council may not adopt the proposed new or increased rates if property owners or 

tenants directly liable for payment submit written protests on behalf of more than 50% of the properties 

upon which the proposed rates may be imposed. 
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Sewer Utility 

3.0 Revenue and Revenue Requirements 
To meet the costs associated with providing sewer services to its customers, the Sewer Utility derives 

revenue from various sources, including sewer user charges (rates), collections, penalties, interest earned 

from the investment of available funds, and other miscellaneous revenues. The Sewer Utility is constantly 

looking for other sources of revenue, such as grants, to help mitigate ratepayer impacts. The level of 

future revenues is estimated via an analysis of historical and future system growth in terms of the 

number of accounts and contributed sewage flow. This section also projects the expenses, or revenue 

requirements, necessary to operate and maintain the system, invest in capital improvements, make debt 

service payments, and cover other sewer system expenses. 

3.1 Customer and Water Consumption Projections 

3.1.1 No. of Customers 

The City provides sewer collection services to 23,500 residential and non-residential customers. Most 

customers connected to the sewer system are water customers and, therefore, are connected through 

metered connections. The City also provides sewer-only service to over 500 City customers who receive 

water from Mesa Water District or Irvine Ranch Water District. The City bills customers based on the size 

of the water-metered connection and the contributed sewage flow. Since the City bills customers based 

on the metered connection, the analysis included a review of historical accounts for customers and 

anticipated growth within the City. The City has seen three straight years of decline in population between 

2020 and 2023 based on the State of California, Department of Finance, E-5 Population and Housing 

Estimates. The projected number of accounts will remain steady for the entire study period. 

Table 3-1 summarizes the projected number of accounts for the Sewer Utility.  

Table 3-1 Number of Sewer Customers 
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3.1.2 Contributed Sewage Flow 

Table 3-2 shows the projected contributed sewage flow for the Study period. In determining the projected 

contributed sewage flow, Black & Veatch analyzed historical sewage flow patterns in conjunction with the 

water projections for the Water Utility. Contributed sewage flows equal water consumption; therefore, it is 

important to understand water consumption patterns. In examining water consumption patterns, it was 

noted that water consumption depends on California's weather conditions. Water consumption has 

stabilized over the past few years due to water conservation incentives and messaging.  

Recognizing that water consumption has stabilized, the projected contributed sewage flow is expected to 

remain steady for the Study period. The City currently bills contributed sewage flow in hundred cubic feet 

(HCF). 

Table 3-2 Contributed Sewage Flow 

  

3.2 Revenue under Existing Rates 

Sewer user rates serve as the primary source of revenue for the Sewer Utility. Therefore, the level of 

future rate revenue is important in developing a long-range financial plan. Future sewer rate revenues are 

calculated using the number of accounts and billed sewage flow multiplied by the applicable existing 

rates. 

Table 3-3 shows the Sewer Utility’s current schedule of charges. The rates are composed of monthly fixed 

and uniform consumption charges. The monthly fixed service charge is the same for all customers 

except sewer-only customers. The difference is that the monthly fixed service charge for sewer-only 
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customers includes a contributed sewage flow based on the average water consumption for that meter 

size. The consumption charge is the same for all customers based on water flow.  

Table 3-3 Existing Sewer Rates 

 

Table 3-4 summarizes projected sewer rate revenue under existing rates. The projected Sewer Utility 

revenues remain constant at $4.6M between FY 2024 and FY 2028. 

Table 3-4 Projected Sewer Revenue under Existing Rates 

 

3.3 Other Revenue 

Other sources of operating revenue include collections, penalties, interest earned from the investment of 

available funds, and other miscellaneous revenues. Other operating revenues represent 1.8% of the Sewer 

Utility’s total revenue. The City anticipates these revenues will remain relatively constant for the Study 

period.  

3.4 Operating and Maintenance Expenses 

Table 3-6 summarizes the Sewer Utility’s projected O&M expense for the Study period. These expenses 

include salaries and benefits, maintenance and operations, internal service charges, and capital 

expenditures. The City anticipates that all O&M expenditures will escalate based on the factors identified 

in Table 3-5. 

.  
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Table 3-5 Sewer O&M Escalation Factors 

 

The following are subcategories that reside within the four main expense categories: 

◼ Salaries and Benefits: These costs represent salaries and benefits for sewer staff assigned with 

operating and maintaining the sewer infrastructure system.  

◼ Maintenance and Operations: These costs represent contract services, utilities, supplies and 

materials, maintenance and repairs, travel & training, and general expenses. 

◼ Internal Service Charge and General Expenses: These costs represent internal costs to the Sewer 

Utility from other City departments for specific costs such as the Finance Department, customer 

service and billing, capital projects administration, vehicle replacement, IT charges, and 

insurance. 

◼ Capital Expenditures: These costs represent small capital expenditures for items such as office 

equipment, fixtures, and computers. 

Table 3-6 Sewer O&M Expenses 
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As shown in Table 3-6, the Sewer Utility’s O&M expenses increased from $5.1M in FY 2024 to $6.1M in FY 

2028.  

3.5 Capital Improvement Program 

The Sewer Utility annually develops its five-year Capital Improvement Plan to identify sewer system 

needs, including assessments, inspections, maintenance, and rehabilitation and replacement 

requirements. In 2008, the City completed its Wastewater Master Plan, which identified $29.0M in capital 

projects in 2008 costs. Incorporating cost escalation over the 30 years, the City had planned to spend 

roughly $1.1M each year. Unfortunately, due to higher-than-expected inflation, the City has readjusted the 

capital spend by escalating the annual $1.1M by 5% each year except for FY 2024. The total CIP over the 

Study period totals $5.5M.  

Table 3-7 summarizes the CIP for FY 2024 through FY 2028. The Sewer Utility’s main activities are related 

to the collection system. As such, of the total $5.5M CIP, collection mains account for 64.2% of the total 

projects. The City examines the sewer infrastructure system annually; therefore, CIP might change based 

on the current need.  

Table 3-7 Sewer Capital Improvement Projects 

 

3.6 Transfers within the Fund 

The Sewer Utility will conduct transfers from the operating account and other accounts over the Study 

period. The other funds are the Enterprise CIP, Capital, and Operating Reserve. See Section 3.7 for further 

explanation on Operating Reserve and Rate Stabilization Funds. The Enterprise CIP and Capital transfers 

represent money to cover planned CIP project expenditures. These transfers do not represent direct 

operating expenses for either enterprise; therefore, Black & Veatch includes these costs as “below-the-

line” cash flow items and does not include them as O&M expenses.  

3.7 Reserves 

A utility typically establishes reserves for several reasons, such as to cover shortfalls in operating 

revenues, maintain strong bond ratings, cover day-to-day operating costs, and ease the burden on 

ratepayers associated with large rate increases. Per the reserve level recommendations, the Sewer Utility 

will maintain the following two reserves: 

◼ Operating Reserve represents the working capital the Enterprise Fund maintains to cover day-to-

day expenses and maintain enough funds to cover accounts receivables if there are supplier 

issues, periods of lower-than-expected sewer sales, or unforeseen cost increases. The reserve 

will maintain a minimum balance of 90 days of operating expenses once fully funded.  

◼ Capital Reserve represents funds to cover a portion of upcoming annual capital expenditures, 

smooth out the amount of capital infusion needed each year, and help mitigate unexpected 
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capital costs. Once fully funded, this reserve will maintain a minimum balance of 100% of the 

annual planned CIP.  

Appropriate reserve levels help the Sewer Utility with liquidity, provide operational flexibility, and 

demonstrate fiscal responsibility to the rating agencies, which allows the City to access lower-cost funds. 

Figure 3-1 shows the fund balances for all funds compared to the total target fund balance. 

Figure 3-1 Sewer Fund Projected Ending Balances 

 

3.8 Projected Operating Results 

The revenue requirements of the Sewer Utility consist of O&M expenses, capital expenditures, and reserve 

requirements. To fully understand the current condition of the Sewer Utility, it is important to examine the 

cash flow projections under the status quo scenario. As shown in Figure 3-2, the status quo conditions 

indicate that the Sewer Utility would operate from an annual deficit position, requiring the drawdown of 

reserves to keep operating. In this scenario, the Sewer Utility would not impose any revenue increases 

over the Study Period and continue to incur O&M expenses and pay for the execution of the planned CIP.  

 

 

 

(Left Intentionally Blank)  



City of Newport Beach, CA | Sewer Rate Study  

BLACK & VEATCH | Revenue and Revenue Requirements 3-7 
 

Figure 3-2 Status Quo Sewer Enterprise Cash Flow 

 

The analyses performed for the Study indicate that the City should implement the proposed revenue 

increases shown in Table 3-8 if it wishes to keep the Sewer Utility in a balanced financial condition. The 

revenue increases represent the total revenue adjustment needed to meet revenue requirements. The 

revenue adjustment does not represent adjustments to the individual rates but reflects the overall level of 

revenue needed to meet the Sewer Utility’s obligations.  

The recommended revenue increases help the Sewer Utility meet the following goals: 

◼ Meet budgeted operating obligations in the five FYs. 

◼ Meet planned capital investments in the five FYs.  

◼ Build up the operating reserve and capital reserve to get closer to their target. 

Table 3-8 summarizes the proposed Enterprise Fund for the Study Period. The Enterprise Fund consists 

of 1) Revenue and 2) Revenue Requirements.  

Revenue 

◼ Line 1 is the revenue under existing rates. 

◼ Lines 2 through 6 are the additional revenues generated from the required annual increases. The 

additional revenue generated directly reflects the number of months the increase is effective for; 

therefore, the amount might be calculated at less than that stated amount.  

◼ Line 8 is the total revenue generated from user charges. 

◼ Line 11 represents other operating revenues. 

◼ Line 12 represents the total revenues for the enterprise. 
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Revenue Requirements 

◼ Line 14 represents O&M expenses.  

◼ Lines 15 to 16 represent capital expenditures within the capital accounts. 

◼ Line 18 represents the total revenue requirements for the enterprise. 

◼ Line 21 represents the net cumulative cash reserve balance for the Enterprise Fund.  

Table 3-8 Sewer Enterprise Fund 
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Figure 3-3 presents the proposed Sewer Enterprise Fund financial plan.  

Figure 3-3 Sewer Enterprise Fund Financial Plan 
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4.0 Cost-of-Service Analysis 
The cost-of-service analysis requires recovery of the City’s needed revenues from sewer service rates, 

allocated to customer types according to the service rendered. An equitable rate structure allocates the 

capture of revenue requirements to customer types based on the contributed sewage flow and the 

number of customer connections.  

In analyzing the Sewer Utility’s cost of service for allocation to its customer types, Black & Veatch 

selected the annual revenue requirements for FY 2024 as the test year requirements to demonstrate the 

development of cost-of-service sewer rates. Table 4-1 summarizes the total costs of service that need to 

be recovered from sewer user rates for FY 2024.  

Table 4-1 Cost of Service Revenue from Rates (FY 2024) 

 

The total revenue requirement is shown in Line 4. As shown in Line 10, we deduct revenues from other 

sources to derive the net revenue requirement recovered through rates. Line 11 represents the net annual 

cash balance during the FY. This number is positive if the enterprise is drawing down funds already in the 

Enterprise Fund. The number will be negative if the enterprise is replacing funds. In this case, the $(2.3M) 

figure indicates that the forecast is projecting a positive annual cash balance for the year. Line 14 

represents the additional revenues generated if the revenue increase was effective for a full year versus 

only 5 months.  

4.1 Functional Cost Components 

The first step in conducting a cost-of-service analysis involves analyzing the cost of providing sewer 

service by system function to allocate the costs to the various customer types properly and, 

subsequently, design rates. As a basis for allocating costs of service among customer types, costs are 
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separated into the following two basic functional cost components: (1) Volume and (2) Customer, 

described as follows:  

◼ Volume costs represent the operating and capital costs of the system associated with collection. 

The collection costs vary directly with the quantity of contributed sewage flow.  

◼ Customer costs are those expenditures that tend to vary in proportion to the number of 

customers and capacity needed to serve these customers. These include meter reading, billing, 

collecting, accounting, maintenance, and capital costs associated with meters and services.  

4.2 Allocation to Cost Components 

The next step of the cost-of-service process involves allocating each cost element to functional cost 

components based on the parameter or parameters having the most significant influence on the 

magnitude of that cost element. O&M expenses are allocated directly to appropriate cost components. A 

detailed allocation of related capital investment is used as a proxy for allocating capital and replacement 

costs. The separation of costs into functional components provides a means for distributing such costs 

to the various categories of customers based on their respective responsibilities for each type of service. 

4.2.1 Volume Allocations  

The sewer system consists of various facilities designed and operated to fulfill a given function. For the 

system to provide adequate service to its customers, it must be capable of meeting the annual volume 

requirements. Because not all customers and types of customers exert volume demands similarly, the 

capacities of the various facilities must be designed to accommodate the demands of all categories of 

customers. Each sewer service facility within the system has an underlying volume demand exerted by all 

customers for whom the volume cost component applies. For those facilities designed solely to meet 

volume demand, 100% of the costs go to the volume cost component.  

4.2.2 Allocation of Operating and Maintenance Expenses 

In allocating O&M expenses for FY 2024, costs are directly allocated to the cost components to the extent 

possible. The Sewer Utility does not categorize operating costs by functional categories such as 

collection, lift stations, treatment, etc. Therefore, the analysis identified cost elements specific to certain 

functions and assigned them based on the factors noted in Section 4.1 to allocate the operating 

expenses to the cost components. Table 4-2 shows the allocation basis for operating costs, and Table 

4-3 shows the total allocation of operating costs serving sewer customers. 

Table 4-2 Allocation Basis for O&M Expenditures (FY 2024) 

 



City of Newport Beach, CA | Sewer Rate Study  

BLACK & VEATCH | Cost-of-Service Analysis 4-3 
 

Table 4-3 Allocation of O&M Expenditures (FY 2024) 

 

4.2.3 Allocation of Capital Investments 

In allocating the capital investment for FY 2024, the existing fixed assets (which serve as a proxy for the 

capital investments) and proposed CIP are allocated directly to cost components to the extent possible. 

The allocation of costs in this manner provides a basis for annual investment in sewer system facilities. 

Using the existing fixed assets and CIP, the capital costs can be allocated using the total net system 

investment distribution across the functional cost components.  

Table 4-4 shows the allocation basis for capital expenditures, and Table 4-5 shows the allocation of 

existing system investment serving sewer customers. The total net system investment of $28.2M shown 

on Line 5 for the Sewer Utility represents the test year original cost less accumulated depreciation of the 

system in service for existing fixed assets and proposed CIP. The total net system investment reflects the 

Sewer Utility’s fixed asset listing ending June 30, 2022. This value represents the original cost (book 

value) of the assets.  

Table 4-4 Allocation Basis for Capital Costs (FY 2024) 
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Table 4-5 Allocation of Capital Costs (FY 2024) 

 

4.3 Units of Service 

After allocating O&M and capital costs to the functional cost categories, the next step is determining the 

billing determinants associated with the cost categories. The billing determinant for costs with a volume 

component will be HCF or HCFf/day. Customer costs will use equivalent meters.  

To properly recognize the cost of service, each customer class receives its share of volume and customer 

costs. Following the allocation of costs, the total cost responsibility for each customer class is developed 

using unit costs of service for each cost function and subsequently assigning those costs to the 

customer types based on the respective service requirements of each. The number of units of service 

required by each customer class provides a means for the proportionate distribution of costs previously 

allocated to respective cost categories.  

◼ Volume costs vary with the volume of contributed sewage flow produced and distributed to customer 

types on that basis. Contributed sewage flow information comes from the monthly water 

consumption records in the City’s customer billing system.  

 

◼ Customer billing costs are distributed on an equivalent meter basis for each customer. The estimated 

number of equivalent meters for each customer relies on the number of meters serving respective 

categories and the capacity ratio of the meters to the 1-inch meter. The equivalent meter ratios 

adopted in this analysis are lower than those used for water, as wastewater system peaking is less 

widespread than water. The range for equivalent meters ranges from 1.0 to 5.0.  
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Table 4-6 summarizes the FY 2024 units of service for the various customer types.  

4.4 Cost of Service Allocations 

The Study applies the unit costs of service to each customer class’s respective service requirements to 

determine the cost of service for each customer class. The total unit costs of service applied to the 

respective requirements for each customer class results in the total cost of service for each customer 

class. 

4.4.1 Units Costs of Service 

The FY 2024 unit cost of service for each functional cost component is simply the total cost divided by 

the applicable units of service, as shown in Table 4-7. On Line 3, the total costs represent the cost that 

rates need to recover, as demonstrated in Table 4-1, Line 14. The net O&M cost includes O&M less 

revenue from other sources and adjustments. Line 5 represents the unit costs for the entire sewer system 

regardless of customer type. After that, the unit costs are used to allocate the costs to the specific 

customer types.  

4.4.2 Distribution of Costs of Service to Customer types 

Applying the unit costs to the units for each customer class produces the customer class costs. This 

process is illustrated in Table 4-8, in which unit costs are applied to the customer class units of service 

for FY 2024. The costs attributable to each customer class reflect the functional cost components 

described in Section 4.1. Each customer class places a burden on the system in different ways; thus, the 

allocation of the units is representative of this burden.  
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Table 4-6 Units of Service (FY 2024) 

 

Table 4-7 Units Cost of Service (FY 2024) 

 

Table 4-8 Distribution of Costs to Customer Types (FY 2024) 
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5.0 Rate Design 
The initial consideration in deriving rate schedules for sewer service is establishing equitable charges to 

the customers commensurate with the cost of providing that service. While the cost-of-service 

allocations to customer types should not be construed as literal or exact determinations, they offer a 

guide to the necessity and extent of rate adjustments. Practical considerations sometimes modify rate 

adjustments by considering additional factors such as the extent of bill impacts, existing contracts, and 

historical local policies and practices. 

5.1 Existing Rates 

The existing rates of the Sewer Utility consist of a fixed component in the form of a monthly fixed service 

charge and a variable component in the form of a consumption charge. The monthly fixed service charge 

is based on meter size and applied regardless of consumption. The consumption charge is based on 

units of consumption (1 unit = 1 HCF = 748 gallons). Table 3-3, presented earlier in this report, 

summarizes the existing sewer rates. 

5.2 Proposed Rates 

The costs of service analysis described in the preceding sections of this report provide a basis for 

designing sewer rates.  

5.2.1 Monthly Fixed Service Charge 

The Sewer Utility provides sewer service to approximately 23,500 sewer service accounts. These 

customers have a dedicated sewer line connection to the wastewater system. Therefore, sewer charges 

include capacity and cost of issuing bills. The following is a derivation of the different cost components 

that comprise the total charge. The numbers within the tables are rounded, but the calculations are based 

on non-rounded values. Differences are due to rounding. 

5.2.1.1 Sewer Monthly Fixed Charge  

◼ Capacity Cost: The sewer system is designed to meet peak wet wastewater flow demand 

requirements. Therefore, the sewer system will have extra capacity when handling average 

contributed sewage flow demands. Meter ratios based on operating capacities derived in the 2017 

rate study were used to distribute the capacity costs. Using meter ratios, we recognize that as meter 

size increases, so does the capacity. For example, customers with a 4” meter expect to be able to use 

more water (and generate more contributed sewage flow) than customers with a ¾” meter. 

Consequently, the City’s sewer system must maintain assets sized accordingly and capable of 

providing customers the level of service expected from their sewer connection when they flush the 

toilet.  

 

 

◼ Customer Billing Cost: The sewer system incurs direct operating costs associated with customer 

billing, such as meter reading, customer bills, customer service, etc. The unit cost for this category is 

total customer costs divided by the number of issued bills.  
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Table 5-1 demonstrates the cost elements incorporated into the monthly service charge for FY 2024. 

Table 5-2 shows the five-year fixed service charge rate schedule. FYs 2025 to 2028 are derived using the 

same methodology described for FY 2024. 

Table 5-1 Costs within the Sewer Monthly Fixed Charge (FY 2024) 

    

Table 5-2 Proposed Sewer Monthly Fixed Charge 

    

5.2.2 Consumption Charge 

The consumption charge is designed to recover costs associated with volume that has not been 

recovered through the monthly fixed charge. The consumption charges are the same for all customers 

regardless of the metered size connection. The consumption charge is billed per HCF and is uniform for 

all customer types, as the City’s contributed sewage flow is only related to conveyance and not treatment. 

OC Sanitation handles treatment services. Based on the analysis for FY 2024, the proposed consumption 
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rate of $0.53 per HCF is paid by all customers. The rate is based on metered water use and recognizes 

that irrigation flow is inherently incorporated. Any customer types with significant irrigation water use 

have a dedicated irrigation metered connection and thus are not charged sewer consumption charges. 

The use of metered water use will unavoidably include some irrigation water. Figure 5-1 summarizes the 

Newport Beach area's average high temperature and precipitation between 2012 and 2022. Over the past 

10 years, the average high temperature is 68.6°F, with a standard deviation of 4.3°. Over this period, the 

average precipitation is 0.02 inches. Data from the National Oceanic and Atmospheric Administration and 

similar weather sites shows that these trends were similarly exhibited for the past 32 years: the Newport 

Beach area experiences consistent temperatures year-round and little rainfall. Since there is not a large 

variance in temperature year-round, it is reasonable to assume that summer consumptive behavior will be 

consistent with winter consumptive behavior. The historically dry winters experienced by the Newport 

Beach area also mean that winter-time irrigation also occurs. Therefore, using a winter average 

consumption to determine contributed sewage flow will provide the same results as using water 

consumption, and thus, using water usage as a basis for sewer consumption charges is a reasonable proxy. 

Figure 5-1 Temperature and Precipitation Trends in Newport Beach 

 

Source: Newport Beach Weather Records (extremeweatherwatch.com)    

Error! Not a valid bookmark self-reference. demonstrates the cost elements incorporated into the 

consumption charge for FY 2024. Table 5-4 shows the five-year consumption charge rate schedule. FYs 

2025 to 2028 are derived using the same methodology described for FY 2024. 

Table 5-3 Sewer Consumption Charge (FY 2024) 

  

  

https://www.extremeweatherwatch.com/cities/newport-beach
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Table 5-4 Proposed Consumption Charges  

 

5.2.3 Sewer Only Charge 

The sewer-only fixed charges are a combination of the monthly fixed service charge and consumption 

charge. Since the City does not meter the water consumption for these customers, the average water 

consumption by meter size was used to assign an allowance for contributed sewage flow. The average 

water consumption by meter size is identified in Table 5-5, along with the five-year sewer-only charges. 

The following is an example of the calculation performed for sewer-only customers for 1-inch meters. 

 

The monthly contributed sewage flow allowance was determined in the 2017 rate study based on 

consumption by meter size for customers that receive water from the City. The updated customer billing 

data provided for this rate study had disparities concerning the meter sizes. Therefore, the analysis kept 

the results of the previous rate study.   

Table 5-5 Proposed Sewer-Only Charges  
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Typical Monthly Costs under Proposed Charges 

 

Table 5-6 compares typical monthly costs under existing rates in FY 2023 and the proposed schedule of 

sewer user rates in FY 2024 derived in this study for residential customers.  

Table 5-6 Typical Monthly Bill   

 

5.3  Summary of Rate Study 
This rate study proposes adjustments to the City’s sewer rates. A summary of actions and projections are 

as follows:  

◼ Maintain the fixed service charge to reflect the nature of fixed costs associated with providing 24/7 

sewer service and investments in infrastructure through the capital improvement program. 

◼ Maintain the consumption charge to reflect the variable costs associated with operating costs such 

as utilities. 

◼ Project sewer sales to remain flat in accordance with historically contributed sewage flow and 

compliance with state water conservation targets. State water conservation target impact 

contributed sewer flow. 

◼ Operating Reserve. Strive to meet the fiscal policy of maintaining 25% of operating costs. 

◼ Capital Reserves. Strive to maintain the minimum 75% of $1.1M capital costs. 

◼ Increase the annual investment in Capital Improvements from $1.1M to $1.3M by the end of the 5-

year study period to reflect the increase in capital costs due to inflation. 

◼ Maintain a comparable cost of collecting contributed sewage flow amongst neighboring sewer 

collection-only providers.  
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6.0 Appendix A – Cost of Service and Rate Design 
The following tables represent the cost-of-service analysis and rate design tables for FY 2025 to FY 2028 

using the methodology described in Sections 4.0 and 5.0. 

6.1 Fiscal Year 2025 

Table 6-1 Allocation Basis for O&M Expenditures (FY 2025) 

 

Table 6-2 Allocation of O&M Expenditures (FY 2025) 
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Table 6-3 Allocation Basis for Capital Costs (FY 2025) 

 

Table 6-4 Allocation of Capital Costs (FY 2025) 

 

Table 6-5 Units of Service (FY 2025) 

 

Table 6-6 Units Cost of Service (FY 2025) 
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Table 6-7 Distribution of Costs to Customer Types (FY 2025) 

 

Table 6-8 Costs within the Sewer Monthly Fixed Charge (FY 2025) 

    

Table 6-9 Sewer Consumption Charge (FY 2025) 
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6.2 Fiscal Year 2026 

Table 6-10 Allocation Basis for O&M Expenditures (FY 2026) 

 

Table 6-11 Allocation of O&M Expenditures (FY 2026) 
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Table 6-12 Allocation Basis for Capital Costs (FY 2026) 

 

Table 6-13 Allocation of Capital Costs (FY 2026) 

 

Table 6-14 Units of Service (FY 2026) 

 

Table 6-15 Units Cost of Service (FY 2026) 
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Table 6-16 Distribution of Costs to Customer Types (FY 2026) 

 

Table 6-17 Costs within the Sewer Monthly Fixed Charge (FY 2026) 

    

Table 6-18 Sewer Consumption Charge (FY 2026) 
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6.3 Fiscal Year 2027 

Table 6-19 Allocation Basis for O&M Expenditures (FY 2027) 

 

Table 6-20 Allocation of O&M Expenditures (FY 2027) 
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Table 6-21 Allocation Basis for Capital Costs (FY 2027) 

 

Table 6-22 Allocation of Capital Costs (FY 2027) 

 

Table 6-23 Units of Service (FY 2027) 

 

Table 6-24 Units Cost of Service (FY 2027) 
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Table 6-25 Distribution of Costs to Customer Types (FY 2027) 

 

Table 6-26 Costs within the Sewer Monthly Fixed Charge (FY 2027) 

    

Table 6-27 Sewer Consumption Charge (FY 2027) 
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6.4 Fiscal Year 2028 

Table 6-28 Allocation Basis for O&M Expenditures (FY 2028) 

 

Table 6-29 Allocation of O&M Expenditures (FY 2028) 
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Table 6-30 Allocation Basis for Capital Costs (FY 2028) 

 

Table 6-31 Allocation of Capital Costs (FY 2028) 

 

Table 6-32 Units of Service (FY 2028) 

 

Table 6-33 Units Cost of Service (FY 2028) 
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Table 6-34 Distribution of Costs to Customer Types (FY 2028) 

 

Table 6-35 Costs within the Sewer Monthly Fixed Charge (FY 2028) 

    

Table 6-36 Sewer Consumption Charge (FY 2028) 

  

 

 

 


