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Staff Report   
City of Manhattan Beach 

  
 

TO:  Honorable Mayor Montgomery and Members of the City Council 
 
THROUGH: Geoff Dolan, City Manager 
 
FROM: Jim Arndt, Director of Public Works 
  Bruce Moe, Director of Finance 
  
DATE: February 17, 2009 
 
SUBJECT: Award of Professional Services Contract to FCS Group in the net amount of 

$89,720 for the Water and Sewer Rate Analysis 
 
 
RECOMMENDATION: 
Staff requests that the City Council pass a motion to approve the award of a professional services 
contract to FCS Group in the net amount of $89,720 for the Water and Sewer Rate Analysis. 
 
FISCAL IMPLICATION: 
The City had budgeted $100,000 for the completion of the analysis in the City’s 2008-2009 
Capital Improvement Program. 
 
DISCUSSION: 
The City is responsible for reviewing and setting utility rates for both water and sewer operation 
and infrastructure replacement.  In order to provide sustainability to the utility, it is essential that 
rates periodically be evaluated to ensure proper charges are assessed to various user classes and 
that all operations, infrastructure, and reserves are adequately funded (last rate review occurred in 
1994).   
The utility rates have several concurrent and significant issues that may potentially place demands 
on the rates and the sustainability of the system(s), including: 
 
Utility Master Plan Study 
The City is currently under contract with AKM Consulting Engineers for a Utility Master Plan 
Study.  Included in the AKM Scope of Work (City Council agenda – August 5, 2008), is their 
calculation of both the water and sewer systems replacement values and condition.  Given the age 
of the systems, it is crucial to determine the level of infrastructure construction required to maintain 
the system.  The City currently expends up to $850,000/year for replacement of water ($500,000) 
and sewer ($350,000) system infrastructure.  Based on an estimated replacement value of 
$200,000,000, an 80-year asset life, and provided the condition of the system is “adequate,” 
$2,500,000/year of investment would be required to provide sustainability of the system.  Results 
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of the AKM Master Plan Study will aid the City to determine what the actual condition the system 
is in, as well as the revenues needed to establish sustainability. 
 
Revenue Levels and Policies 
Currently, utility reserves serve the purpose of providing back up for increased operational costs, 
infrastructure funding, and reserves for unforeseen circumstances.  Reserves are generated through 
utility rates and interest rates earned from utility cash assets.  Although the Water Utility has had 
seemingly adequate reserves, the past year yielded a $489,873 net operating loss to the water 
utility, thus reducing reserves.  It is projected that given significant increased operational costs 
(wholesale water costs, etc.) no funding of capital infrastructure will be possible after 2009-2010 
unless rates are raised to cover costs.  Similarly, capital funding will not be available for 
wastewater infrastructure construction. 
 
Review of reserves and the policies surrounding the utility will aid the City in the fundamental 
planning necessary to ensure sustainability. 
 
Water Shortage Impacts 
The City’s prime source of water is the Metropolitan Water District (MWD).  In preparation for the 
current water shortage and the increased costs of procuring water, MWD has alerted wholesale 
agencies that 2009-2010 water rates will increase by 21%, with subsequent increases likely to be in 
that range.  Additionally, if water allocation reductions are adopted, the City could face severe 
penalties for not meeting allocation reductions established.  Given the various permutations that 
may occur with consumer cutbacks, increased penalties to the City for non-compliance, wholesale 
costs could more than double from current costs.  Added to the unpredictability of the rate revenue 
stream is the response by users in reducing their water use, thereby decreasing revenue.  
Wastewater revenue will also be impacted by reduced water consumption, as wastewater user fees 
are based on water use. 
 
Finally, the City will review establishing a tiered rate approach to rates to incent water 
conservation.  Impacts of such rate structure on water use and revenue generation adds to the 
vulnerability of water/sewer rates. 
 
Consultant Selection 
The city issued an RFP to consultants familiar with water and sewer rate analysis studies for the 
proposed Utility Rate Analysis.  Nine proposals were received from which three consultants (FCS, 
HDR, and Kennedy/Jenks) were selected for an interview and further in depth analysis. 
 
The general Scope of Work for the consultant’s proposal included: 
 

1. Policy Framework:  Identify, analyze, and agree on key policy issues such as: 
a. Financial management policies (reserves, capital funding strategies, etc.) 
b. Rate policy issues (rate structure objectives and alternatives). 
 

2. Long Range Fiscal (Revenue Requirement) Models:  Develop long term forecasting 
models to ensure the fiscal health of the City’s water and wastewater utilities: 

a. Forecast of revenues and expenditures. 
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b. Establish revenue requirement. 
3. Documentation:  Prepare a report summarizing findings and recommendations; develop a 

model user guide to facilitate use of work product by City Staff. 
 
4. Summary of Rate Policy Recommendations:  A key product of the analytical effort will 

be a set of policy recommendations that will facilitate informed and financially 
responsible decisions by City Staff and policy makers.  Topics included in a series of 
issues papers shall include:  

a. Repair and replacement funding. 
b. Reserve funding. 
c. Financial performance standards. 
d. Capital funding strategies. 
e. Utility overhead analysis. 

Each issue paper shall be dedicated to each of the above key issues and shall outline and 
analyze the key issues and offer recommendations. 

 
5. Meetings To Attend: At a minimum, the Consultant shall attend the following 
      meetings on-site: 

• Kick off meeting with City staff. 
• Review of rate policy recommendations with City Manager and key staff. 
• Review rate structure with staff, and environmental task force sub-committee. 
• Review preliminary recommendations with City Manager, staff, and Council sub-

committee. 
• Presentation of rates and policy recommendations to the City Council. 
• Training for running rate model. 

 
A selection committee consisting of Tim Lilligren (City Treasurer), Bruce Moe (Finance Director), 
and Jim Arndt (Public Works Director) held the consultant interviews.  The proposals were 
evaluated based on the strength of the proposed project team with respect to the firms’ experience 
with projects of this nature, the understanding of key issues involved, anticipated level of effort for 
the different tasks, and the overall project schedule.  The selection committee is recommending 
awarding the contract to FCS Group for the following reasons: 

 
1. Excellent experience on similar projects. 
2. Identification and understanding of key project issues. 
3. Appropriate level of staffing for the size and complexity of the project. 
4. Scope of work was thoroughly outlined with a good understanding of the level of 

effort required to complete the project in a timely manner. 
5. Exceptional communication skills necessary to present complex portions of Scope 

of Work to various committees and task forces that will review the product. 
 
All work in the FCS contract is expected to be completed by July 1, 2009 and will assist the City in 
rate review/adjustment for the 2009/10 City budget. 
 
As noted in the “Recommendation” section of the report, staff is recommending awarding the 
contract to FCS Group in the net amount of $89,720.  All fee proposals were submitted under 
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separate cover and not used in the consultant selection.  Proposal costs for the other finalists were 
$72,200 for Kennedy/Jenks, and $123,755 for HDR.   
 
Attachment:  Consultant Contract 


































