
 
 
A G E N D A 

 
CITY OF CORONADO CITY COUNCIL/ 

THE CITY OF CORONADO ACTING AS THE SUCCESSOR 
AGENCY TO THE COMMUNITY DEVELOPMENT AGENCY OF 

THE CITY OF CORONADO 
 

Tuesday, June 17, 2014 
 

Coronado City Hall Council Chambers 
1825 Strand Way 

Coronado, California 92118 
 

CLOSED SESSION SPECIAL MEETING – 3 P.M. 
REGULAR MEETING – 4 P.M. 

 
In compliance with the Americans with Disabilities Act (ADA), if you need special assistance to participate in a 
City meeting or other services offered by this City, please contact the City Clerk’s office, (619) 522-7320.  Assisted 
listening devices are available at this meeting.  Ask the City Clerk if you desire to use this device.  Upon request, the 
agenda and documents in the agenda packet can be made available in appropriate alternative formats to persons with 
a disability.  Notification of at least 48 hours prior to the meeting or time when services are needed will assist the 
City staff in assuring that reasonable arrangements can be made to provide accessibility to the meeting or service. 
 
CALL TO ORDER / ROLL CALL 
 
ANNOUNCEMENT OF CLOSED SESSION 
 
1. CONFERENCE WITH LEGAL COUNSEL - ANTICIPATED LITIGATION 

Pursuant to Government Code Section 54956.9(d)(2) 
Facts and circumstances need not be disclosed pursuant to Government Code 
Section 54956.9(e)(1) 
One (1) potential case  
 

2. CLOSED SESSION: PUBLIC EMPLOYEE PERFORMANCE EVALUATION 
AUTHORITY:  Government Code §54957(b) 
TITLE:   City Manager and City Attorney 

 
3. COMMUNICATIONS - ORAL:  Each person wishing to speak before the City Council 
on only matters listed on this agenda shall approach the City Council, give their name, and limit 
their presentation to 3 minutes.   
 
ADJOURN TO CLOSED SESSION 
 
RECONVENE AND ANNOUNCE ACTION 
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AS A COURTESY TO OTHERS, PLEASE SILENCE CELL PHONES 



 

REGULAR MEETING (SA items are denoted by an *.) – 4 P.M. 
 
1. CALL TO ORDER / ROLL CALL. 
 
 2. INVOCATION AND PLEDGE OF ALLEGIANCE. 
 

*3. MINUTES OF CITY COUNCIL/SUCCESSOR AGENCY:  Approval of the minutes of 
the Regular meeting of June 3, 2014. 

 
 4. CEREMONIAL PRESENTATIONS:   
 
 5. CONSENT CALENDAR:  All items listed under this section are considered to be routine 
and will be acted upon with one motion.  There will be no separate discussion of these items 
unless a member of the City Council or the public so requests, in which event, the item will be 
considered separately in its normal sequence. 
 

a. Approval of Reading by Title and Waiver of Reading In Full of Ordinances on 
this Agenda.  (Pg 1) 

 Recommendation: Approve the reading by title and waive the reading in 
full of all Ordinances on the agenda. 

 
*b. Review and Approve that the Warrants, as Certified by the City/Agency 

Treasurer, are all Correct, Just, and Conform to the Approved Budget for FY 
2013-2014.  (Pg 3) 

 Recommendation: Approve the Warrants as certified by the City/Agency 
Treasurer. 

 
c. Annual Review and Approval of the City of Coronado Investment Policy.  (Pg 43) 
 Recommendation:  Review and approve the investment policy. 
 
d. Briefing on Plans for 2014 Fourth of July Celebration.  (Pg 53) 
 Recommendation:  Receive the operations plan for the Fourth of July and 

provide direction to staff as appropriate. 
 
e. Designation of Voting Delegate for the League of California Cities Annual 

Conference on September 3 to 5, 2014.  (Pg 57) 
 Recommendation:  Appoint Councilmember Michael Woiwode as the voting 

delegate at the League of California Cities Annual Business Meeting. 
 
f. Adoption of a Resolution to Designate a Blue Curb Parking Zone in Front of 540 

C Avenue.  (Pg 65) 
 Recommendation:  Adopt “A Resolution of the City Council of the City of 

Coronado to Designate a Blue Curb Parking Zone in front of the Residence 
at 540 C Avenue.” 
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g. Adoption of Resolutions to Designate a Blue Curb Parking Zone in Front of the 
Residence at 1005 Adella Avenue and a Red No Parking Zone on Adella Avenue 
at Tenth Street (Southeast Corner).  (Pg 77) 

 Recommendation:  Adopt “A Resolution of the City Council of the City of 
Coronado to Designate a Blue Curb Parking Zone in front of the Residence 
at 1005 Adella Avenue” and “A Resolution of the City Council of the City of 
Coronado to Designate a Red No Parking Curb Zone on Adella Avenue at 
Tenth Street (Southeast Corner).” 

 
h. Adoption of a Resolution to Accept a Grant in the Amount of $123,100 from the 

State of California Energy Commission (CEC) to Install Electrical Vehicle 
Charging Stations at 511 Grand Caribe Causeway and Authorize the City 
Manager to Sign the CEC and OpConnect Operating Agreements.  (Pg 87) 

 Recommendation:  Adopt “A Resolution of the City Council of the City of 
Coronado to accept a grant in the amount of $123,100 from the California 
Energy Commission (CEC) to install electrical vehicle charging stations at 
511 Grande Caribe Causeway (Coronado Cays Homeowners Association 
site), authorize the City Manager to sign the CEC and OpConnect operating 
agreements, and direct staff to forward the resolution to the California 
Energy Commission and the agreement to OpConnect.” 

 
i. Appoint a Special Counsel for the November 2014 General Election and 

Authorize the City Manager to Execute a Professional Services Agreement with 
Special Counsel Helen Holmes Peak to Provide Special Legal Services for 
Matters Related to the November 2014 General Election to be Held in the City of 
Coronado as Required by Coronado Municipal Code.  (Pg 103) 
Recommendation:  Appoint Helen Holmes Peak, of the firm Lounsbery, 
Ferguson, Altona, & Peak, as special counsel for the upcoming 2014 election, 
and authorize the City Manager to execute the Professional Services 
Agreement. 

 
j. Authorization to Advertise the Installation of a Generator as a Back-Up Electrical 

Source at the Cays Main Pump Station for Bid.  (Pg 119) 
 Recommendation:  Authorize staff to advertise the installation of a back-up 

generator at the Cays main pump station for bid. 
 
k. Authorization for the City Manager to Execute a Service Agreement with West 

Coast Arborists for a Not-To-Exceed Amount of $180,000 Annually for Tree 
Maintenance Services through a Cooperative Purchasing Program.  (Pg 121) 

 Recommendation:  Authorize the City Manager to execute a service 
agreement with West Coast Arborists for tree maintenance services through 
a cooperative purchasing program for an amount not to exceed $180,000 
annually. 
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l. Authorization to Advertise the Pine Street Pump Station Upgrade Project for Bid.  
(Pg 145) 

 Recommendation:  Authorize staff to advertise the Pine Street Pump Station 
Upgrade project for bid. 

 
m. Approval of Additional Engineering Work Related to the Wastewater Master Plan 

Update and Authorization for the City Manager to Approve the Associated 
Change Order up to the Amount of $20,885.  (Pg 147) 

 Recommendation:  Authorize the City Manager to execute a change order 
for additional engineering work associated with the Wastewater Master Plan 
Update up to the amount of $20,885. 

 
 6. COMMUNICATIONS - ORAL:  Each person wishing to speak before the City Council 
on any matter shall approach the City Council, give their name, and limit their presentation to 3 
minutes.  State law generally precludes the City Council from discussing or acting upon any 
topic initially presented during oral communication.  (ORAL COMMUNICATIONS WILL BE 
LIMITED TO A TOTAL OF 10 MINUTES; ANY FURTHER COMMUNICATIONS WILL BE 
HEARD PRIOR TO THE MEETING ADJOURNMENT) 
 
 7. CITY MANAGER/EXECUTIVE DIRECTOR: 

a. Update on Council Directed Actions and Citizen Inquiries.  (Informational Item)   
 

 8. PUBLIC HEARINGS: 
a. Public Hearing: Consideration of a Request for Historic Alteration Permit, 

Including Relief from Zoning Standards, for the Property Addressed as 812 Third 
Street and Located in the R-1B (Single Family Residential) Zone (HAP 2014-02 
Michael and Jenna Tontz).  (Pg 149) 

 Historic Resource Commission Recommendation:  Adopt “A Resolution of 
the City Council of the City of Coronado approving the request for Historic 
Alteration Permit, including relief from zoning standards, for the property 
addressed as 812 Third Street and located in the R-1B (single family 
residential) zone.” 

 
b. Public Hearing:  Introduction of an Ordinance Adopting Revised Sewer Service 

Rates for Sanitary Sewer Service and Amending Sections of Chapter 60.08 of the 
Coronado Municipal Code Pertaining to Sewer Service Charges.  (Pg 193) 

 Recommendation:  Introduce “An Ordinance of the City Council of the City 
of Coronado, California, Adopting Revised Sewer Service Rates for Sanitary 
Sewer Service and Amending Sections of Chapter 60.08 of the Coronado 
Municipal Code Pertaining to Sewer Service Charges.” 

 
 9. ADMINISTRATIVE HEARINGS:  None. 
 
10. COMMISSION AND COMMITTEE REPORTS:  (Questions allowed but no discussion 

or action.) 
a. Report from the Port Commissioner Concerning Port Activities.   
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11. CITY COUNCIL: 
 

a. Council Reports on Inter-Agency Committee and Board Assignments. (Questions 
allowed to clarify but no responses, discussion or action.)   

 
b. Consideration of the California Home Energy Renovation Opportunity (HERO) 

Program to Finance Energy Improvements by Voluntary Contractual 
Assessments.  (Pg 247) 

 Recommendation:  Consider the information provided in the report and 
provide direction. 

 
c. Resolution of Impasse between the City and the Coronado Police Officers’ 

Association (CPOA) Regarding Compensation and Benefits Pursuant to City of 
Coronado Employer-Employee Relations Resolution.  (Pg 271) 

 Recommendation from the Municipal Employee Relations Officer:  After 
hearing the presentations from the CPOA and City negotiators regarding 
their respective proposals, impose the City’s “last, best, and final” one-year 
offer and direct the City and CPOA negotiators to return to the bargaining 
table to initiate discussions for a successor Memorandum of Understanding 
to begin in FY 2014-15. 

 
 

12. CITY ATTORNEY:  No report. 
 
 
13. COMMUNICATIONS - WRITTEN:  None. 
 
 
14. ADJOURNMENT 
 
 
 
 

A COPY OF THE AGENDA WITH THE BACKGROUND MATERIAL IS AVAILABLE FOR PUBLIC 
INSPECTION IN THE OFFICE OF THE CITY CLERK AT CITY HALL, AT THE PUBLIC LIBRARY OR ON 

OUR WEBSITE AT 
www.coronado.ca.us 

 
 
 
 
Writings and documents regarding an agenda item on an open session meeting, received 
after official posting and distributed to the Council for consideration, will be made 
available for public viewing at the City Clerk’s Office at City Hall, 1825 Strand Way, 
during normal business hours.  Materials submitted for consideration should be forwarded 
to the City Clerk’s Office at cityclerk@coronado.ca.us.  
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March 26, 2014 

Executive Summary 

ES.1 Introduction 
The City of Coronado hired Atkins North America, Inc. (Atkins) to perform a comprehensive 
sewer user rate study. Atkins has assisted the City in the past with such specialized wastewater 
related tasks as: business process mapping and asset management planning and 
implementation; information technology solutions and Geographical Information System (GIS) 
development; financial planning and revenue studies; and regulatory support and SSMPs. In 
addition, Atkins project manager, Karyn Keese, is the financial and management consultant for 
the Metro Wastewater Commission/JPA of which Coronado is an active member.  

A comprehensive rate study determines the adequacy of the existing rates and provides the 
basis for adjustments to maintain cost-based rates. As with all rate studies, it is necessary that 
all rate categories are fair, equitable, and defendable in a court of law. The rate structure must 
provide an adequate revenue stream to cover all necessary costs to operate and maintain the 
system as well as provide for necessary improvements and funding of reserves. 

ES.2 Overview of the Sewer User Rate Study Process 
A comprehensive rate study typically utilizes three interrelated analyses to address the 
adequacy and equity of the utility’s rates. These three analyses are a revenue requirement 
analysis, a cost of service analysis, and a rate design analysis. The process is illustrated in 
Figure ES-1. 

Figure ES-1 Overview of the Comprehensive Rate Study Analysis 

Revenue Requirement Analysis
Compares the sources of funds (revenue) to 
the expenses of the utility to determine the 
overall rate adjustment required

Cost of Service Analysis
Allocates the revenue requirements to the 
various customer classes of service in a "fair 
and equitable manner

Rate Design Analysis
Considers both the level and structure of the 
rate design to collect the target level of
service
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The City’s sewer utility was evaluated on a “stand-alone” basis. That is, no subsidies between 
the utility or other City funds should occur. By viewing the utility on a stand-alone basis the need 
to adequately fund operations and maintenance (O&M), capital infrastructure (CIP), and 
required debt service must be balanced against the rate impacts on utility customers. 

A detailed and comprehensive process was used to review the City’s rates. As a part of the rate 
study process a number of on-site project meetings and conference calls were used to review 
the results with City management, engineer, and staff. Atkins would like to thank Matt Little, 
Cecilia Lyon, Kim Godby, Maria Herrera, and Dana McPherson for their assistance in gathering 
and analyzing customer and financial data. From this process the final proposed rates for FY 
2015 through 2019 were developed.  

The steps shown in Figure ES-1 produced the following results for establishing rates for Fiscal 
Years (FY) 2015 through 2019: 

Revenue Requirement Analysis: Using the City’s adopted FY 2014 O&M and CIP budgets the 
estimated budgets for FY 2015 to FY2019 were projected by City staff and incorporated into an 
economic model by Atkins. The projected budgets for FY 2015 to FY2019 are illustrated 
graphically in Figure ES-2. The annual budgets range from $6 million in FY 2015 to $6.4 million 
in FY 2019.  

Figure ES-2 Projected Sewer Utility Budgets 

 

Added to the projected O&M and CIP budgets is the formal funding of a replacement reserve. 
Atkins recommends that the replacement reserve be established based on dividing the value of 
the sewer assets by a 50-year funding cycle. 50-years is the useful life of pipelines and other 
major sewer assets. 
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In addition to formally creating a replacement reserve, this study anticipates that the City will 
establish a target for a formal operations or cash flow reserve. This could be based on reserving 
six-months of operating expenses to provide cash flow during the first half of each fiscal year. 
This is important because the City currently bills on the San Diego County Assessor’s tax roll 
and does not receive the first increment of sewer user revenue until the following January. This 
study assumes a $3 million target for the operations reserve. The City has always had reserves 
in your sewer enterprise fund and this target can be funded from existing reserves. No 
additional funding is needed from sewer user rates.  

Once the FY 2015 rates are established based upon and annual CIP funding of $1.2 million per 
year, the funding of a replacement reserve at $938,000, and the FY 2015 San Diego Metro 
requirement the revenue requirement is expected to increase by a 2.5% inflation rate per year 
during the planning period. 

It should be noted that while this is a 5-year rate case that the City should review the 
recommended rates in approximately 2 years and incorporate any changes in the revenue 
requirement that are known at that time. There are two reasons for this. The first is the 
uncertainty about the outcome of the City of San Diego’s 2015 waiver process. Costs 
associated with the waiver process or potentially the implementation of indirect potable reuse 
are not known at this time and thus only inflationary adjustments to Metro costs are included in 
this study. The other unknown in this study is the outcome of the City’s sewer master plan on 
projected CIP costs. The City is in the process of preparing a sewer master plan and condition 
assessment that will more accurately predict the City’s future capital needs. The master plan 
should be completed within the next 2 years. Once the outcome of these two studies is known 
the sewer user rates should be updated to include the required funding. 

Cost of Service Analysis: The cost of service analysis revealed that the City’s two major Navy 
bases have not been providing their required funding for the utility’s O&M and CIP costs. Figure 
ES-3 shows the current revenue being paid by each user class. Figure ES-4 shows the change 
in the revenue requirement by user class based on the current cost of service analysis. The 
basis for cost of service is that there are no inter-class subsidies and that each user group pays 
for their proportional share of the utilities cost.  

Rate Design Analysis: The City’s current rates and rate structure is based on a system of 
equivalent dwelling units (EDUs) for most of the City’s customers that was developed in the 
1994 study. Under this system one EDU equates to one single family residential customer with 
an assumed sewage gallonage of 250 gallons per day (gpd). All other user classes’ rates are 
established proportionally to the base EDU based on their assumed gallonage. The City has 
converted several commercial user classes to flow based rates based on their actual water 
usage. These user classes are laundromats, including the laundry at the Hotel Del Coronado, 
hospitals, and schools. The Navy is billed on a per million gallon (MG) basis for the City’s O&M 
and CIP costs per contract. The Navy’s sewage flow is measured at two points’ in the City’s 
collection system. The Navy pays the City of San Diego directly for Metro Wastewater expenses 
for sewage treatment.  
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Figure ES-3 Current Revenue Being Paid By Each User Class 
 

 
 
 

Figure ES-4 Revised Revenue Requirement Based On  
Actual Usage  
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During the course of this study the concept of converting all sewer customers to a flow based 
billing structure similar to the current structures for hospitals, laundromats, and schools was 
discussed. However, since the City bills on the property tax roll the water meters serving each 
parcel would have to be determined from billing information provided by Cal-Am Water, the 
City’s water purveyor. Due to the short timeframe for this Study it was decided that this could 
not be accomplished by the end of the year (calendar year 2013). Atkins recommends that City 
staff pursue this project and have water use data for each parcel available for the next rate 
update. 

Thus the only rate structure changes were the incorporation of biochemical oxygen demand 
(BOD) into the City’s rate structure as required by the U.S. Environmental Protection Agency 
(EPA). In 1994 when the last study was completed the City was only required to measure the 
strength of each user class’ sewage in terms of total suspended solids. The EPA has 
established guidelines for BOD and Total Suspended Solids (TSS) for all classes of users. This 
is important in a rate structure because higher strength sewage that contains more oils and 
greases such as that generated by a restaurant costs more to treat and these costs need to be 
recovered from users who are generating higher strength sewage. 

Table ES-1 summarizes and contrasts the current FY 2014 user rates with proposed rates for 
the 5-year planning period of FY 2015 to FY 2019. In preparing rate studies where rates have 
not been adjusted for a lengthy period of time it is helpful to benchmark proposed cost of service 
rates against inflation adjusted rates. Inflation proportionally devalues the spending power of a 
user rate as the cost of goods and services have increased while the value of the user rate has 
decreased. Based on the San Diego Consumer Price Index inflation has increased by a factor of 
1.64 since 1995. If this is applied to the City’s current single family rate of $31.64 per month the 
current single family rate would be $52.53 per month as of the end of calendar year 2013. It 
should be noted that the rates recommended by this study are less than the cost of inflation 
adjusted rates.  

ES.3 Conclusions and Recommendations 
In summary, the recommendations from this study are: 

 Formally establish a capital replacement reserve and fund from rates annually

 Formally establish an operating reserve based on a target of 6 months of O&M and CIP
expense and fund from current reserve balances

 Implement the 5-year sewer rate case

 If the 5-year rate case is adopted update the sewer user rates in this rate case in 2 years
based on Metro costs and the City’s completed master plan

 Proceed with matching the water meter to each parcel so that in 2 years flow based
rates for all users can be developed and if determined to be a more equitable rate
structure then could be implemented.

 Open negotiations with the Navy to insure that they are paying their full cost of service.
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Table ES-1 Projected Sewer User Rates 

  Current FY15 FY16 FY17 FY18 FY19 
Flat Rates (Monthly)             
Single Family $31.64 $45.81 $46.52 $47.24 $47.98 $48.75 
Multi-family $25.31 $36.65 $37.21 $37.79 $38.39 $39.00 
Commercial $34.75 $55.67 $56.45 $57.26 $58.08 $58.94 
Small Restaurant $29.58 $41.21 $42.06 $42.93 $43.81 $44.73 
Medium Restaurant $146.08 $187.25 $191.09 $195.02 $199.06 $203.21 
Large Restaurant $415.81 $568.19 $579.84 $591.78 $604.04 $616.62 
Hotel/Motel $11.00 $18.52 $18.81 $19.10 $19.41 $19.72 
Boat Slips $4.87 $7.20 $7.31 $7.42 $7.54 $7.66 

Flow Based Rates (Per HCF)           
Schools $2.37 $4.21 $4.27 $4.33 $4.39 $4.46 
Laundromat $2.37 $4.26 $4.32 $4.38 $4.45 $4.52 
Hotel Del Coronado $2.37 $5.02 $5.11 $5.19 $5.28 $5.38 
Hospitals $2.37 $4.42 $4.48 $4.55 $4.62 $4.69 
Tidelands Port Authority $2.37 $4.17 $4.23 $4.29 $4.35 $4.41 

Navy Rates Per MG             
Navy NASNI $1,358.43 $3,421.10 $3,449.05 $3,477.73 $3,507.45 $3,538.46 
Navy NAB $1,358.43 $3,421.10 $3,449.05 $3,477.73 $3,507.45 $3,538.46 
Navy Annual   $1,285,734 $1,296,241 $1,307,018 $1,318,187 $1,329,841 
Note: Navy rates are from the collection system model 
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Section 1 
Overview of the Sewer User Rate Setting Process 

1.1 Overview of the Rate Study Process 
A comprehensive rate study typically utilizes three interrelated analyses to address the 
adequacy and equity of the utility’s rates. These three analyses are a revenue requirement 
analysis, a cost of service analysis, and a rate design analysis. The process is illustrated in 
Figure 1-1. 

Figure 1-1 Overview of the Comprehensive Rate Study Analysis 

The City’s sewer utility was evaluated on a “stand-alone” basis. That is, no subsidies between 
the utility or other City funds should occur. By viewing the utility on a stand-alone basis, the 
need to adequately fund both O&M and CIP must be balanced against the rate impacts on utility 
customers. 

1.2 Generally Accepted Rate Setting Principles 
As a practical matter, utilities should consider setting their rates around some generally 
accepted or global principles and guidelines. Utility rates should be: 

 Cost-based, equitable, and set at a level that meets the utility’s full revenue requirement
 Easy to understand and administer
 Design to conform with generally accepted rate setting techniques

Revenue Requirement Analysis
Compares the sources of funds (revenue) to 
the expenses of the utility to determine the 
overall rate adjustment required

Cost of Service Analysis
Allocates the revenue requirements to the 
various customer classes of service in a "fair 
and equitable manner

Rate Design Analysis
Considers both the level and structure of the 
rate design to collect the target level of
service
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 Stable in their ability to provide adequate revenues for meeting the utility’s financial, 
operating, and regulatory requirements 

 Established at a level that is stable from year-to-year from a customer’s perspective 
 The majority of utilities costs are fixed in nature, e.g. debt service and employee salaries 

must be paid no matter what the flow is at the sewage treatment plant.  

These principles and guidelines were applied, to the degree possible, in the development of the 
rate analyses developed for the City. 

1.3 Prudent Financial Planning 
The establishment of financial planning and rate setting policies are intended to provide 
guidance in the financial planning and rate-setting process, and in the day-to-day financial 
management of the City’s sewer utility. 

Adoption and use of financial policies provides a strong foundation for the long-term 
sustainability of the utility and provides the outside financial community with a better 
understanding of the City’s commitment to managing the utility in a financially prudent manner. 
Atkins also recommended some financial practices as part of developing the revenue 
requirement for the City’s sewer utility. These recommended financial policies and practices are 
summarized below: 

 Establishing Operations Reserve (Cash Flow Reserve): The City has always had 
reserves in the sewer enterprise fund to maintain a cash balance sufficient to meet the 
day-to-day cash flow requirements and operating expenses of the utility. The City 
establishes their budget on a fiscal year basis ending June 30th of each year. However, 
the City bills on the property tax roll and does not receive their first user fee increment 
until January. Thus prudent financial management would advise that the City should 
always maintain a target of at least six-months of operating cash to pay the bills in the 
first six months of the year. This is very important because prior to receiving their current 
year revenue the City must pay one half of the annual payments to San Diego 
Metropolitan Wastewater. The City’s projected 2015 revenue requirement is $6 million 
and Atkins recommends a target for the Operations Reserve should be established at $3 
million. As the City currently can meet this goal with current reserves there does not 
need to be a revenue adjustment to fund this reserve. 

 Establishing Minimum Capital Replacement Reserve Fund: Capital reserves are 
established to fulfill the cash flow requirements of capital infrastructure construction 
costs, which can vary significantly annually, depending on each year’s projects and the 
funding sources available. Within the utility industry, capital reserves are generally 
established based on either a cash flow of required CIP or a 50-year capital replacement 
cycle based on the asset value of the wastewater collection system. Fifty-years is 
considered to be the useful life for a sewer collection system in its aggregate. As 
discussed earlier the City plans to complete a wastewater master plan which will provide 
the required CIP for the future planning period of 20 years. Thus it is recommended that 
the City establish the capital replacement reserve based on the value of existing assets 
and a 50-year funding cycle. Atkins completed a capacity fee study in April 2011 and 
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established a value for the City’s collection system of $46,948,075. Based on this 
valuation and a 50-year funding cycle the recommended funding for this reserve is 
$938,962 per year during the 5-year planning period of this study. 

1.4 Determining the Revenue Requirement 
In developing the revenue requirement the City’s FY 2014 budget was analyzed on a “stand-
alone” basis. That is no other funds were used to subsidize utility services. The following 
paragraphs describe the general methodology and approach that Atkins used to develop the 
City’s sewer user rate study. 

1.4.1 Establishing a Projected Time Frame 

Reviewing a multi-year period is recommended to identify any major expenses that may be on 
the horizon. The financial planning model developed by Atkins for the City contains a 5-year 
planning horizon.  

1.4.2 Establishing a Methodology and Approach 

The second step in determining the revenue requirement for the City was to decide on the basis 
of accumulating costs. For the City’s revenue requirements, a “cash basis” approach was 
utilized. For municipal utilities, the cash basis approach is the most frequently used 
methodology. Table 1-1 provides a summary of the cash basis methodology used to develop 
the sewer revenue requirement. 

Table 1-1 Overview of “Cash Basis” Revenue Requirement Methodology 

+ Operations and Maintenance 
+ Capital Replacement Reserve Funding 
+ Capital Projects Based on Rates 
= Total Revenue Requirement 
- Miscellaneous Revenues 
= Net Revenue Requirement from Rates 

In addition to the above cost components, some utilities may include a component for a “change 
in working capital” which is a use of, or additional funding for, operating or capital reserves. This 
component is either used to help mitigate the need for a rate adjustment, or to replenish 
operating and capital reserves. This is not the case for Coronado because adequate funds are 
held in reserve to fund the operations reserve.  

1.5 Cost of Service Analysis 
After the total revenue requirement is determined it is allocated to the users of the service. The 
equitable allocation of a utility’s cost is usually accomplished via a cost of service analysis. A 
cost of service analysis allocates cost in a manner that fairly reflects the cost relationships for 
producing and delivering services. 
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A cost of service study requires three steps: 

1. Costs are functionalized or grouped into the various cost categories related to providing 
service (for example for a sewer rate study costs are functionalized to customer, 
capacity, collection, and treatment).  

2. The functionalized costs are then classified to specific cost components. Classification 
refers to the arrangement of the functionalized data into cost components. Sewer utility 
costs are typically classified between fixed costs (costs required to maintain capacity 
and service levels in the sewage collection and treatment facilities) and variable costs 
(volume of flow and strength of wastewater). 

3. Once costs are classified into cost components, they are allocated to the customer 
classes of service (residential, commercial, etc.). The allocation is based on each 
customer class’ relative contribution to the cost component. Once costs are allocated, 
the required revenues for achieving cost-based rates can be determined. Average unit 
costs (cost-based rates) are also determined within the cost of service and can be used 
as a starting point for establishing final proposed rate designs. 

1.6 Designing Rates 
The final step of the comprehensive rate study process is the development of rates to collect the 
desired levels of revenues, based on the results of the revenue requirement and cost of service 
analysis. In reviewing rate designs, consideration is give to the level of the rates and the 
structure of the rates. Level refers to the amount of revenue to be collected, while structure 
refers to the way in which the revenue is collected (e.g. fixed versus variable costs). 

1.6.1 Rate Design Criteria 

Prudent rate administration dictates that several criteria must be considered when setting utility 
rates. Some of the rate design criteria are listed below: 

 Rates which are easy to understand from the customer’s perspective 
 Rates which are easy for the utility to administer 
 Consideration of the customer’s ability to pay 
 Continuity, over time, of the rate making philosophy 
 Policy considerations (encourage water conservation, economic development, etc.) 
 Yield the total revenue requirements 
 Provide revenue stability from month to month and year to year 
 Promote efficient allocation of the resource. 
 Equitable and non-discriminatory (cost based) 

It is impossible to achieve all of these rate design goals and objectives in a single rate. Given 
that, the rate design goals and objectives noted above need to be prioritized in order to be able 
to achieve the utility’s overall rate design goals and objectives. For the most part, a major focus 
should be on establishing rates which are cost-based, equitable to all classes of users and 
generate sufficient revenues from year-to-year 
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Section 2 
Development of the Sewer User Rate Study 

2.1 Introduction 
This section describes the development of the sewer rate study for the City. One of the 
objectives of the study is to develop cost-based rates using current industry standard guidelines. 
The City last performed a formal sewer rate study in April 1994. The recommended rates from 
the study for FY 1995 were adopted for all user classes except the Navy. The recommended 
rates for the Navy were never implemented and the rate in effect at that time has only been 
adjusted for inflation. In addition, the sewer user rates for all other user classes have not been 
increased since that time. In preparing rate studies where rates have not been adjusted for a 
lengthy period of time it is helpful to benchmark proposed cost of service rates against inflation 
adjusted rates. Inflation proportionally devalues the spending power of a user rate as the cost of 
goods and services have increased while the value of the user rate has decreased. Based on 
the San Diego Consumer Price Index inflation has increased by a factor of 1.64 since 1995 to 
the end of calendar year 2013. If this is applied to the City’s current single family rate of $31.64 
per month the current single family rate would be $52.53 per month. It should be noted that the 
single family rates recommended by this study are less than the cost of inflation adjusted rates.  

2.2 Determining the Sewer Revenue Requirement 
The sewer revenue requirement assumes the full and proper funding on a stand-alone basis 
needed to operate and maintain the system on a financially sound and prudent basis. The 
primary financial inputs in this process were the City’s accounting and billing records, capital 
plan, and budget. Following is a detailed discussion of the steps and key assumptions contained 
within the development of the City’s revenue requirement analysis. 

2.2.1 Determination of Time Period and Method of Accumulating Costs 

The initial step in calculating the revenue requirement for the City was to establish a “time 
period”, or time frame of reference for the revenue requirement analysis. As discussed in the 
Executive Summary, Atkins forecasted the City’s sewer revenue requirements for a 5-year 
period of FY 2015 to FY 2019.  

The second step in determining the revenue requirements for the City was to decide on the 
basis of accumulating costs. As noted in Section 1.4.2, a “cash basis” approach is typically used 
for this analysis.  
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Given a time period around which to develop the City’s revenue requirements, and a method to 
accumulate those costs, the focus now shifts to the development of the revenues and expenses 
for the sewer utility, and ultimately to the development of a 5-year financial plan.  

2.2.2 Capital Improvements 

In discussions with City staff the projected CIP for the next 5-years is $1.2 million per year. 
Thus, the average CIP of $1.2 million per year is included in the 5-year rate case.  

2.2.3 Projection of Operation and Maintenance Expenses 

O&M expenses are incurred by the City to provide sewer service to the City’s customers. O&M 
expenses are accounted for during the current year and are not capitalized or amortized over an 
extended period of years. For the purpose of forecasting O&M expenses, Atkins used the City’s 
adopted FY 2014 budget and projected budget to FY 2019 that was presented to the City 
Council in February 2014. 

The City groups its O&M expenses into categories including wages, benefits, professional 
services, utilities, materials and supplies, and other supplies necessary to maintain the City’s 
sewer collection system. Atkins reviewed escalation factors with City staff to use in budget 
forecasts for the future 5 years. The escalation factor used in this study is 2.5% per year for 
most O&M expenses, including San Diego Metro costs. 

The recommended rates for adoption contained in this report are based on the City’s FY 2014 
adopted budget with the following addition: 

 $938,962 for capital replacement reserve funding 

 $1.2 million annually for CIP 

The full breakdown of the projected FY 2015 to FY2019 budgets is included in Appendix A to 
this report. 

2.2.4 Determination of Collection versus Treatment Costs 

The projected FY 2015 to FY 2019 budgets was then broken into their major cost components. 
Figure 2-1 illustrates the budget allocations for the 5 years. 

The largest component of the City’s sewer budget is the cost to pay the City of San Diego 
Metropolitan Wastewater for treatment and disposal of the sewage generated by the City’s 
sewer customers. The remaining components of the budget are for O&M and CIP (including the 
replacement reserve) associated with the City’s collection system. The City’s collection system 
is a series of pipelines and pump stations that collects the sewage from each customer and then 
ultimately goes through the Tranbay pipeline under the bay where it joins the Metro system on 
Harbor Drive in downtown San Diego. The Navy shares in the O&M & CIP of the City’s 
collection system. However they pay the City of San Diego directly for sewage treatment and 
disposal. 
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Figure 2-1 FY 2015 to FY 2019 Budgets 

2.2.5 Summary of the Sewer Revenue Requirements 

The components of the City’s budget (treatment, O&M, and CIP) come together to develop the 
overall sewer revenue requirement for the City. In developing the final revenue requirement, 
consideration was given to the financial planning considerations of the City. In particular, 
emphasis was placed on attempting to minimize rates, yet still have adequate funds to support 
the required operational activities and capital projects throughout the planning period.  

The sewer financial planning model that Atkins developed for the City is designed to calculate 
the necessary overall adjustments to annual rate revenue in order to meet the City’s existing 
and future revenue requirements. Based on the revenue requirements described above Atkins 
calculated annual rate revenue adjustments that met the City’s goals.  

2.3 Sewer Cost of Service Analysis 
A cost of service analysis is a method to equitably allocate the total sewer revenue 
requirements to the various customer groups (classes of service) served by the utility. For the 
sewer cost of service study, the customer classes of service were defined as single family, 
multi-family, commercial users, and the Navy.  

The cost of service analysis process functionalized, classified and allocated the sewer revenue 
requirement to the customer classes in the manner in which the utility incurs the expense. When 
available, utility specific data was utilized. Where City specific data was not available, Atkins 
used industry standards for such things as BOD and TSS for sewage strengths. Table 2-1 
summarizes the estimated sewage flows and strengths of all user classes within the City. 
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Table 2-1 Customer Summary and Estimated Flows/Sewage Strength 
Units of Service and Loadings FLOW BOD SS 

User Group 

No. of 
Active 

Customers 
(EDU) 

 
(A) 

Total 
Flow 

(MGD) 

 
(B) 

Total 
Flow 
(HCF) 

(C) 
Annual 
Flow 

(MG/Year) 

(D) 
BOD 
User 

(MG/L) 

(E) 
Annual 

BOD Load 
(LBS/YR) 

(F) 
SS per 
User 

(MG/L) 

(G) 
Annual 
Load 

(LBS/YR) 
Single Family 4,502 1.1255  

 
410.81  200 685,204 200 685,204 

Multi-family 4,625 0.9250  
 

337.63  200 563,140 200 563,140 

Subtotal Residential 9,127 2.0505  0 748.43    1,248,344   1,248,344 

Commercial 474 0.1557  
 

56.85  130 61,631 80 37,927 
Small Restaurant 36 0.0055  

 
2.01  1,000 16,742 600 10,045 

Medium Restaurant 21 0.0146  
 

5.32  1,000 44,371 600 26,622 
Large Restaurant 16 0.0337  

 
12.30  1,000 102,583 600 61,550 

Hotel/Motel 1,832 0.1832  
 

66.87  310 172,875 120 66,919 

Boat Slips 56 0.0022  
 

0.80  200 1,339 200 1,339 
Schools 14 0.0169  8,253 6.18  130 6,697 100 5,152 

Laundromat 1 0.0027  1,328 0.99  150 1,243 110 912 

Hotel Del Coronado 1 0.0425  20,710 15.50  450 58,175 240 31,027 
Hospitals 6 0.0256  12,485 9.35  250 19,484 100 7,793 

Tidelands Port Authority 1 0.0017  839 0.63  130 681 80 419 

Navy NASNI 1 0.8480  
 

309.53  200 516,277 200 516,277 
Navy NAB 1 0.1816  

 
66.30  200 110,578 200 110,578 

Subtotal Non-Residential 2,460 1.5140  43,615 552.62    1,112,676   876,561 

TOTAL 11,587 3.5645  43,615 1,301.05    2,361,020   2,124,905 

 

2.3.1 Classification of Costs 

Classification determines why the expenses were incurred or what type of need is being met. 
The City’ accounts and revenue requirement were reviewed and classified using the following 
cost classifiers:  

 Capacity Related (Fixed) Costs for the City’s Collection System 

 Volume Related (Variable) Costs for the City’s Collection System 

 Strength Related (Variable) Costs for Payments to Metro 

2.3.2 Summary of the Cost of Service Results 

The City’s current rates and rate structure is based on a system of EDUs for most of the City’s 
customers that was developed in the 1994 study. Under this system one EDU equates to one 
single family residential customer with an assumed sewage gallonage of 250 gpd. All other user 
classes’ rates are established proportionally to the base EDU based on their assumed 
gallonage. The City has converted several commercial user classes to flow based rates based 
on their actual water usage. These user classes are laundromats, including the laundry at the 
Hotel Del Coronado, hospitals, and schools. The Navy is billed on a per million gallon basis for 
the City’s collection system O&M and CIP costs per contract. The Navy’s sewage flow is 
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measured at two points’ in the City’s collection system. The Navy pays the City of San Diego 
directly for Metro wastewater expenses for sewage treatment.  

During the course of this study the concept of converting all sewer customers to a flow based 
billing structure similar to the current structures for hospitals, laundromats, and schools was 
discussed. However, since the City bills on the property tax roll the water meters serving each 
parcel would have to be determined from billing information provided by Cal-Am Water, the 
City’s water purveyor. Due to the short timeframe for this Study it was decided that this could 
not be accomplished by the end of the year (2013). However City staff will pursue this project 
and have water use data for each parcel available for the next rate update. 

Thus the only rate structure changes were the incorporation of BOD into the City’s rate structure 
as required by the EPA. In 1994 when the last study was completed the City was only required 
to measure the strength of each user class in terms of total suspended solids. However, current 
industry standards require that the City now measure sewage strengths of their users in terms 
of BOD and TSS. This is a requirement of all Metro participating agencies due to the grants and 
low-interest loans that San Diego has received from the EPA. 

The EPA has established guidelines for BOD and TSS for all classes of users. This is important 
in a rate structure because higher strength sewage that contains more oils and greases such as 
that generated by a restaurant costs more to treat and these costs need to be recovered from 
users who are generating higher strength sewage. Table 2-2 summarizes the sewage strengths 
for each user classification in this Study. 

Table 2-2 Sewage Strengths by User Class 

User Class BOD in mg/l TSS in mg/l Combined 

Single Family 200 200 400 
Multi-Family 200 200 400 
General Commercial 130 80 210 
Restaurants 1000 600 1,600 
Hotel/Motels 310 120 430 
Schools 130 100 230 
Laundromats 150 110 260 
Hotel Del Commercial Laundry 450 240 690 
Hospitals 250 100 350 
Navy 200 200 400 
mg/l = milligrams per liter 
TSS = Total Suspended Solids 
BOD = Biochemical Oxygen Demand 

It is sometimes easier to understand the relationships of sewage strengths and billing rates 
when viewed graphically. Figure 2-2 shows the combined sewage strengths of five major 
classes of users that are used in the commodity rate determination. 
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Figure 2-2 Sewage Strengths for Commodity Rates 

 

 

2.3.3 Final Rate Design 

The formula for the City’s sewer user rates for all customers except the Navy is as follows: 

 O&M, CIP, and Replacement Collection System Costs/Flow + Metro Costs/Flow and 
Strength 

 As discussed earlier the Navy pays San Diego Metro directly so they only participate in 
the City’s collection system costs. 

 Based on the billing formula and the cost of service analysis the following rates (Table 2-
3) for FY 2015 to FY2019 were developed. 
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Table 2-3 Recommended Sewer User Rates 

Current FY15 FY16 FY17 FY18 FY19 
Flat Rates (Monthly) 
Single Family $31.64 $45.81 $46.52 $47.24 $47.98 $48.75 
Multi-family $25.31 $36.65 $37.21 $37.79 $38.39 $39.00 
Commercial $34.75 $55.67 $56.45 $57.26 $58.08 $58.94 
Small Restaurant $29.58 $41.21 $42.06 $42.93 $43.81 $44.73 
Medium Restaurant $146.08 $187.25 $191.09 $195.02 $199.06 $203.21 
Large Restaurant $415.81 $568.19 $579.84 $591.78 $604.04 $616.62 
Hotel/Motel $11.00 $18.52 $18.81 $19.10 $19.41 $19.72 
Boat Slips $4.87 $7.20 $7.31 $7.42 $7.54 $7.66 

Flow Based Rates (Per HCF) 
Schools $2.37 $4.21 $4.27 $4.33 $4.39 $4.46 
Laundromat $2.37 $4.26 $4.32 $4.38 $4.45 $4.52 
Hotel Del Coronado $2.37 $5.02 $5.11 $5.19 $5.28 $5.38 
Hospitals $2.37 $4.42 $4.48 $4.55 $4.62 $4.69 
Tidelands Port Authority $2.37 $4.17 $4.23 $4.29 $4.35 $4.41 

Navy Rates Per MG 
Navy NASNI $1,358.43 $3,421.10 $3,449.05 $3,477.73 $3,507.45 $3,538.46 
Navy NAB $1,358.43 $3,421.10 $3,449.05 $3,477.73 $3,507.45 $3,538.46 
Navy Annual $1,285,734 $1,296,241 $1,307,018 $1,318,187 $1,329,841 
Note: Navy rates are from the collection system model 

2.4 Conclusions and Recommendations 
The goal of the City is update their sewer user rates based on current cost of service and to 
allocate costs equitably to all user classes. The recommended rate structure update achieves 
these goals and includes the funding of a replacement reserve to insure that renewal and 
replacement projects can proceed as repairs are needed without large rate spikes. Table 2-3 
summarizes the proposed rates for the next 5 years. The recommendations from this study are: 

 Formally establish a capital replacement reserve and fund from rates annually

 Formally establish an operating reserve based on a target of 6 months of O&M and CIP
expense and fund from current reserve balances

 Implement  the 5-year sewer rate case

 If the 5-year rate case is adopted update the sewer user rates in this rate case in 2 years
based on Metro costs and the City’s completed master plan

 Proceed with matching the water meter to each parcel so that in 2 years flow based
rates for all users can be developed and if determined to be a more equitable rate
structure then could be implemented.

 Open negotiations with the Navy to insure that they are paying their full cost of service.
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Figure 2-3 provides a summary of Metro agencies 2014 sewer user rates that was prepared by 
the Otay Water District for Metro TAC. Coronado’s current and 2015 proposed sewer rates are 
highlighted in yellow. It should be noted that by the time Coronado implements the 2015 
proposed rates the majority of the other agencies will have increased their rates as well. 

 

Figure 2-3 Metro Agency 2014 Sewer User Rates 
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APPENDIX A 
OUTPUT FROM SEWER RATE MODEL 
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