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Section 1 

EXECUTIVE SUMMARY 

The San Diego County Water Authority (Water Authority or SDCWA) is a public agency serving 

the San Diego region as a wholesale supplier of water. The Water Authority's mission is to 

provide a safe and reliable supply of water to its 24 member agencies. The Water Authority 

purchases water from the Metropolitan Water District of Southern California (MWD) and obtains 

and produces additional supplies pursuant to agreements commonly referred to as the 

Quantification Settlement Agreement (QSA). The Water Authority also has a water purchase 

agreement with Poseidon Resources, LLC, for desalinated water produced at Poseidon’s 

Carlsbad Desalination Plant. 

In summer 2019, the Water Authority issued a request for Cost of Service proposals and engaged 

Carollo Engineers, Inc. (Carollo) to perform a Cost of Service Study to review, calculate, and 

validate the proposed Calendar Year (CY) 2021 water rates and charges, and subsequently the 

CY 2022 water rates and charges. In meeting this scope, Carollo reviewed and updated the 

existing CY 2020 rate analysis and reviewed the Water Authority’s existing cost of service 

methodology and financial model for compliance with American Water Works Association 

(AWWA) cost of service standards, industry best practices, Board policies, as described in Report 

Section 2.3, and California legal requirements, as described in Report Section 2.4. Together, 

these establish the cost of service standard that is referenced throughout this report. 

Based on Carollo’s independent review, Carollo has determined that the amount of money 

reasonably anticipated to be generated through the Water Authority’s proposed CY 2022 water 

rates and charges, when combined with other Water Authority revenues, is reasonable to 

recover the costs of the Water Authority’s activities. This is consistent with the findings of 

Carollo’s previous Cost of Service Reports (2014, 2016, 2018, 2020, and 2021). It is Carollo’s 

professional opinion that the Water Authority’s allocation of rates and charges to each of the 

member agencies bears a fair, reasonable, and logical relationship to each member agency’s 

burdens on or benefits from Water Authority services. This allocation complies with legal 

requirements, cost of service standards, industry best practice, and Board policy requirements, 

as discussed in this report. 

1.1   Rates and Charges 

The Water Authority imposes several different types of water rates and charges that are 

collected from the member agencies. These include volumetric commodity rates that are 

collected monthly per unit of metered water delivered to each agency (supply, transportation, 

and treatment rates) and service charges that are apportioned among the member agencies 

according to their respective three or five-year rolling average of water purchases from the 

Water Authority (three years for customer service and storage and five years for supply reliability 

charges). Volumetric water rates are set as a unit price per acre-foot for actual water delivered. 

Customer service and storage charges recover costs for facilities and services that are provided 

generally and are apportioned in a manner that is designed to account for moderate annual 
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fluctuations in water demands and demand patterns commonly resulting from weather 

conditions and conservation requirements.1 

In addition to these water rates and charges, the Water Authority recovers at least 25 percent of 

fixed annual expenditures through a combination of ad valorem property taxes, water 

availability standby charges imposed on properties within the Water Authority’s service area, 

and an Infrastructure Access Charge (IAC). The IAC is an annual service charge imposed on 

member agencies and apportioned based on their respective total connected meter capacity, a 

measure of an agency’s potential to take water from the Water Authority. 

The Water Authority also imposes System Capacity and Treatment Capacity Charges on users 

that obtain new or updated water meters. These charges fairly and reasonably recover the costs 

associated with providing additional system capacity for new users. In addition, the Water 

Authority collects additional revenues through the Standby Availability Charge and property 

taxes. A description of each water rate and charge category is as follows: 

 Customer Service: The Customer Service charge is a commodity-based fixed charge set 

to recover costs that are necessary to support the functions of the Water Authority, 

develop policies, and implement system-wide programs. 

 Storage: The Storage charge is a commodity-based fixed charge set to recover costs 

associated with the Emergency Storage Program (ESP) and Carryover Storage 

Program (CSP). The ESP and CSP are a system of reservoirs, interconnected pipelines, 

and pumping stations designed to make water available to the San Diego region in the 

event of an interruption in imported water deliveries and, in the case of the CSP, provide 

operational flexibility and drought protection. 

 Supply Reliability Charge: The Supply Reliability Charge is a commodity-based fixed 

charge established to recover a portion of the Carlsbad Desalination Plant and the IID 

transfer water costs. The charge is set equal to the difference between the supply cost of 

reliable local sources and a like amount of water purchased at the MWD Tier 1 rate 

multiplied by 25 percent and apportioned according to a five-year rolling average of 

water purchases. 

 Supply: The Supply rate is a volumetric charge that recovers the cost of water supply 

incurred by the Water Authority including the full cost of purchase of water from MWD 

at the delivery point, payments to the IID for transfer of conserved water, costs 

associated with obtaining conserved water from the Coachella and All-American Canal 

Lining Projects, costs of MWD wheeling for non-MWD water supplies (e.g. QSA supply 

exchange costs), other costs associated with acquisition of supplies and implementation 

of the QSA, and supply and acquisition costs related to the Poseidon water purchase 

agreement associated with the Carlsbad Desalination Project. 

 Transportation: The Transportation rate is a volumetric charge set to recover capital, 

operating, and maintenance costs of the Water Authority’s water delivery facilities 

including all facilities used to physically transport the water to member agency meters.2 

                                                                    
1 Customer Service Charge allocation excludes member agency wheeled water. 
2 Costs associated with facilities covered by the East County Facility Agreements are not included in 
Transportation but relate to treatment services in connection with the Helix Water District’s Levy 
Water Treatment Plant and are recovered through the Treatment rate. 
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 Treatment: The Treatment rate is a volumetric charge designed to recover the cost of 

treating water. The Melded Municipal and Industrial (M&I) Treatment Rate includes the 

costs of purchasing treated water from MWD, the operating and capital costs associated 

with the Water Authority’s agreement with Helix Water District’s Levy Water Treatment 

Plant, operating costs associated with the Olivenhain Treatment Plant, and the 

operating and capital costs associated with the Twin Oaks Valley Treatment Plant. 

1.2   Water Authority Rate-Setting Process 

The Water Authority develops proposed rates and charges on an annual basis, which it presents 

to the Board of Directors for adoption. Each year, the Water Authority undertakes the following 

cost of service process to determine water rates and charges: 

 

The Water Authority’s methodology and application remain consistent with the AWWA cost of 

service guidelines, as well as existing Board policies and legal requirements stated herein. Rates 

are designed to recover all direct, indirect, and other costs of providing water and water services 

that are not recovered through other revenues such as taxes, assessments, or other charges. 

Throughout the process, the Water Authority identifies major cost drivers and allocates them to 

specific rate and charge categories. 

1.3   Carollo Independent Review Process 

Carollo independently performed Steps 1 through 4 above when evaluating the proposed 

CY 2021 rates and charges. The purpose of this cost of service process is to: (1) identify which 

costs are recovered through water rates and charges; (2) allocate the Water Authority costs to 

functional rate categories; (3) update the rates and use of offsetting revenues to fairly and 

reasonably recover system expenditures from member agencies; and (4) appropriately calculate 

non-commodity revenues. 
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In order to determine the costs to be recovered by water rates and charges, Carollo relied upon 

cost projections, reserve requirements, and revenue policies provided by the Water Authority. 

Source data for this review included the Fiscal Year (FY) 2021, 2022, and 2023 cost projections 

provided by the Water Authority’s Finance Department, the 2020 Comprehensive Annual 

Financial Report (CAFR), debt service schedules and bond official statements, Board policy 

documents, and summary outputs from the Water Authority’s rate model. Additionally, Carollo 

worked with the Water Authority’s Finance staff to review the cost of service methodology and 

process. 

In Carollo’s previous Cost of Service reviews, Carollo conducted interviews with select divisions 

within the Water Authority to discuss the functional allocation approach and metrics for 

assigning operating costs to rate categories. While the overall percentages will change from 

year-to-year, the Water Authority’s allocation approach remains consistent and continues to be 

valid. As part of the FY 2022 and FY 2023 budget development process, Water Authority staff 

updated these internal allocations to reflect any forecasted change in service or operations. 

The details of this analysis are presented within the body of this report. 

1.4   Summary of Findings 

The Water Authority has developed a clear and defensible process to allocate system 

expenditures to rate categories and fairly and reasonably recover those expenditures from 

member agencies. The analysis performed by Carollo confirms that the Water Authority’s cost of 

service approach and the proposed CY 2022 rates and charges as determined in this report 

comply with cost of service principles, industry best practices, and applicable legal requirements. 

Based on Carollo’s independent review and rate development, the proposed CY 2022 cost of 

service water rates and charges are illustrated in Table 1 below. 

Table 1 Summary of Proposed CY 2022 Water Rates and Charges 

Water Rates and Charges 

Customer Service Charge   $25.6M  

Storage Charge   $60.0M  

Supply Reliability Charge   $39.3M  

Melded M&I Supply Rate  $1,009/AF 

Melded M&I Treatment Rate  $310/AF 

Transportation Rate   $173/AF  
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Section 2 

INTRODUCTION 

Carollo conducted an independent review of the Water Authority’s CY 2022 water rates and 

charges. The purpose of this Cost of Service Study is to calculate and affirm the proposed 

CY 2022 water rates and charges consistent with cost of service principles and the AWWA M1 

guidelines, Board policy, and legal requirements. The results of this study are outlined within the 

body of this report. 

The cost of service and rate development review process consists of the following steps: 

 

Based on this study review and in Carollo’s professional opinion, the Water Authority’s CY 2022 

rates and charges are consistent with AWWA cost of service principles, Board policies, and legal 

requirements, and appropriately recover costs from member agencies as described herein. 

2.1   Background on Existing Rates and Charges 

The Water Authority sets water rates and charges, which, when combined with other revenues, 

are sufficient to pay operating expenses, provide for maintenance and repair of facilities, provide 

for payment of principal and interest on debt, and provide reasonable reserves consistent with 

bond covenants and sound fiscal management. As a public agency, the Water Authority sets 

rates and collects other revenues to meet all reasonably anticipated costs of its operations as 

required by law. 
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On June 27, 2002, the Water Authority adopted Ordinance No. 2002-03 establishing the current 

revenue structure, which consists of ad valorem property taxes, including payments of member 

agencies in-lieu of taxes; a Water Standby Availability Charge levied pursuant to §5.2 of the 

County Water Authority Act; an Infrastructure Access Charge imposed on member agencies as a 

condition of maintaining connections to Water Authority facilities; a capacity charge levied 

pursuant to §5.9 of the County Water Authority Act; and rates and charges for delivery and 

supply of water, use of facilities, and provision of other services. This revenue structure is 

reflected in §5.00.050 of the Water Authority Administrative Code. 

The June 2002 Board action unbundled the then uniform commodity rate, creating separate 

commodity rates and charges for customer service, storage, supply, and transportation. This 

action was the result of a multi-year work effort involving the member agencies, Water Authority 

staff, and consultants. The unbundled rates and charges took effect January 1, 2003. With the 

development of the Twin Oaks Water Treatment Plant, treatment was later added as the final 

functional rate category in 2006. In March 2015, the Board added a Supply Reliability Charge, as 

described in this report. Most recently in June 2021, the Board adopted a Permanent Special 

Agricultural Water Rate (PSAWR) to correspond to a lower level of water supply reliability for its 

participants. 

2.2   Criteria for Findings and Recommendations 

To confirm the appropriateness and general application of AWWA cost of service principles, 

Board policies, and legal requirements, Carollo applied the following framework throughout the 

review: 

 Does the cost allocation approach result in a fair, reasonable, and quantifiable 

connection between the cost of services made available and the benefits received by 

each ratepayer? 

 Do the rate structures effectively and appropriately recover the allocated costs from 

each ratepayer? 

 Is the allocation approach and methodology consistent with standards established in the 

AWWA M1 manual, meet Board policies, and adhere to applicable legal requirements? 

 Have the policies and standards been applied consistently by the Water Authority? Is it 

likely that the allocation approach will be appropriate for use by the Water Authority in 

the future? 

 Are there issues or processes that may be appropriate to highlight for possible financial 

review? 

The review presented in this report applies these criteria to the existing revenue requirement and 

water rate and charge methodology utilized by the Water Authority. 

2.3   Key Governing Board Policies 

In setting its rates and charges, the Water Authority must first meet cost of service 

requirements, in which rates and charges may not exceed the reasonable cost of providing the 

services, as well as clearly demonstrate the nexus between the costs allocated and services 

provided to customers. As this requirement is achieved, the rates must also adhere to adopted 

Board policies, which serve as the basis for the determination of the total revenue requirement 

as well as the proportion of the revenue requirement to be recovered by fixed charges and 

variable commodity rates. Several key Board policies are highlighted below and can be found in 

the appendix of this report. 
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2.3.1   Infrastructure Access Charge 

In 1998, under Resolution No. 98-26, the Board established the IAC. The intent of the IAC is to 

provide the Water Authority with a more appropriate balance of fixed and commodity revenues. 

Prior to the implementation of the IAC, the Water Authority had a greater dependency on 

variable revenues that fluctuated with demand and did not adequately align with the existing 

cost structure. As such, the IAC was designed to be independent of commodity sales and the 

new business development cycle and generate a minimum 25 percent ratio of fixed revenues to 

fixed expenditures. Resolution No. 98-26 is included as Appendix A. 

2.3.2   Ordinance No. 2002-03 

Following development and implementation of the IAC, the Water Authority reviewed and 

redesigned the existing rate structure in 2002. Ordinance No. 2002-03 transitioned the rate 

structure from a historical unit price ("postage stamp") water rate to assigning the revenue 

requirements to functional categories. The rate structure was split into fixed and variable 

components. The fixed water rate categories are comprised of the Storage and Customer 

Service charges. The variable water rate categories encompass the Transportation, Melded M&I 

Treatment, and Melded M&I Supply rates. This transition further aligned the Authority’s 

expenditure and cost recovery nexus. The ordinance in its entirety is included as Appendix B. 

2.3.3   Financial Management Amendment (2006) 

In 2006, following the recommendations of the Rate Model Workgroup (RMWG) and 

Administrative and Finance Committee, the Board amended the Water Authority’s financial 

policies regarding the Rate Stabilization Fund (RSF) and Debt Service Coverage Ratio (DSCR). As 

part of the amendment, the Board established a target funding level for the RSF that better 

protects the Water Authority against the financial impact of 2.5 years of wet weather (3.5 years 

max) where water sales are moderated. In addition, it established a target DSCR of 1.50x, which 

is above the minimum legal bond covenant of 1.20x. 

The overall benefits of the amendment include reduced rate volatility, increased protection 

against wet weather, a transparent and flexible RSF framework, and increased cash funding of 

the Capital Improvement Program (CIP). The RSF also provides a mechanism for rate smoothing 

and source of emergency funding, as necessary. Furthermore, it strengthened key financial 

ratios—higher debt service coverage ratio, decreased debt ratio, and increased cash days— to 

support the maintenance of the Water Authority’s AA+ credit ratings and access to lower 

borrowing rates. The Board Action, implementing the RMWG Financial Policy Proposal, is 

included as Appendix C. 

Based on a recommendation stemming from the CY 2019 Rate Study, the Water Authority 

Board approved Ordinance No. 2018-03 to update the RSF methodology to better align with 

current water demand conditions and continued improvements in water use efficiency. 

2.3.4   Fiscal Sustainability Task Force (2015 & 2019) 

In 2014, the Board created the Fiscal Sustainability Task Force (FSTF). Over an 18-month 

collaborative process, the FSTF identified issues related to the long-term fiscal sustainability of 

the Water Authority. Central to this effort was a detailed review of the Water Authority’s 

revenue structure and evaluating potential enhancements that would further strengthen the 

Water Authority’s future fiscal health.  
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The resulting and approved recommendations included: (1) the creation of the Supply Reliability 

Charge, as defined in the A&N Technical Services memorandum to the Water Authority’s rate 

and charge structure; (2) the allocation of non-commodity revenues to all rate and charge 

categories including treatment, as recommended in the 2014 Cost of Service Report; (3) the 

permanent application of the debt and equity payments for the Carlsbad Desalination Plant to 

the Supply Rate; and (4) the extension of the Transitional Special Agricultural Water Rate 

Program through December 31, 2020.  

In June 2019, the Board adopted the General Manager’s Recommended Budget for Fiscal Years 

2020/2021. The Board action was modified and adopted to include the reconstitution of the 

FSTF. In July 2019, the FSTF was established and comprised of a mix of Member Agency 

Managers and Water Authority Board Members.  

Between August 2019 and February 2020, the FSTF met on ten occasions.  Over this period, the 

task force discussed a myriad of topics focusing on Transitional Special Agricultural Water 

Rate (TSAWR), the IAC policy, the fixed/variable charge mix, roll-off and detachment impacts, 

and MWD rates. To better frame these discussions, subject matter experts presented key data 

and responded to FSTF input and questions. 

From this discussion and analysis, the task force provided two recommendations for Board 

consideration including the 2nd year of the forecasted IAC ramp up be included in the CY 2021 

Rates and Charges and that the TSAWR be made permanent. In November 2019, the Board 

directed staff to (1) create a Permanent Special Agricultural Water Rate (PSAWR) Program and 

(2) that the 2nd year ramp up of IAC be incorporated in the CY 2021 Rate and Charges. 

In late 2020, the FSTF was dissolved and replaced by the Financial Strategy Work Group (FSWG). 

While the name changed, the FSWG is a clear successor to the FSTF. The FSWG has provided 

input into the FY 2022 and FY 2023 Budget, CY 2022 Rates and Charges, and 10-year Capital 

Improvement Plan. The FSWG will continue to work with staff as the 2021 LRFP is developed.  

2.4   Overview of Legal Cost of Service Requirements 

The Water Authority’s rates must adhere to California constitutional and statutory requirements. 

California law requires agencies imposing water rates and charges to demonstrate a nexus 

between the cost of providing services and the service or benefits received. 

Beyond the cost of service requirements imposed by the constitution and general statutory law, 

the Water Authority must also adhere to the County Water Authority Act. Section 7 (j) of the 

County Water Authority Act states that the “board of directors, so far as practicable, shall fix 

such rate or rates for water as will result in revenue which will pay the operating expenses of the 

authority, provide for repairs and maintenance, and provide for the payment of interest and 

principal of the bonded debt.” The revenue requirement (e.g., “costs”) described in this report is 

grounded on this statutory requirement, the Water Authority’s General Resolution, and sound 

fiscal management. These costs are then apportioned to the member agencies through the 

allocation of fixed charges and variable rates described in the adopted rate structure according 

to service function. The apportionment is accomplished in accordance with standards 

established by California law, including the provisions summarized below, which, while 

paraphrased, essentially describe the same cost of service standard. 
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2.4.1   Proposition 26 

This proposition was adopted by the voters in November 2010. Among other things, it amended 

California Constitution article XIII C, Section 1 to add a definition of “tax.” As defined by 

Proposition 26, a tax means “any levy, charge, or exaction of any kind imposed by a local 

government” with certain enumerated exceptions.  

There are two applicable exceptions: 

 The exception for a “charge imposed for a specific benefit conferred or a privilege 

granted directly to the payor that is not provided to those not charged, and which does 

not exceed the reasonable costs to the local government of conferring the benefit or 

granting the privilege,” and 

 The exception for a “charge imposed for a specific government service or product 

provided directly to the payor that is not provided to those not charged, and which does 

not exceed the reasonable costs to the local government of providing the service or 

product.” 

Proposition 26 establishes that: “The local government bears the burden of proving by a 

preponderance of evidence that a levy, charge, or other exaction is not a tax, that the amount is 

no more than necessary to cover the reasonable costs of the governmental activity, and that the 

manner in which those costs are allocated to a payor bear a fair or reasonable relationship to the 

payor’s burdens on, or benefits received from, the governmental activity.” 

2.4.2   Government Code Section §50076 

This section of the Government Code was adopted in 1979, following the adoption of 

Proposition 13 in 1978. It provides that special taxes “shall not include any fee which does not 

exceed the reasonable cost of providing the service or regulatory activity for which the fee is 

charged.” 

2.4.3   Government Code Section §54999.7 

This is another section that grounds public agency rate-setting on cost of service principles and 

states that fees “for public utility service, other than electricity or gas, shall not exceed the 

reasonable cost of providing the utility service.” It also provides that the fees will be “established 

in consideration of service characteristics, demand patterns, and other relevant factors.” 

2.4.4   County Water Authority Act Section 5 (13) 

This provision of the County Water Authority Act provides that in setting rates, “the board may 

establish reasonable classifications among different classes and conditions of service, but rates 

shall be the same for similar classes and conditions of service.” 

The Water Authority’s General Counsel has advised Carollo that this provision requires that rates 

be non-discriminatory and that differences in rates or rate apportionment be based on service 

differences, such as with the non-allocation of storage charge to agricultural customers. The 

General Counsel has also advised that this section may be construed consistently with the 

Constitutional and statutory cost of service requirements described above. 
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2.5   Overview of Generally Accepted Rate-Setting Standards 

In addition to formal Board policies and objectives, the AWWA 

established a general set of principles used to guide the 

development of water rates. These principles were developed and 

published in the AWWA M1 Manual – Principles of Water Rates, Fees, 

and Charges (M1 Manual). These guiding principles outline a 

consistent, universal approach and minimum standard that is 

employed by most agencies when setting rates and charges. 

The M1 Manual denotes that there is no prescribed single approach 

for establishing cost-based rates. Rather, agencies must exercise 

judgment to align rates and charges with local conditions and 

requirements, as well as applicable state law. 

These guidelines, along with applicable California law, the Board’s policies, and industry best 

practices have been utilized within the Water Authority’s rate-setting framework to help develop 

water rates and charges that are cost based and fairly, reasonably, and lawfully quantified and 

allocated to comply with the legal requirements outlined in Report Section 2.4. Throughout this 

report, compliance with industry standards shall refer to the AWWA M1 Manual and industry 

best practices. 

2.6   CY 2022 Rate Drivers and Mitigation Strategies 

Various supply and financial components comprise the need to increase rate revenues under the 

proposed CY 2022 rates, and the Water Authority has instituted numerous levers in order to 

mitigate substantial increases. Continued increases from MWD, impacts of historical rate 

smoothing, and water sales below historical levels are some of the key drivers behind the 

proposed CY 2022 rates.  

Similar to last year, the Water Authority made strategic moves in the debt market. In April, the 

Water Authority completed a series of bond refundings that will save ratepayers $48 million. This 

action is the latest in a long series of debt refinancing moves that help reduce the cost of critical 

water infrastructure investments.  

Besides refinancing debt, the Water Authority continues working on several fronts to save 

money for ratepayers and reduce upward pressure on rates from forces outside the agency’s 

control. Water Authority court victories recently generated $44.4 million in refunds for member 

agencies and prevented tens of millions of dollars in additional charges. In addition, the Water 

Authority has rescheduled capital projects, deferred equipment replacement, and left several 

staff positions vacant to reduce overhead while maintaining supply reliability. Those efforts 

allowed the agency to identify $44.5 million in budget savings this fiscal year, while evaluating 

similar opportunities for next year. 

The Water Authority has saved ratepayers more than $278 million with bond refundings over the 

past decade, lowering the cost of borrowing for major capital projects that help to ensure water 

supply reliability, particularly during dry years like 2021. Despite the economic recession and 

challenges from the global pandemic, during the last two years the Water Authority has saved a 

total of $130 million. 
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Section 3 

REVENUE REQUIREMENTS 

A revenue requirements analysis defines the annual system revenue needed to be recovered 

through water rates and charges. The revenue requirement is typically derived from five 

components: Operations and Maintenance Expenditures, Annual Debt Service, Policy 

Requirements and Coverage, Capital Expenditures, and Offsetting Revenues. 

Table 2 outlines the Water Authority’s CY 2022 revenue requirements. 

Table 2 Revenue Requirements Summary (in $ millions) 

Revenue Component CY 2022 Total Description 
Report 
Section 

Operating Costs $59.49  
The Operating Department's Budget funds 

the day-to-day operations of the Water 
Authority.  

3.1 

Equipment & 
Replacement  

$3.42 
Funds the replacement of equipment such 

as vehicles or software 
3.1 

Debt Service 
(LTD + STD) 

$116.43  
The Water Authority uses debt to fund 

capital and refund previous debt. Excludes 
planned cash defeasance 

3.3.1 

Offsetting Revenues $(101.28) 

Additional revenues generated from 
sources outside traditional water rates and 

charges are applied as a credit to reduce 
required rates and charges revenues. 
Includes the IAC, standby availability 

charges, system and treatment capacity 
charges, property taxes, interest earnings, 

and miscellaneous revenues. 

3.4 

Operating Rev. Req. 
Before Coverage 

$78.06  
Revenue requirements associated with the 

Water Authority’s operating costs, debt 
service, and offsetting revenues. 

 

Misc. Cost Recovery $9.63  

Miscellaneous Cost Recovery includes 
seepage and evaporation, recovery of 

working capital for the San Vicente dam 
raise, local supply development, and Twin 

Oaks Valley WTP reimbursement 

3.2 

Rev. Req. Before 
Coverage 

$87.70  
Revenue requirements including 

miscellaneous cost recovery. 
 

Remaining Coverage 
and Reserve Driven 
Needs 

$83.83  
Revenue requirements associated with 

meeting the Water Authority’s Financial 
Management Policies.  

3.7 

Water Sales Revenue 
Requirement 

$171.53 
Total required revenues including 

coverage and reserve needs. 
 

The following section of this report delineates the cost categories included in the Water 

Authority’s annual revenue requirement analysis. 
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3.1   Operations and Maintenance Costs 

As part of the multi-year budget, an operating forecast is developed by the Water Authority’s 

various departments. For the Water Authority, operating budget expenditures account for most 

of the day-to-day expenditures for operation. The operating budget expenditures include: 

Administrative Services, Colorado River Program, Engineering, Finance, General Counsel, 

General Manager, MWD Program, Operations and Maintenance, Public Outreach and 

Conservation, and Water Resources. For CY 2022, the Water Authority’s operating costs are 

projected to be $59.49 million. 

Table 3 Determination of Operating Cost 

Operating Costs 
FY 2022 and 2023 

Expenditures (1) 

FY 2022 Operating Budget  $61.52  

FY 2023 Operating Budget 57.47  

Total FY 2022 and 2023 Operating Costs Used for Rates and Charges $118.99  

Calculated CY 2022 Operating Costs (2) $59.49 

Notes: 
(1) Presented in million dollars, calculations in tables may not sum due to rounding. 
(2) CY 2022 Operating Costs are calculated by averaging the Total FYs 2022 and 2023 Operating Costs used for rates and 

charges, as the calendar year rates will collect half of each fiscal year costs. 

In conjunction with the Water Authority’s budget development process, departments evaluate 

and recommend equipment replacement purchases based on a thorough process in which 

equipment and vehicles are reviewed to evaluate the necessity to the overall operations; 

suitability with the function being performed; past repair history; anticipated costs to continue 

maintaining; and options to cost effectively replace (i.e., lease, rental, and/or used purchases). 

During FY 2019 Water Authority staff performed an Equipment Replacement Fund (ERF) study, 

created a comprehensive ERF assets list and adopted a new ERF policy. The updated policy 

focuses on long range planning and will help moderate the fund balance as well as smooth the 

impact of replacing expensive equipment such as vehicles or software. For CY 2022, an 

Equipment Replacement budget of $3.42 million is forecasted and includes updates to the 

Supervisory Control and Data Acquisition system, computers and servers, and critical vehicle and 

equipment replacements.  

3.2   Miscellaneous Cost Recovery 

Miscellaneous Cost Recovery consists of expenses not included in annual Operating Costs and 

other cost recoveries to the Water Authority. Miscellaneous Cost Recovery is an important 

element of the Water Authority’s annual revenue requirements. 

Miscellaneous Cost Recovery totals $9.63 million in CY 2022, which is allocated to rate categories 

based on the nature of the cost that was incurred. Miscellaneous Cost Recovery includes the 

following: 

 Emergency Storage Project Evaporation and System Losses: This cost accounts for 

the cost of purchased water that is lost due to surface water evaporation or other 

system losses. As this is a function of storage, the $3.77 million cost has been allocated 

to the storage rate component and will be recovered through the CY 2022 rates. 
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 Local Water Supply Development: This is the cost to implement local water supply 

projects within the Water Authority’s service area in order to provide a long-term 

reliable and sustainable supply. The cost is recovered through the Customer Service 

charge. A total of $5.13 million will be recovered through the CY 2022 rates. 

 Twin Oaks Reimbursement: This reimbursement reflects a 25-year payback to 

customer service for the upfront investment in the implementation of the Twin Oaks 

Valley Water Treatment Plant. This original investment was funded through use of Pay-

as-you-Go (PAYGO) funds, which had been historically collected from the non-

treatment functional rate categories. The cost is recovered through the treatment 

charge. A total of $0.74 million will be recovered through the CY 2022 rates. 

3.3   Capital Costs 

The Water Authority’s existing CIP is based on a detailed staff assessment of projects stemming 

from budget discussion and development of capital needs for the 2021 Long Range Financing 

Plan. These CIP projects include a mix of new facilities that will add capacity to existing 

conveyance, storage, and treatment facilities, as well as repair and replace aging infrastructure. 

In order to take advantage of historically low interest rates and maintain cash for financial 

flexibility, a new debt issue is projected to fund a majority of near-term projects.  

3.3.1   Annual Debt Service 

The Water Authority has adopted a comprehensive set of financial policies. The Debt 

Management Policy sets forth comprehensive guidelines for the issuance and management of 

the Water Authority’s debt. 

The Water Authority finances major capital improvements, in part, by issuing debt for two 

primary reasons. First, given the size of past capital projects, the Water Authority did not have 

the financial reserves available that would otherwise be required to solely fund the CIP, nor 

would it have been advisable to increase the water rates and charges in order to cash fund these 

improvements. Second, spreading the debt service costs for the project over the repayment 

period provides intergenerational equity by effectively spreading the financial recovery (burden) 

between both existing and future users of the system. This approach allows the Water Authority 

to better match the cost of improvements with those benefitting from the improvements. This 

methodology is internally consistent with the development of the Water Authority’s System and 

Treatment Capacity Charges. 

Finally, as an auxiliary benefit to the use of debt, the cash generated from meeting the Water 

Authority’s coverage requirements provides additional cash that can be used to fund PAYGO 

projects. 

Excluding the Build America Bonds (BABs) subsidy, Helix apportioned debt and planned 

defeasance, the net FY 2022 long-term debt service expenditure for allocation is $72.29 million. 

This is a significant and short-term decrease from prior levels of $102M in FY 2020 resulting from 

the Water Authority’s refunding efforts and front-loading of savings. Short-term debt service 

expenditures, excluding Helix, for FY 2022 are projected at $14.15 million.  

The sum of these debt obligations does not reflect the Water Authority’s planned debt 

restructuring and nor its ability to take advantage of optimal market conditions in order to 

reduce its debt burden. This is done to ensure proper allocation and appropriation of expenses – 

these actions are reflected in the final results and planned use of reserves.  
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3.3.2   Non-Debt Capital Expenditures 

To maintain its targeted capital structure, the Water Authority has historically augmented its use 

of short and long-term debt by funding a portion of its capital program with cash through its 

PAYGO Funds. The Water Authority amortizes the cash funds used for capital to reduce the 

immediate and cyclical impact on rates. In addition, as stated above, excess funds derived from 

meeting the Water Authority’s targeted debt coverage ratio enables cash funding of capital 

projects. However, given historically low borrowing rates, the Water Authority is planning to 

debt fund a majority of the FY 2022 and FY 2023 CIP. However, as these forecasts are contingent 

on market conditions, the Water Authority could elect to defer a new issuance in favor of 

PAYGO. It is reasonable and prudent to have some built-in flexibility to further safeguard the 

overall financial metrics as well as provide greater rate smoothing.  

3.3.3   Depreciation and System Replacement 

The Water Authority does not adjust rates to recover system depreciation. Rather, the Water 

Authority operates on a cash basis and the cost to rehabilitate and improve the system is 

accounted for through direct capital reinvestments. The cost of renewing the system over time is 

captured in the on-going renewal and replacement related CIP, as included in the 30-year 

budget. This approach also creates consistency with the Water Authority’s capacity charge 

methodology, which excludes depreciated asset values from the buy-in cost basis of the charge, 

and then recovers a proportionate share of the CIP through the charge. It is important to note 

that once a meter is connected to the system, the user is then obligated to fund a proportionate 

share of future capital improvements and ongoing debt obligations through the water rates and 

charges. 

3.4   Offsetting Revenues to Reduce Revenue Requirements 

Beyond water rates and charges, the Water Authority collects revenues through other various 

funding sources. These revenues provide a credit against the total revenues that must otherwise 

be collected annually from rates. Offsetting revenues include the IAC, standby availability 

charges, system and treatment capacity charges, property taxes, interest earnings, and 

miscellaneous revenues. 

Table 4 details the offsetting revenues and provides a brief description of the source of revenue. 
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Table 4 Offsetting Revenues (in $ millions) 

Revenue Component 
CY 2022 

Revenues 
Description 

Capital Offsets   

System Capacity Charge $16.40  

The charge is designed to recover a proportionate 
share of the capital costs associated with providing 
services to new connections in the Water Authority’s 
service area.  

Treatment Capacity 
Charge 

$0.46  

Helps fund the Water Authority’s regional water 
treatment facility. The charge recovers a portion of 
the capital costs from the future users of the 
treatment facility.  

Standby Availability 
Charge  

$11.11  

This fixed charge, which is in the nature of a special 
assessment, is limited by statute and funds some of 
the capital costs associated with maintaining the 
system. It is $10 per acre per year, or $10 for a parcel 
less than one acre per year. The charge was first 
established prior to the adoption of Proposition 218 
and has been continuously levied pursuant to law at 
pre-Proposition 218 levels.  

PAYGO Earnings  $0.40  
Interest earnings on the Water Authority’s PAYGO 
Fund. 

Operating Offsets   

Property Tax  $14.71 
The Water Authority receives a portion of the 1% 

property tax pursuant to the Revenue and Taxation 
Code. 

IAC  $47.35  

The IAC is an annual service charge that is imposed on 
member agencies and apportioned based on all retail 

water meters within the Water Authority’s service 
area. The IAC maintains a minimum ratio of projected 
fixed revenues to projected fixed expenditures of 25% 

in any future fiscal year, excluding fixed water rate 
revenues. 

Interest Earnings $4.56  Interest earnings on operating funds. 

Specific Revenues $5.76  

Revenues reflect directly allocated revenues for the 
reimbursement of previous capital outlays or 

reimbursements. For example, one revenue reflects a 
25-year payback to customer service for the upfront 

investment in the implementation of Twin Oaks 
Valley Water Treatment Plant. 

Misc. Revenue  $0.52  Includes other nominal revenues. 

Total Offsets $101.28   

3.5   Infrastructure Access Charge 

In addition to revenues generated through the five rate and charge categories, the Water 

Authority has additional revenues used to meet the annual rate revenue requirements. The most 

significant of these offsetting revenues is the IAC. The IAC was implemented in 1998 by Board 

policy to reduce financial vulnerability due to fluctuations in annual Water Authority revenues. 
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This is accomplished by increasing the amount of fixed expenditures recovered through fixed 

charges. The IAC was designed to generate a minimum 25 percent ratio of fixed revenues to 

fixed expenditures. 

Consistent with the Board policy, the IAC equals the forecasted four-year average of debt 

service (long- and short-term debt) plus 80 percent of forecasted four-year average O&M costs, 

times 25 percent, times 110 percent. Based on the results of an expenditures analysis at the time 

of implementation, the Water Authority concluded that roughly 80 percent of the agency’s 

operating costs were fixed (e.g., personnel costs) and did not vary based on water sales. 

Additionally, the level of fixed expenditures to be recovered through the IAC was established to 

mitigate fluctuations in net revenues due to water sales volatility that the Water Authority had 

experienced. Finally, in establishing the IAC Policy the Board increased the 25 percent fixed 

expenditure recovery to 25 percent multiplied by 110 percent. This accounts for potential 

fluctuations in expenditures and offsetting revenues, as well as costs yet to be identified in the 

four-year budget forecast. 

In CY 2021, the Water Authority completed a ramp-up of the IAC to complement the Water 

Authority’s financial planning efforts. The ramp-up followed the conclusion of Water Authority 

staff and Carollo, in CY 2020, that the method of funding capital (debt or cash) should not be 

viewed differently as both are a fixed cost to the agency. As such, a two-year ramp up of IAC was 

recommended to enable recovery of fixed costs in alignment with Board policy.  

The forecasted increased use of PAYGO, as opposed to historically assumed regular debt 

issuances, better matches the R&R nature of the CIP (replacing depreciated assets). As detailed 

in the CY 2020 Cost of Service Study, it was recommended that the IAC reflect the fixed capital 

costs related to system maintenance and replacement (depreciation) as a fully developed multi-

year CIP was not always available at that time, and depreciation can serve as a reasonable, albeit 

low, proxy for capital funding needs. With the development of a multi-year CIP for inclusion in 

the 2021 LRFP, the use of depreciation is no longer necessary. However, as the Water Authority 

develops an update to the Water Authority’s Facility Master future changes may be necessary.  

The projected CIP costs incorporated in the CY 2022 cost of service analyses reflect the 

recommendations of the draft CIP developed for the 2021 LRFP. 

The forecasted four-year average of the Water Authority’s Standby Availability Charge and 

property tax revenues are credited to recognize other fixed revenues. As detailed below, the 

CY 2022 IAC provides $47.35 million in revenue offsets against the required water rate and 

charge revenues. The IAC is allocated to each member agency based upon the previous year’s 

total household meter equivalents (as reported by the member agencies). A meter equivalent is 

based on a meter size less than one inch. For CY 2022, the monthly IAC is proposed to remain at 

the current charge of $4.24 per household meter equivalent. 

Table 5 illustrates the calculation of the proposed IAC. 
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Table 5 Infrastructure Access Charge Calculation (in $ millions) 

 
4-Year Average 

FY 2022 – FY 2025 

Long-Term Debt Service  $111.32  

Fixed Capital Cost (Paygo)  $68.56  

Total Short-Term Debt Service and Costs  $22.14  

Administration and Maintenance times 80%  $47.48  

Total Local Supply Development Costs times 80%  $3.01  

ESP Evaporation and System Losses times 80%  $5.12  

Desalination FY Pipeline Cost  $9.55  

Total Fixed Costs  $267.18  

Total Fixed Costs Times 110% Times 25%  $73.47  

Less:  

Other Tax Receipts  $(15.01) 

Standby Availability Charge Rev  $(11.11) 

Remaining Fixed Cost Need (IAC Revenue)  $47.35  

Average Number of Meter Equivalents Used in Calculation 930,996 

Proposed CY 2021 Monthly IAC Per Meter Equivalent (in dollars)  $4.24/MEU 

3.6   Revenue Sufficiency 

Water Authority revenues must be sufficient on a fiscal year basis to meet two tests – (1) cash 

flow and (2) bond coverage. These sufficiency tests are commonly used to determine the 

amount of annual revenue that must be generated from an agency’s rates. 

 Cash Flow Sufficiency Test: The cash flow test defines the amount of annual revenues 

that must be generated in order to meet annual expenditure obligations of the utility. 

These needs can include direct cash expenditures as well as planned transfers or 

additions to reserves. 

 Bond Coverage Sufficiency Test: Bond coverage refers to the collection in revenues to 

meet all operating expenses and debt service obligations plus an additional multiple of 

that debt service. The Water Authority has a legally required minimum bond coverage 

ratio of 1.20x and a policy target of 1.50x. The Water Authority, as do many utilities, 

established a policy target in excess of legal requirements to retain or attain high bond 

ratings with correspondingly lower interest costs. 

The revenue requirement analysis sets water rate and charge revenues at a level sufficient to 

pass both tests. Revenue requirements are considered to be driven by either “cash flow” or 

“coverage” based on the test that requires a greater adjustment.  

The Water Authority’s annual revenue requirements remain coverage driven – it must generate 

revenues in excess of its cash needs in order to meet its legal and policy debt requirements. 

While recent refundings have lessened this driver for FY 2021 and FY 2022, coverage remains the 

primary driver of revenue sufficiency testing in the long-term. These excess revenues then 

become available to fund future capital projects, non-cash items, and reserves. 
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3.7   Financial Policies 

Rate setting cannot be viewed as a single year process nor in a vacuum. There are many variables 

that fluctuate from year to year causing changes to demand as well as expenditures. 

Additionally, there may be known costs in the future that need to be proactively funded to 

prevent rate shock. Reserve and rate smoothing policies provide a mechanism to normalize and 

smooth rates over a multi-year process. These policies prevent a whipsaw effect of rates and 

provide greater predictably to its member agencies. 

3.7.1   Debt Service Coverage Ratio 

The Water Authority has a legally required minimum bond coverage ratio of 1.20x on senior lien 

debt service.3 In order to maintain strong bond ratings and mitigate the impacts of annual water 

demand fluctuations, the Board sets rates to meet a senior lien debt service coverage target of 

1.50x, inclusive of RSF transfers, and 1.00x excluding capacity charge revenues. 

As shown on the Figure 1, the Water Authority has a strong history of meeting the Board policy 

target of 1.50x. While not shown, the last time the Water Authority fell short of the Board target 

was in FY 2012 in order to mitigate rate increases due to water demand reductions associated 

with statewide drought conditions and water pumping restrictions from the Bay-Delta. Although 

the coverage ratio fell below the Board target, the Water Authority’s coverage ratio remained 

above its legal requirement. 

Given the Water Authority’s recent strategic efforts, refunding savings were front load to 

maximize rate mitigation efforts. As such, and given the recent uptick in water sales, the forecast 

FY 2021 and FY 2022 coverages are projected to well exceed target levels. However, to avoid 

preempting guidance provided by the upcoming 2021 Long Range Financing Plan, specific 

forecasts beyond ’21 are not being provided.  

3.7.2   Rate Stabilization Fund (RSF) 

In 2006, the Board strengthened key financial metrics, including establishing a target funding 

level for the RSF that better protected the Water Authority against the financial impact of 

reduced water sales. The Board revisited this Policy in 2018 with the adoption of 

Ordinance No. 2018-03. 

The Water Authority sets aside money into the RSF (as available), which, by covenant, may be 

used to meet the Water Authority’s legal bond coverage requirement in a year in which other 

revenues are insufficient. Use of the RSF is a critical short-term water rate management tool and 

helps the Water Authority manage weather and timing related revenue risks and stabilize annual 

revenue needs through rate smoothing. 

Reduced water sales were projected assuming 2.5 years of wet weather (3.5 years max). At that 

time (2006), it was calculated that during a wet weather period, the Water Authority would 

experience a 25 percent reduction in water sales. However, in 2018 Carollo and staff 

recommended this policy be revised to 15 percent reduction in sales. 

This change in the reserve policy was driven by continued improvements in water use efficiency. 

A 47 percent decline in per capita water use from 1990 to 2017 in the Water Authority’s service 

area is an indicator of increasingly efficient water use practices throughout the region. As water 

                                                                    
3 This requirement is established by the Water Authority General Resolution as amended. This 
resolution and amendments are attached as Appendix D of this report. 
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use efficiency continues, regional water demand “hardens,” becoming less susceptible to 

significant demand reduction due to wet weather. Carollo recommended, and the Board 

adopted, a staggered reduction process to draw down the reserve gradually.  

As a result of recommended rate methodology and the Water Authority’s desire to moderate 

rate increases, the Water Authority has forecasted continued draws in FY 2022. Ahead of the 

2021 LRFP and as the Water Authority looks to receive guidance from the Financial Strategy 

Work Group, no short-term or specific projections are offered at this time. It is forecasted that 

the Water Authority will continue leverage its reserves within policy limits to provide smooth and 

predictable rates.  

For CY 2022, the Water Authority’s revenue requirements continue to be coverage driven. In 

order to meet this policy bond coverage target, the Water Authority must collect roughly an 

additional $83.8 million above its operating costs and debt service obligations. The bond 

coverage target is calculated based on net revenues, excluding capital expenses and policy 

requirements, such as additions to reserves. Revenues collected to fund these excluded 

expenditures help to meet the annual bond coverage requirement.
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Section 4 

ALLOCATION OF REVENUE REQUIREMENTS TO 

FUNCTIONAL CATEGORIES 

The purpose of a cost of service analysis is to provide a reasonable basis for distributing the full 

costs of the Water Authority’s operations and capital investments to rate categories and then 

the member agencies in proportion to the demands placed on or benefits received from the 

system. The Water Authority currently maintains five functional rate categories. These 

components are developed and designed to mirror the nature in which expenditures are 

incurred. The Water Authority’s operating budget is allocated, by division, to a specific rate 

category as a part of the development of the two-year budget process. This process is based on 

clear, concise, and consistent rate and charge category definitions. In the allocation process, if 

work performed in a department or program is not specifically applicable to one of the five rate 

categories defined below, it is considered General and Administrative (G&A). This category is 

applicable to departments that support the internal operations of the Water Authority, such as 

Finance and Administrative Services. 

Debt issuances and the associated annual debt services are allocated to rate categories based on 

the specific capital improvement projects financed through bond sales. Additionally, the Water 

Authority utilizes a combination of cash and PAYGO reserves to pay for capital projects. 

However, in an effort to minimize the immediate impact to rates, the Water Authority amortizes 

cash expenditures directly to the related rate category. The Water Authority uses its calculated 

weighted cost of capital as the interest rate on cash used for capital expenditures in each 

respective year. The Water Authority assumes a 30-year amortization term to calculate the 

projected annual cash payment stream. The annual cash payments are allocated to rate 

categories based on the same percentages developed to allocate long-term debt service. 

4.1   Allocation Categories 

The Water Authority allocates its annual operating budget to the five functional rate categories. 

As applicable and identifiable, these expenditures are assigned directly to rate categories. For 

expenditures incurred for the general operations of the Water Authority, costs are allocated to 

G&A and then redistributed to five functional categories based on their weighted average of 

directly assignable operating costs. A description of each category is as follows: 

4.1.1   Customer Service 

The Customer Service charge is set to recover costs that are necessary to support the functioning 

of the Water Authority, to develop policies, and to implement system-wide programs. Costs 

recovered through the customer service charge include, but are not limited to, customer billing, 

public relations, and expenses associated with the Board of Directors. 
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4.1.2   Storage 

The Storage charge is set to recover costs associated with the ESP and CSP. The ESP is a system 

of reservoirs, interconnected pipelines, and pumping stations designed to make water available 

to the San Diego region in the event of an interruption in imported water deliveries.  

An example of expenditures or programs allocated to this category would be a division which 

works in support of the ESP projects such as Olivenhain Dam and Reservoir Operations in the 

Operations and Maintenance Department. Agriculture customers do not benefit from the 

Storage charge as addressed in Report Section 5.3. 

4.1.3   Supply 

The Supply rate recovers the cost of water supply incurred by the Water Authority, including the 

purchase of water from MWD, the IID, and the Coachella and the All-American Canals; costs of 

MWD wheeling for non-MWD water supplies; desalination water costs; and certain other costs 

associated with the QSA. 

4.1.4   Transportation 

The Transportation rate is set to recover capital, operating, and maintenance costs of the Water 

Authority’s aqueduct system, including all facilities used to physically transport the water to 

member agency meters, excluding certain distribution facilities covered under the East County 

Treatment Agreement. An example of this category would be the maintenance division in the 

Operations and Maintenance Department. This division maintains the valves, pipelines, and 

facilities that are integral to the aqueduct system. 

4.1.5   Treatment 

The Treatment rate is designed to recover the Water Authority’s cost of treating water. The 

Melded M&I Treatment Rate includes the costs of purchasing treated water from MWD, the 

operating and capital costs associated with the Water Authority’s agreement with Helix Water 

District’s Levy Water Treatment Plant, operating costs associated with the Olivenhain 

Treatment Plant, and the operating and capital (debt service) costs associated with the 

construction of the Twin Oaks Valley Treatment Plant, as well as desalinated water costs 

allocated to this rate and may recover certain other costs associated with the delivery of treated 

water. As treated water is a result of the desalination process, the treatment rate is also used a 

proxy for deriving the treatment cost associated with production of the desalination supply. The 

resulting cost is also recovered through the Treatment Rate. 

4.1.6   General and Administrative 

Expenditures that cannot reasonably be allocated directly to a rate category are assigned to 

G&A, which supports the general function of the Water Authority. An example of a cost that is 

assigned to G&A is accounting. As no rate component directly relates to G&A, these costs are 

reallocated to the other rate components based on total direct budget allocation to customer 

service, storage, supply, transportation, and treatment. 
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4.2   Allocation Summary 

As part of the 2014 rate setting process, Carollo held interviews with select departments and 

divisions in order to confirm the methodology and the appropriateness of application of cost of 

service principles during the annual budget process. This interview process is completed by staff 

in parallel with development of each new two-year budget. 

The interviews evaluated the methodology and basis of the percentage allocations and 

developed the reasoning that allocations varied from the previous process, if applicable. In most 

cases, costs were allocated based on the historical and forecasted employee utilization and 

direct expenditures. 

As a part of the FY 2022 and FY 2023 budget process, the allocations were updated consistent 

with historical practices; however, the updated allocations include the recent internal 

reorganization of various departments and divisions. This internal review accounted for changes 

in processes and day-to-day operations. Based on Carollo’s review, the provided allocations 

appear reasonable and continue to be based on sound and defensible definitions. 

The debt service and capital allocations developed in the Cost of Service Study reflect the 

continued shift in CIP efforts towards transportation and away from storage. This is shift is 

amplified by the recent refundings and cash defeasance of debt series largely apportioned to 

Storage. These adjustments are reflected in each revenue requirement. Relative to CY 2020, the 

portion of debt-funded capital allocated to customer service and storage decreased, while the 

allocation to transportation has increased. 

4.2.1   Allocation of Operating Costs 

Table 6 illustrates the allocation of CY 2022 operating costs to each rate category based upon 

the total weighted average FY 2022 and FY 2023 expenditure allocation. 

Table 6 Allocation of CY 2022 Operating Budget (in $ millions) 

CY 2022 Allocation 
CY 2022 

Expenditures 
Customer 

Service 
Storage Supply Transportation Treatment 

Percent Allocation 100.0% 35.4% 10.0% 15.5% 38.0% 1.2% 

Cost Allocation  $59.49   $21.04   $5.92   $9.21   $22.61   $0.72  

4.2.2   Allocation of Debt Service 

For each debt issuance, the Water Authority actively allocates its use of long-term and short-

term debt. Each issuance is apportioned to rate components based on specific projects funded. 

As a result, the Water Authority’s debt service is allocated in a defensible and equitable manner. 

Table 7 provides a summary allocation of the total CY 2022 debt service by functional rate 

category. 
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Table 7 Debt Service Allocation Summary (in $ millions) 

Revenue Requirement(1) 
CY 2022 

Total 
Customer 

Service 
Storage Supply Transportation(2) Treatment 

LTD Service  $80.59   $5.04   $24.22   $5.48   $42.73   $3.12  

STD Service   $14.21   $0.89   $4.26   $0.97   $7.54   $0.55  

Build America Bonds (3)  $21.64   $1.35   $6.49   $1.47   $11.49   $0.83  

Total Debt Service  $116.43   $7.27   $34.97   $7.92   $61.76   $4.50  

Notes: 
(1) May not sum due to rounding. 
(2) Includes Super Subordinate rate for Desalination Pipeline (Transportation - LTD). 
(3) Amount is net and includes the associated $10.7M subsidy. 

4.2.3   Allocation of Offsetting Revenues 

Offsetting revenues provide a credit against rate revenue needs. Operating revenue offsets are 

allocated to each functional rate category proportionate to the two-year average expenditures 

by rate category. Table 8 provides the allocation factors that are used to distribute each 

offsetting revenue. 

Table 8 CY 2022 Allocation Factors for Offsetting Revenues 

Methodology (1) 
Applicable Offsetting 

Revenues 
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Capital 
Excluding 
Treatment 

System Capacity 
Charges 

6.48% 31.22% 7.08% 55.22% - 

Treatment Only 
Treatment Capacity 

Charge 
- - - - 100% 

Total Capital 
Water Standby Charges 

PAYGO Earning 
6.23% 30.01% 6.81% 53.10% 3.85% 

Total 
Expenditures 

IAC 
Property Taxes and In-

Lieu Charges  
Investment Income  

General Misc. Revenue 

16.35% 31.28% 11.82% 36.07% 4.49% 

Notes: 
(1) These allocation factors do not cover all off-setting revenues, notably those that are allocated to specific functions. 

Operating revenue offsets include property taxes, IAC revenue, interest earnings, and 

miscellaneous revenues. The Water Authority also accounts for system capacity charge revenue, 

water standby availability charges, and interest earning on PAYGO reserves. These capital 

related offsets are allocated to the Water Authority’s customer service, storage, supply, 

transportation, and treatment rate components based on its respective share of the total capital 

expenditures for the two-year budget period. System capacity charge revenue continues to 

exclude treatment as no treatment costs are recovered in this charge.  
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Finally, treatment capacity charges are allocated directly to the Water Authority’s treatment rate 

category as a reimbursement for treatment-related capital expenditures. 

Some non-rate revenues are directly attributable to a specific function. These specific revenues 

are thus directly allocated to the function that is receiving the direct benefit or provided the 

upfront capital outlay to complete the project. This includes, but is not limited to, the Twin Oak 

Reimbursement, Hydroelectric revenues, and desalination reimbursements. 

Table 9 illustrates the offsetting revenues and allocated offsets to each rate component. 

Table 9 CY 2022 Offsetting Revenues (in $ millions) 
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Capital Offset       

System Capacity Charge   $16.40   $1.06   $5.12   $1.16   $9.06   $-    

Standby Availability Charge   11.11   0.69   3.33   0.76   5.90   0.43  

Treatment Capacity Charge   0.46   -     -     -     -     0.46  

PAYGO Earnings   0.40   0.02   0.12   0.03   0.21   0.02  

Operating Offsets       

Property Tax   $14.71   $2.41   $4.60   $1.74   $5.31   $0.66  

IAC   47.35   7.74   14.71   5.60   17.08   2.12  

Interest Earnings  4.56   0.75   1.43   0.54   1.64   0.20  

General Misc. Revenue   5.76   4.39   -     0.09   1.27   0.02  

Specific Revenues  0.52   0.09   0.16   0.06   0.19   0.02  

Total Offsets $101.28  $17.15  $29.57   $9.97  $40.66  $3.93  

4.2.4   Additional Expenses 

As described in Report Section 3.1, the Water Authority incurs costs beyond those captured 

within the core budget, such as expenditures which were initially funded using reserves and then 

recovered from member agencies over time through rates. When developing the rates and 

charges, the Water Authority accounts for these additional expenditures separately from the 

base operating expenditures, allocating these expenditures directly to each rate category based 

on direct benefit. 
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Table 10 details the additional expenditures that are incurred by each rate category outside the 

operating budget. 

Table 10 CY 2022 Additional Expenses (in $ millions) 
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Twin Oak Reimbursement  $0.74   $-     $-     $-     $-     $0.74  

Local Water Supply Development  5.13   5.13   -     -     -     -    

ESP Evaporation and Losses  1.13   -     1.13   -     -     -    

ESP Water Purchases  2.64   -     2.64   -     -     -    

Total Expense  $9.63   $5.13   $3.77   $-     $-     $0.74  

4.2.5   Coverage + Reserve Driven Requirements 

The bond coverage target is calculated based on net revenues, excluding capital expenses and 

policy requirements, such as additions to reserves. Although the bond coverage requirement 

applies to all Water Authority rates and charges revenues in aggregate, the Water Authority 

establishes rates to separately meet the 1.50x coverage test by rate category, proportionate to 

its share of overall debt. This approach is designed to recover bond coverage and reserve costs 

fairly and reasonably by rate category. 

Based on the revenue requirements defined above, the Water Authority must generate an 

additional $83.8 million through rates to achieve a 1.50x debt service coverage ratio and provide 

funding for reserves. This is illustrated in Table 11. 

Table 11 Remaining Coverage and Reserve Allocation Summary (in $ millions) 

Revenue Requirement 
CY 2022 

Total 
Customer 

Service 
Storage Supply Transportation Treatment 

Remaining Coverage and 
Reserve Driven Needs 

$83.83   $8.10  $44.57   $6.53   $19.99   $4.64  

4.2.6   Summary of Allocation 

Table 12 provides a summary of the Water Authority’s revenue requirements and rate 

component allocations. The water sales revenue requirements reflect only the portion of water 

rates and charges related to direct Water Authority operating activities and do not include 

expenditures such as purchased water costs. 
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Table 12 Revenue Requirements Summary (in $ millions) 

Revenue Requirement 
CY 2021 

Total 
Customer 

Service 
Storage Supply  Transportation Treatment 

Operating Costs  $59.49   $21.04   $5.92   $9.21   $22.61   $0.72  

Equipment Purchase  3.42   1.21   0.34   0.53   1.30   0.04  

Debt Service  
(LTD + STD) 

 116.43   7.27   34.97   7.92   61.76   4.50  

Offsetting Revenues (101.28)  (17.15) (29.57) (9.97) (40.66) (3.93) 

Operating Rev Req 
Before Coverage 

78.06 12.37 11.66 7.69 45.01 1.33 

Additional Expenses  9.63   5.13   3.77   -     -     0.74  

O&M Rev Req Before 
Coverage 

87.70 17.50 15.43 7.69 45.01 2.07 

Remaining Coverage 
and Reserve Driven 
Needs 

83.83   8.10  44.57   6.53   19.99   4.64  

Water Sales Rev Req $171.53  $25.60  $60.00  $14.22  $65.00  $6.71  

 





CY 2022 COST OF SERVICE STUDY | SDCWA 

 FINAL | JUNE 2021 | 29 

Section 5 

WATER RATES AND CHARGES 

Based on the resulting revenue requirements analysis and detailed cost of service allocations, 

the revenue requirements for each rate and charge category are recovered from the member 

agencies based on water demand and usage factors. The Water Authority serves two classes of 

customers: Full Service and Special Agricultural Water Rate (SAWR) customers. As of CY 2022, 

per Board direction, the former transitional (TSAWR) program has expired and was replaced by 

the permanent (PSAWR) program. Staff at the Water Authority is working with stakeholders and 

member agencies to fully develop and streamline the PSAWR program.  

In general, the Water Authority’s rate setting follows a streamlined approach where each rate 

component relates back to a single and specific cost allocation category. This methodology is in 

contrast to that of many retail water agencies who, by virtue of their cost and rate structures, 

may need to combine revenue requirements from multiple categories into each rate component. 

The Water Authority’s approach allows for each rate to accurately and proportionally reflect the 

Water Authority’s cost to provide each component of its service while providing a high level of 

transparency in the rate setting process. It also results in a rate structure that can be easily 

communicated to each agency and incorporated into their respective rate planning efforts. The 

following section of this report summarizes the proposed CY 2022 water rates and charges. 

5.1   Commodity Based Fixed Charges 

Fixed revenues are distinguished from variable revenues as they provide a known and 

predictable annual source of revenue for an upcoming calendar year. The fixed commodity 

charges are allocated to each agency based on their proportionate share of a three-year rolling 

average of water purchases.  

This allocation methodology balances the fixed nature of the costs recovered by the fixed 

charges with the potential for shifting demands of the retail agencies. The rolling average 

purchase volumes provide a measure of each agency’s use of the Water Authority’s system that 

can evolve naturally over time with each agency’s retail demands. The use of another fixed 

allocation methodology, such as MEUs, could sufficiently recover costs but would not account 

for lasting changes in agency demands i.e., development of local water resources or retail 

customer growth.  

5.1.1   Customer Service Charge 

Based on the cost of service analysis, $25.6 million must be recovered through the customer 

service water rate in CY 2022. This is unchanged from CY 2021 levels. These costs are recovered 

as an annual charge, as these costs do not vary based on current year water demand. 

Specifically, the costs are allocated among the member agencies based on each agency’s three-

year rolling average of all purchases, excluding member agency wheeled water. 
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Table 13 CY 2022 Customer Service Revenue Requirement (in $ millions) 

CUSTOMER SERVICE REVENUE REQUIREMENT 

Capital Expenditures (LTD and STD)  $7.27  

Equipment Purchase 1.21 

O&M + Share of Agency Operating Expenditures  21.04 

Additional Expenses  5.13  

Gross Revenue Requirements  $34.65  

Less: Offsetting Revenues  

Capital Related  (1.78) 

Operating Related  (15.37) 

RR before Coverage and RSF Support  $17.50  

Coverage + Reserves $8.10  

Total Revenue Requirement  $25.60  

5.1.2   Storage 

Based on the cost of service analysis, $60.0 million is to be recovered through the storage charge 

in CY 2022, maintaining the same rate from CY 2021. The storage charge is a flat annual charge 

applied to non-agricultural water deliveries. The storage charge is allocated among the member 

agencies using a pro rata share of each agency’s three-year rolling average of non-agricultural 

deliveries (including all users, member agencies, and third-party wheeling throughput). In return 

for not paying for storage, PSAWR program customers agree to receive a level of service during 

an emergency that is less than that received by the Water Authority’s M&I customers. 

The Water Authority’s ESP and Carryover Projects are designed to make water available to the 

San Diego region in the event of an interruption in imported water deliveries. Because 

agricultural users that participate in the PSAWR program agree to reduced or interrupted service 

during times of water emergencies, they will not receive benefit from the Water Authority’s 

investment in its long-term storage program. It is therefore appropriate to exclude agricultural 

deliveries from the calculation of the storage rate. 

Table 14 CY 2022 Storage Revenue Requirement (in $ millions) 

STORAGE REVENUE REQUIREMENT 

Capital Expenditures (LTD and STD)  $34.97 

Equipment Purchase 0.34 

O&M + Share of Agency Operating Expenditures 5.92 

Additional Expenses  3.77  

Gross Revenue Requirements  $45.00  

Less: Offsetting Revenues  

Capital Related  (8.57) 

Operating Related  (21.00) 

RR before Coverage and RSF Support  $15.43  

Coverage + Reserves  $44.57  

Total Revenue Requirement  $60.00  
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5.1.3   Supply Reliability Charge 

Based on recommendations from the A&F Committee and approval of the Board, the Supply 

Reliability Charge recovers the functional incremental supply costs allocated to enhanced supply 

reliability. The Committee recognized the importance of equitably recovering the cost of the 

Water Authority’s investments in long-term water supply reliability in accordance with the cost 

of service requirements. The concept of a fixed charge for supply reliability was to balance the 

impact of the fixed costs on member agencies with the allocation of costs associated with long-

term investments in supply reliability to member agencies based on a rolling average of M&I 

deliveries. Access to reliable supply benefits all member agencies regardless of whether the 

agency uses water every day or intermittently. 

The approved methodology for determining the Supply Reliability Charge is as follows:  

Supply Reliability Charge 

= [(Desal Water Cost + IID Water Transfer Cost) – MWD Tier 1 Equivalent Cost] *25% 

For a full detailing of the calculation, the Supply Reliability Charge Report prepared by A&N 

Technical Services, Inc. is provided as Appendix E. Following this methodology, Table 15 details 

calculation of the proposed CY 2022 Supply Reliability Charge. 

Table 15 Proposed CY 2022 Supply Reliability Charge 

SUPPLY RELIABILITY CHARGE 

Desal Deliveries (TAF) 42.0 

IID Transfer Deliveries (TAF) 202.5 

Desal Supply Cost ($/AF)  $2,329 

IID Transfer Cost ($/AF)  $1,258 

MWD Tier 1 Untreated Rate ($/AF) $799.00 

Reliable Water Cost ($M)  $352.68  

MWD Comparison Cost ($M)  $195.36  

Differential ($M)  $157.32  

Supply Reliability Needs ($M)  $39.34  

As used in the above formula, Desalination Deliveries are 42,000 AF/Y and IID Water Transfer 

Deliveries are 202,500 AF/Y in CY 2022.  

The revenue generated from this charge will only be applied to the supply revenue requirement 

prior to determining the volumetric Melded Supply Rate. This charge will be allocated to 

member agencies based on a five-year rolling average of applicable historical water deliveries. 

This represents a 1.29 percent increase from the CY 2021 rate, resulting from 4.1 percent 

increases to MWD’s transportation charges. With last year’s conclusion of the IID deliveries 

ramp-up, future adjustments to the SRC are forecasted to be minimal. Should MWD’s Tier 1 Full-

Service Supply Rate continue to escalate beyond the cost of reliable water, the SRC will 

decrease. This charge will be zero when MWD’s Tier 1 costs are equal or greater than the 

combined Desalination and IID Water Transfer Costs. 
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The calculated Supply Reliability Charge follows general water industry cost of service-based 

rate-setting principles. By design, it cannot recover more than the costs allocated to the supply 

functional costs, as it is calculated as a portion of those functional supply costs. Further, it 

constitutes a reasonable allocation of functional supply costs in that it better aligns the fixed 

incremental supply costs incurred by the Water Authority to make highly reliable potable water 

supplies available to its member agencies with the benefits available to all water customers 

connected to the Water Authority integrated water system. 

As detailed in the A&F findings, the rate addresses fairness by allowing for predictability of 

incurred charges (based on a rolling five-year average of historical deliveries) and adjustments to 

future charges imposed on each member agency as demand requirements change in the future 

due to local supply development or demand management. As approved, the Water Authority 

spreads the Supply Reliability cost to member agencies based upon their share of the rolling five-

year average M&I deliveries. 

5.2   Commodity Based Variable Rates 

The commodity based variable water rates and charges are distinguished from fixed revenues as 

they are recovered based on annual water sales. 

5.2.1   Supply (Melded M&I Supply Rate) 

The Melded Untreated M&I rate is a volume rate assessed on a per acre-foot basis. The rate is a 

combination of direct and indirect costs. The revenue requirement apportioned to the supply 

rate component is $14.22 million and is detailed in Table 16. 

Table 16 CY 2022 Melded Supply Revenue Requirement (in $ millions) 

MELDED SUPPLY REVENUE REQUIREMENT 

Capital Expenditures (LTD and STD)  $ 7.92 

Equipment Purchase 0.53 

O&M + Share of Agency Operating Expenditures  9.21  

Additional Expenses  -    

Gross Revenue Requirements  $17.66  

Less: Offsetting Revenues  

Capital Related  ($1.94) 

Operating Related  ($8.02) 

RR before Coverage and RSF Support  $7.69  

Additional Coverage  $6.53  

Total Revenue Requirement $14.22 

For CY 2022, the total supply costs are projected to total $402.01 million, before any use of 

reserves. The Water Authority projected sales of 395,883 acre-feet at a cost of $428.99 million. 

An additional $14.22 million must be recovered through rates to fund the supply’s revenue 

requirements and costs associated with the IID cost differential, storage, and QSA costs. The 

Supply Reliability Charge provides a revenue (cost of water) offset of $39.34 million. An 

additional $40.9 million in reserves is used to mitigate (smooth) rate increases related to 

continued increases by MWD and past investment in supply reliability. By dividing the total 

supply cost of $362.98 million by total water sales, a per acre-foot cost of $1,009 is calculated. 
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Table 17 Proposed CY 2022 M&I Melded Supply Rate 

MELDED SUPPLY RATE  

Acre-Foot Supplies (A/F) (000's)  

MWD Tier I Deliveries 75.3 

Carlsbad Desalination Water Production 42.0 

IID Deliveries 202.5 

Canal Water Deliveries 78.7 

System Losses (2.6) 

Total A/F Supplies 359.7 

Water Purchase Costs ($ Millions)  

MWD Tier 1 Water Purchases  $60.15  

Carlsbad Desalination Water Supply Cost  97.83  

IID Water Purchases 254.85  

Canal Water Purchases  45.04  

Less SAWR Expenditures (28.88) 

Subtotal Water Purchase Costs   $428.99  

Additional Costs ($ Millions)  

Supply Revenue Requirement  $14.22 

Pension Liability   - 

Total Additional Costs  $14.22  

Offsetting Revenues ($ Millions)  

Supply Reliability Credit  $(39.34) 

Cash and Reserves (1) (40.89)    

Total Supply Cost (millions)   $362.98  

Proposed Melded Supply Rate $1,009/AF 

Notes: 
(1) Consists of operating funds and rate stabilization funds. 

The proposed increase in the Melded Supply Rate is driven almost entirely by increased water 

purchase costs, which account for over 97 percent of supply costs. Of those costs, the 

component with the largest increase are the costs incurred from for MWD, which are forecasted 

to increase approximately $9.7 million from CY 2021 levels. Increases in costs for IID and Canal 

water purchases account for $3.1 million and $0.04 million of the overall supply cost increase, 

respectively. This MWD increase in on top of last years $15.4 million increase (94 percent of the 

Water Authority’s total CY 2021 increase).  

5.2.2   Treatment (Melded M&I Treatment Rate) 

The Treatment rate is a volumetric rate, assessed on a per acre-foot basis, designed to recover 

the Water Authority’s cost of treating water. The Water Authority’s direct cost related to 

Treatment is $5.78 million as detailed in Table 18. 
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In addition, the rate will be set to recover the costs of purchasing treated water from MWD, the 

Levy and Olivenhain treatment plants, and the Water Authority’s Twin Oaks Valley Water 

Treatment Plant, as well as desalinated water costs allocated to this rate and may recover 

certain other costs associated with the delivery of treated water. 

Table 18 CY 2022 Melded Treatment Revenue Requirement (in $ millions) 

MELDED TREATMENT REVENUE REQUIREMENT 

Capital Expenditures (LTD and STD)  $4.50  

Equipment Purchase 0.04 

O&M + Share of Agency Operating Expenditures 0.72  

Additional Expenses 0.74  

Gross Revenue Requirements  $6.00  

Less: Offsetting Revenues  

Capital Related  $(0.90) 

Operating Related (3.03) 

RR before Coverage and RSF Support  $2.07  

Additional Coverage   4.64  

Total Revenue Requirement  $6.71  

Table 19 outlines the Water Authority’s forecasted treated acre-foot demand, incurred 

treatment costs, and corresponding melded treatment rate. Similar to the melded supply rate, 

the costs associated with the operation of the Twin Oaks Water Treatment Plant ($8.70 million) 

will be recovered through the CY 2022 rates outside the revenue requirements outlined in 

Table 18. 

Table 19 Proposed CY 2022 Melded Treatment Rate 

MELDED TREATMENT RATE 

M&I Treatment Demands - (AF 000's)  

MWD  50.9 

Carlsbad Desalination Production  42.0  

CWA (Twin Oaks)  43.4  

Helix  18.7  

Total Demands 155.0 

M&I Treatment Costs ($ Millions)  

MWD  $17.51  

Desalination Water  13.02  

Treatment Revenue Requirement 6.71  

CWA Contract Treatment Cost  8.70  

Helix  2.11  

Treatment Cost  $48.05 

Proposed Melded Treatment Rate $310/AF 
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The Water Authority spreads the Melded Treatment costs over the forecasted acre-feet 

demands. The proposed CY 2022 Melded Treatment rate is $310 per acre-foot. 

5.2.3   Transportation 

The Transportation rate is a uniform rate set to recover capital and operating and maintenance 

costs of the Water Authority’s aqueduct system, including all facilities used to physically 

transport the water to member agency meters. The Transportation rate is charged to member 

agencies based on water deliveries. While this existing methodology reflects each agency’s 

specific usage and applies rates consistently and proportionately, the recent volatility highlights 

the revenue risk.  As these costs are largely fixed and given the variability in annual demands, the 

existing transportation methodology should be reviewed annually to ensure continued equity 

and recovery. As was discussed last year, the CY 2022 was forecasted to increase given lower 

overall demands (without any corresponding decreases in expenses) and higher allocation of 

debt and capital expenses.  

Table 20 Proposed CY 2022 Transportation Rate (in $ millions) 

TRANSPORTATION RATE  

Capital Expenditures (LTD and STD)  $61.76  

Equipment Purchase 1.30 

O&M + Share of Agency Operating Expenditures 22.61 

Additional Expenses -    

Gross Revenue Requirements $85.67 

Less: Offsetting Revenues  

Capital Related  $(15.17) 

Operating Related (25.49) 

RR before Coverage  $45.01 

Coverage + Reserves 19.99  

Total Revenue Requirement  $65.00  

Proposed Transportation Rate $173/AF 

The Water Authority spreads the Transportation cost over all forecasted acre-feet demands, less 

water taken directly from MWD, to generate the Transportation rate. The proposed CY 2022 

Transportation rate is $173 per acre-foot.  

5.3   Permanent Special Agricultural Water Rate Program 

In October 2008, faced with a prolonged drought and rising water costs, the MWD Board voted 

to terminate the Interim Agricultural Water Program (IAWP) through a five-year phase-out of 

the program ending December 31, 2012. The IAWP was a discounted rate for surplus system 

supplies available for the purpose of growing agricultural, horticultural, or floricultural products. 

In response to MWD’s phase-out of IAWP, in October 2008, the Water Authority Board approved 

the TSAWR and formed a SAWR Board Workgroup to develop a recommended permanent 

program. In March 2010, the Board approved the Workgroup recommendation for a permanent 

TSAWR that would begin January 1, 2013, and only include the storage charge exemption.  
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On April 26, 2012, the Board voted to extend the TSAWR program for two additional years to 

provide agricultural customers with additional time to transition to the higher cost of water. On 

March 26, 2015, the Board again voted to extend the TSAWR program through 

December 31, 2020. 

On March 26, 2015, the Board approved the extension of the TSAWR program through 

December 31, 2021. Based on the FSTF recommendation, in November 2019, the Board directed 

staff to develop a permanent program in coordination with the CY 2021 Rate Setting Process. 

Similar to the existing transitional program, the adopted PSAWR Program lower cost continues 

to recognize the reduced supply reliability. While the adopted rate is defined through the cost of 

service process, the specific program details and eligibility requirements were developed over a 

near year long process led by Water Resources.  

Under the PSAWR program, agricultural users receiving untreated water are charged the MWD 

Full Service Untreated Tier 1 water rate. In CY 2022, this rate is $799 per acre-foot. Agricultural 

users receiving treated water are also charged the MWD untreated rate plus the Water 

Authority’s Melded Treatment Charge, which is proposed at $310 per acre-foot in CY 2022, as 

shown above. Transportation and customer service-related costs are recovered through each 

member agency’s Transportation and Customer Service rates. 

5.4   Capacity Charge Increase 

Section §5.9 of the County Water Authority Act permits the Water Authority to fix and impose 

capacity charges on each of its member agencies or upon ultimate users of water delivered by 

the Water Authority to the member agencies. Capacity charges are a one-time payment for new 

or upsized meters to fund the cost to construct capacity to serve that meter. These capacity 

charges may include components for water resources, production, storage, distribution, 

treatment, and financial reserves. However, the Water Authority must demonstrate a reasonable 

nexus between the amount of the charge and the cost of capacity to serve new development. 

Based on the 2018 Capacity Charge Report, Carollo found that the Water Authority’s methods 

for calculating the System Capacity Charge and the Treatment Capacity Charge continue to be 

consistent with applicable AWWA and industry standards, Board policy, and applicable legal 

requirements. Consistent with Ordinance 2018-04, Carollo also recommended that, between 

studies (every three to five years), the Water Authority continue its policy to escalate the 

implemented charges by an appropriate inflationary metric. 

Based on this analysis, both the System and Treatment Capacity Charges are thus escalated to 

CY 2022 levels using the Engineering News-Record Construction Cost Index (ENR-CCI) index for 

the City of Los Angeles. The percent increase in the index from December 2019 to December 

2020 for Los Angeles (0.28 percent) is used as an escalator for the system and treatment 

capacity charges as shown in Table 21. 

Table 21 Proposed System and Treatment Capacity Charge Increases 

Calendar Year 
System Capacity Charge 

($/new MEU) 
Treatment Capacity Charge 

($/new MEU) 

Existing  $5,312 $148 

CY 2022 $5,328 $149 
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Section 6 

FINDINGS 

Based on the independent review performed for this rate study, Carollo confirms the Water 

Authority’s existing methodology, cost allocations, rate-setting principles, and proposed 

CY 2022 rates are reasonable and consistent with the AWWA cost of service principles, Board 

policies, and California legal requirements. Carollo’s finding for this study are as follows: 

 Beyond the financial measures identified by the Water Authority, revenue adjustments 

are necessary.  

 A combination of revenue adjustments and RSF utilization are necessary to cover the 

Water Authority’s budget requirements.  

 The Water Authority has significant detail and a sound basis for existing and proposed 

water rates and charges. 

 The resulting cost of service allocations and existing methodology provide a clear, 

reasonable, and defensible nexus between the cost of service provided and rates 

charged. 

 The Water Authority rate structures effectively and appropriately recover the allocated 

costs from each member agency. 

 Board policies and cost of service guidelines are applied alongside industry best 

practices and AWWA M1 standards, and the rates and charges adhere to the legal 

requirements as described within this report. 

 The IAC was calculated in compliance with Board policies and adheres to the legal 

requirements as described within this report. The proposed IAC at $4.24 per MEU 

achieve the Board directive of 25 percent fixed cost recovery. 

 The existing methodology yields an appropriate and reasonable method for allocating 

costs, which continues to be sustained despite changes to cost drivers and changes to 

demands. 

 Based on the current RSF balance and the recent revision to the RSF methodology, the 

proposed CY 2022 water rates and charges plan continued utilization of the RSF in FY 

2022 As a result, the Water Authority will continue to meet the Board’s DSCR target of 

1.50x.  

 A more detailed discussion and guidance of future RSF utilization, overall reserves 

levels, and rate guidance (new 10-year High/Low) will be provided as part of the 2021 

Long-Range Financing Plan.  

 Adjust the System and Treatment Capacity Charge schedules based on the annual 

percentage change in the ENR-CCI LA (0.28 percent). 
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Appendix C 
FINANCIAL POLICY AMENDMENT 
 





 

 
August 16, 2006 
 
Attention: Board of Directors  
 
Adopt the Rate Model Work Group Financial Policy Proposal.  (Action) 
 
Purpose 
To amend Water Authority financial policies regarding the Rate Stabilization Fund (RSF) and 
Debt Service Coverage Ratio (DSCR) as recommended by the Rate Model Work Group Proposal 
and the Administrative and Finance Committee. 
 

Administrative and Finance Committee Recommendation 
Adopt  the Rate Model Work Group Proposal to amend financial policies regarding the 
RSF and DSCR. 

 
Fiscal impact 
The Rate Model Work Group (RMWG) Proposal will be phased in over a three-year period starting 
January 1, 2008.  The phase-in will require that by June 30, 2011, the RSF have a balance 
approximately $10 million higher than the projected balance under the current policy.   Starting 
January 1, 2008, water rates will need to include an additional increase of approximately one 
percent per year on average for the next three years; however, Infrastructure Access Charges (IAC) 
will decrease by approximately $3 per year per meter.  Looking out to 2020-2021, the IAC will be 
approximately $6 per year per meter lower than projected under current policies, and the average 
annual increase in the water rate will decrease by approximately 0.40 percent. 
 
Background 
In December 2004, the Water Authority created the RMWG to promote financial transparency, 
to foster member agency relations and to create an open and collaborative process for discussing 
financial and rate management issues.  The RMWG is made up of member agency general 
managers and finance officers.  In 2005, the RMWG’s focus centered on understanding the 
inputs and outputs of the Financial Rate Modeling Program and how these were used to set rates 
and charges and prepare the Long Range Financing Plan.  A workshop was then conducted with 
the member agencies to share this information.  From this process, a list of parking lot items 
resulted.  The analytical work surrounding these items formed the basis of the Proposal currently 
before the Board. 
 
The Proposal is the result of six months of intensive, collaborative work among RMWG 
members, staff and Water Authority financial advisors.  RMWG members included:  Keith 
Lewinger (Fallbrook); Joe Beachem (Otay); Augie Caires and Doug Wilson (Padre Dam); Tom 
Brammell (Ramona); Charles Yackly, Christine Ruess and Cathy Pieroni (San Diego); Dennis 
Bostad and Debra Farrow (Sweetwater); Eldon Boone and Farrokh Shahamiri (Vista): and 
Linden Burzell (Yuima). The group met six times between January and June 2006. In these 
meetings, the group analyzed quantitative data related to Water Authority financial risks, 
reviewed studies of comparable agency financial ratios, evaluated 35 rate runs, identified 
common interests and barriers regarding policy development, developed and voted on specific 
recommendations, and drafted the policy recommendations contained in Attachment A.  Staff 
presented the RMWG Proposal at the member agency general managers’ meeting on July 18,  
2006 and at the quarterly meeting of member agency finance officers on August 3, 2006.  Staff  
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Administrative and Finance Committee 
August 16, 2006 
Page 2 of 2 
 
also held a workshop on the RMWG Proposal at a special meeting of the Administrative and 
Finance Committee on August 10, 2006.  At this meeting, by a unanimous vote, the Committee 
recommended adoption of the RMWG Proposal to the Board. 
 
Previous Board Action:  On August 10, 2006, the Administrative and Finance Committee 
recommended adoption of the RMWG Proposal. 
 
Discussion 
The key findings that drove the development of the Proposal are the result of a comprehensive 
risk analysis (including quantitative hydrologic data) and a comparative analysis of the financial 
ratios of other AA-rated water agencies.  The risk analysis showed not only that hydrologic risk 
was significant, but also that the existing RSF minimum provides only one year of protection 
against the negative financial impacts of extreme wet weather.  The RMWG considered this level 
of protection to be insufficient and chose to implement a target funding level that provides 2.5 
years of protection against wet weather.  In addition to the risk analysis, the comparative 
financial analysis revealed that with respect to the three financial ratios of greatest importance to 
investors and rating agencies, the Water Authority placed below the average of its AA rating 
category.  After analyzing different scenarios and with extensive input from the Water 
Authority’s financial advisor, the RMWG recommended a DSCR policy target of 1.50x. 
 
Attachment A contains the RMWG recommendations relating to the RSF and DSCR policies.  In 
addit ion to policy statements, the attachment provides edited sections of the Water Authority’s 
Long Range Financing Plan which demonstrate how the policies will be “operationalized.”  The 
primary elements of the RMWG Proposal are to: 
 

• Establish a target funding level for the RSF that protects the Water Authority against the financial 
impact of 2.5 years of wet weather; 

• Decrease the maximum funding level for the RSF to protect the Water Authority against the financial 
impact of 3.5 years of wet weather; 

• Phase in the new target funding level of the RSF over three years and replenish any target level 
deficits over the same time period; 

• Provide for the use of RSF funds to pay for O&M and debt service expenses, to smooth water rates 
and to meet Operating Fund and DSCR targets; 

• Establish a separate fund for known, specific future expenses such as dam fills; and 
• Establish a target DSCR of 1.50x, which is above the minimum bond covenant of 1.20x.  

  
Benefits of the RMWG Proposal include reduced rate volatility, increased protection against wet 
weather, a transparent and flexible RSF framework, increased cash funding of the CIP and less 
outstanding debt.  Moreover, the strengthening of key financial ratios—higher debt service coverage 
ratio, decreased debt ratio and increased cash days—support the maintenance of the Water 
Authority’s AA credit ratings. 
 
Prepared by: Eric Sandler, Deputy Director of Finance 
Reviewed by:   Karen P. Brust, Director of Finance/Treasurer 
Approved by:   Paul A. Lanspery, Deputy General Manager 
 
Attachment(s): 
Attachment A -  Rate Model Work Group Recommended Adjustments to Existing Water 

Authority Financial Policies 
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ATTACHMENT—A 
RATE MODEL WORK GROUP RECOMMENDED ADJUSTMENTS TO EXISTING WATER 
AUTHORITY FINANCIAL POLICIES RELATED TO THE RATE STABILIZATION FUND AND 

DEBT SERVICE COVERAGE 
 
Rate Stabilization Fund Policy Statement 
The target funding level for the RSF is equal to the financial loss resulting from 2.5 years of 
above average rainfall, calculated at a 95% exceedence level.  The maximum funding level for 
the RSF is equal to the financial loss resulting from 3.5 years of above average rainfall. 
 
Transfers from the RSF to the Operating Fund may be made to meet annual O&M expenses, 
debt service expenses, stabilize water rates or to comply with debt service coverage and 
operating fund policies. Transfers from the Operating Fund to the RSF will be made as a closing 
audit adjustment if the Operating Fund maximum balance has been met. 
 
Balances below the RSF target level are to be replenished within three years.  The Board may 
also choose to budget for RSF deposits resulting in balances in excess of the target level but 
below the maximum level to provide for rate smoothing.  The RSF is managed so that any funds 
above the maximum balance will be transferred to the Operating Fund—Operating Fund 
balances above the existing 45-day policy are subject to discretionary use by the Board. 
 
Funds committed to specific future non-operating expenditures such as dam fills or QSA water 
pre-payments will be set-aside in either the Dam Fill Fund or QSA Commitment Fund. 
 
Rate Stabilization Fund 
Red-lined text from Water Authority’s Long Range Financing Plan for fiscal year 2004-
2005  
The Rate Stabilization Fund (RSF) was created in Fiscal Year 1989-1990 for the purpose of 
collecting amounts of water revenues greater than expenditures in years of strong water sales.  
Funds can then be used to mitigate “rate shock” in years of weak water sales and/or , to manage 
debt service coverage, or to smooth out water rate increases.  The RSF is a critical short-term 
water rate management tool that provides the necessary funds to maintain a smooth water rate 
pattern over a long period of time. With the new melded supply rate, and the expansion of the 
Water Authority’s functional areas with treatment and desalination, the RSF will have an 
increasingly important role in managing hydrology risk and stabilizing annual revenue needs. 
 
The RSF has served the Water Authority well since it was created, providing a vehicle that 
collected approximately $60 million in the first three years of its existence.  Revenues greater 
than expenditures were generated in those years from strong water sales during the drought, 
combined with relatively low debt service requirements because major funding for the CIP was 
just beginning. In Fiscal Year 1994-1995, approximately $6 million was withdrawn from the RSF 
to supplement operating revenues and mitigate the need for water rates to rise above $80 per 
acre-foot.  A transfer of $19 million was made from the RSF to the Operating Fund, as directed 
by the Board in Fiscal Year 1996-1997, to more efficiently balance Rate Stabilization and 
Operating Funds.  The RSF will supply approximately $10 million in water purchases for the 
Olivenhain reservoir in Fiscal Year 2003-2004.  In addition, in Fiscal Year 2003-2004, $10 million 
of this fund has been placed in restricted investments to fund the IID socioeconomic payment 
obligation.   As a part of the Long-Range Financing Plan process, a “QSA Commitment Fund” 
will be established to recognize that these restricted investments are no longer available for rate 
stabilization purposes.  The RSF is anticipated to have an ending balance of $55.7 million 
(inclusive of the remaining $8 million in IID-restricted investments), and a permitted maximum 
balance of $86.1 million at the close of Fiscal Year 2003-2004.   
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For long-range financial planning purposes, Board policy requires that the sets a target funding 
level for the RSF be maintained at a minimum balance of at least 25 percent of the Water 
Authority’s net water sales revenue, defined as total Water Authority water sales revenue less 
Water Authority water purchases from Metropolitan Water District.  The RSF also has a 
maximum balance of 100 percent of the average annual water sales projected over the 
proceeding  four years.equal to the financial loss resulting from 2.5 years of above average 
rainfall, calculated at a 95% exceedence level.  Additionally, it establishes a maximum funding 
level equal to the financial loss resulting from 3.5 years of above average rainfall.  The four-year 
forward-rolling average allows the RSF to gradually increase or decrease with respect to 
revenue coverage needs.Defining the target and maximum funding levels of the RSF in terms of 
the financial impact of above average rainfall matches the size of the fund to the primary risk it is 
designed to mitigate and provides additional capacity for rate smoothing. 
 
As a general rule,  the Water Authority will transfer portions of its net water revenues not required 
to meet either its debt service coverage ratio requirement or operating fund requirement into the 
RSF.  The Board may choose to budget for RSF deposits resulting in balances in excess of the 
target level but not in excess of the maximum level for the purposes of rate smoothing.  
Balances below the target level are to be replenished within three years.  As necessary, the 
Water Authority will transfer amounts from its RSF into net water revenues to meet its debt 
service coverage requirements, Operating Fund requirements or to smooth rate increases.    
Interest earnings accrue to the Rate Stabilization Fund RSF unless the maximum balance is 
achieved, at which point they will be deposited into the Operating Fund.  The RSF is managed so 
that any funds above the maximum balance will be transferred to the Operating Fund—
Operating Fund balances above the existing 45-day policy are subject to discretionary use by the 
Board  deposits are not made into the fund if the fund is at its maximum permitted balance.   
 
In Fiscal Year 2003-2004, $10 million of the RSF was placed in restricted investments to fund 
the IID socioeconomic payment obligation.  As a part of the Long-Range Financing Plan process, 
a “QSA Commitment Fund” was established to recognize that these balances are no longer 
available for rate stabilization purposes.  Similarly, funds committed to specific future non-
operating expenditures such as dam fills or QSA water pre-payments are to be set aside in the 
Dam Fill Fund or the QSA Commitment Fund.  Planned non-operating expenditures in the future 
include San Vicente and Lake Hodges dam fill payments scheduled for 2012-2016 and a QSA 
Water Prepayment due in 2008. 
 
The RSF was created to provide funds that would mitigate the need for an unanticipated rate 
increase in the event of an unexpected decline in water sales.  As a result, the RSF is a critical 
short-term water rate management tool that provides the necessary funds to maintain a smooth 
water rate pattern over a long period of time.  
 
With the new melded supply rate, and the expansion of the Water Authority’s functional areas 
with treatment and desalination, the RSF will have an increasingly important role in stabilizing 
annual revenue needs.  
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Debt Service Coverage Policy Statement 
The Board will set rates to meet a senior lien debt service coverage target inclusive of RSF 
transfers of 1.50x as well as a senior lien debt service coverage target (excluding capacity 
charge revenues) of 1.00x.  The 1.50x senior lien debt service coverage target is above the 
existing 1.20x bond covenant. 
 
Debt Service Coverage 
Red-lined text from Water Authority’s Long Range Financing Plan for fiscal year 2004-
2005 
Debt service coverage is another key constraint in the FRMP, and is mandated by the legal 
documents that govern the Water Authority’s outstanding debt issues.  The Water Authority’s 
debt service coverage covenants require that the Water Authority’s net operating revenues, 
defined as operating revenues less operations and maintenance expenditures, equal a minimum 
of 120 percent of debt service on senior lien debt. The Water Authority has also covenanted to 
provide gross revenues of at least 100 percent of debt service on all Water Authority obligations. 
 Senior lien refers to debt that has a legal first priority repayment after the Water Authority first 
pays its operations and maintenance expenditures.  At the present time, all of the Water 
Authority’s outstanding fixed-rate debt is senior lien debt.  
 
The projected senior lien debt service ratio, and overall debt service ratio are presented in 
Figures 5-3 and 5-4 respectively.  The obligations that are subject to the 100 percent debt 
service coverage requirement consist of all Water Authority obligations, including operations and 
maintenance expenditures, long-term debt service, short-term debt service and any other 
obligations (e.g., leases, contracts, etc.) 
 
In addition to the 120 percent and 100 percent requirements, the Water Authority has the   ability 
to issue an intermediate lien that would require 110 percent coverage after the payment of senior 
lien obligations.  The Water Authority currently has no intermediate lien obligations outstanding 
and no plan to issue such debt.   
 
Highly-rated water utilities generally have actual debt service coverage ratios in excess of the 
their legal obligations.  The maintenance of the Water Authority’s high credit ratings requires debt 
service coverage ratios that generally exceed the minimum requirement.Though not a legal 
commitment, the Board has established that inclusive of RSF transfers, the Water Authority will 
maintain senior lien debt service coverage of 150% and senior lien debt service coverage of 
100% after excluding capacity charge revenues. 
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Appendix E 
A&N TECHNICAL SERVICES, INC – SUPPLY 
RELIABILITY CHARGE MEMO 
 





A & N Technical Services, Inc.    

 

Memorandum 

To: Lisa Marie Harris, Director of Finance 
Dan Hentschke, General Counsel 

From: Thomas W. Chesnutt, Ph.D., CAP® 

Date: March 2, 2015 

Re: Review of Proposed SDCWA - Supply Reliability Charge 

 
Purpose 
 
A & N Technical Services, Inc. has been retained by the San Diego County Water Authority  to 
independently review and provide a professional opinion of whether the proposed Supply 
Reliability Charge as described later in this memorandum is consistent with recognized cost-of-
service based rate setting principles, that the amount expected to be generated by the charge is 
no more than necessary to cover the reasonably anticipated revenue requirement (“costs”) for 
governmental services or products for which the charge is imposed, and that the manner in 
which the costs are generally allocated by the charge bears a fair or reasonable relationship to 
the payor’s burdens on or benefits received from the governmental services or products.1    

Findings 

The proposed Supply Reliability Charge comports with water industry cost-of-service-based 
rate-setting principles. By design, it cannot recover more than the costs allocated to the supply 
functional costs, since it is computed as a portion of those functional supply costs.  Further, it 
constitutes a reasonable allocation of functional supply costs in that it better aligns the fixed 
incremental supply costs taken on by the Water Authority to make highly reliable potable 
water supplies available to its member agencies within the County of San Diego with the 
benefits available to all water customers connected to the SDCWA integrated water system. 

The proposal addresses fairness by allowing for predictability of charge incidence (based on a 
rolling five year average of historical deliveries) and adjustments to future charge incidence if 
demand requirements of member agencies change in the future due to local supply 

1 This analysis is limited to a review of the proposed charge in the context of the Water Authority rates 
structure.  It does not include allocation of individual costs to functional rate categories.  That aspect of 
the cost-of-service study for the determination and setting of the amount of the charge will be performed 
by others. 
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11808 Stanwood Dr. • Los Angeles, CA 90066 • Voice: 310.439.1883 • Fax: 310.439.1884 

                                                 

Attachment B



 
             

 
 
development or demand management.  This reviewer approves of the stated intention to re-
examine the Supply Reliability Charge in five years and to embed it as a fixed charge in fiscal 
procedures and policies intended to assure the SDCWA’s fiscal sustainability objectives2.   

Description of the Supply Reliability Charge 

The proposed Supply Reliability Charge will create a new fixed charge for the functional 
incremental supply costs3 allocated to enhanced supply reliability.  Under the proposed 
methodology the charge would be set annually.  First the difference between the combined 
Desalination and IID Water Transfer Costs and a like amount of water purchased at the MWD 
Tier 1 Full Service Untreated Rate is determined.  The calculated difference is then multiplied 
by 25% to determine the calendar year Supply Reliability Charge.  A detailed calculation 
methodology is shown below:  

  

2 See GASB (2011) Preliminary Views on Economic Condition Reporting. 
3 Functional incremental supply costs for this purpose are understood to be associated with the 
two highly reliable  supplies available to the San Diego County Water Authority that 
constitute the new and forward-looking supplies—i.e., the supply costs incidental to IID 
Transfer water supply and the Carlsbad Desalination plant; these are a subset of SDCWA’s 
overall functional supply costs. The overall supply costs for the Water Authority, include the 
Tier 1 full service water rate payments made to MWD for purchase of MWD water (currently 
the total of MWD’s Tier 1 supply rate, system access rate, system power rate, and water 
stewardship charge), the cost of payments made to IID for transferred water under the 
IID/SDCWA Agreement for Transfer of Conserved Water plus the payments made to MWD 
for transportation of that water to the Water Authority service territory under the Exchange 
Agreement , the payments made for desalinated water under the Water Authority/Poseidon 
Water Purchase Agreement, and certain other costs of water.  Because the Water Authority 
provides both treated and untreated water, its functional supply costs, by definition, exclude 
other functional costs such as the functional cost of treatment.   The Water Authority’s 
functional cost categories are currently described in Water Authority Administrative Code 
section 5.00.050 and Water Authority Ordinance No. 2014-01.  
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 𝑺𝑺𝑺𝑺𝑺𝑺𝑺𝑺𝑺𝑺𝑺𝑺 𝑹𝑹𝑹𝑹𝑺𝑺𝑹𝑹𝑹𝑹𝑹𝑹𝑺𝑺𝑹𝑹𝑹𝑹𝑺𝑺 𝑪𝑪𝑪𝑪𝑹𝑹𝑪𝑪𝑪𝑪𝑹𝑹 = [(𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊 𝐶𝐶𝐷𝐷𝐷𝐷𝐷𝐷 + 𝐼𝐼𝐼𝐼𝐷𝐷 𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊 𝑇𝑇𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑇𝑇𝐷𝐷𝑊𝑊 𝐶𝐶𝐷𝐷𝐷𝐷𝐷𝐷) −
𝑀𝑀𝑊𝑊𝐷𝐷 𝑇𝑇𝐷𝐷𝐷𝐷𝑊𝑊 1 𝐸𝐸𝐸𝐸𝐸𝐸𝐷𝐷𝐸𝐸𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝐶𝐶𝐷𝐷𝐷𝐷𝐷𝐷] × 25% 

𝑫𝑫𝑹𝑹𝑫𝑫𝑹𝑹𝑺𝑺𝑹𝑹𝑫𝑫𝑹𝑹𝑹𝑹𝑹𝑹𝑫𝑫𝑫𝑫 𝑾𝑾𝑹𝑹𝑹𝑹𝑹𝑹𝑪𝑪 𝑪𝑪𝑫𝑫𝑫𝑫𝑹𝑹 =  �𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊 𝑃𝑃𝐸𝐸𝑊𝑊𝑃𝑃ℎ𝐷𝐷𝐷𝐷𝐷𝐷 𝐴𝐴𝐴𝐴𝑊𝑊𝐷𝐷𝐷𝐷𝐴𝐴𝐷𝐷𝐷𝐷𝐷𝐷 𝐶𝐶𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊𝐷𝐷𝑃𝑃𝐷𝐷 𝑃𝑃𝑊𝑊𝐷𝐷𝑃𝑃𝐷𝐷4 −
𝑀𝑀𝐷𝐷𝐷𝐷𝑀𝑀𝐷𝐷𝑀𝑀 𝑇𝑇𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝐴𝐴𝐷𝐷𝐷𝐷𝐷𝐷 𝑅𝑅𝐷𝐷𝐷𝐷𝐷𝐷� × 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐸𝐸𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷   
𝐈𝐈𝐈𝐈𝐈𝐈 𝐖𝐖𝐖𝐖𝐖𝐖𝐖𝐖𝐖𝐖 𝐓𝐓𝐖𝐖𝐖𝐖𝐓𝐓𝐓𝐓𝐓𝐓𝐖𝐖𝐖𝐖 𝐂𝐂𝐂𝐂𝐓𝐓𝐖𝐖 

=  (𝐼𝐼𝐼𝐼𝐷𝐷 𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊 𝐶𝐶𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊𝐷𝐷𝑃𝑃𝐷𝐷 𝑃𝑃𝑊𝑊𝐷𝐷𝑃𝑃𝐷𝐷 + 𝑀𝑀𝑊𝑊𝐷𝐷 𝑇𝑇𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑇𝑇𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝑅𝑅𝐷𝐷𝐷𝐷𝐷𝐷)  
× 𝐼𝐼𝐼𝐼𝐷𝐷 𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐸𝐸𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷  

𝑴𝑴𝑾𝑾𝑫𝑫 𝑻𝑻𝑹𝑹𝑹𝑹𝑪𝑪 𝟏𝟏 𝑬𝑬𝑬𝑬𝑺𝑺𝑹𝑹𝑬𝑬𝑹𝑹𝑺𝑺𝑹𝑹𝑫𝑫𝑹𝑹 𝑪𝑪𝑫𝑫𝑫𝑫𝑹𝑹 
= (𝑀𝑀𝑊𝑊𝐷𝐷 𝑇𝑇𝐷𝐷𝐷𝐷𝑊𝑊 1 𝐹𝐹𝐸𝐸𝐷𝐷𝐷𝐷 𝑆𝑆𝐷𝐷𝑊𝑊𝐸𝐸𝐷𝐷𝑃𝑃𝐷𝐷 𝑈𝑈𝐷𝐷𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑀𝑀 𝑅𝑅𝐷𝐷𝐷𝐷𝐷𝐷
× 𝑇𝑇𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝑅𝑅𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑅𝑅𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑅𝑅 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐸𝐸𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷) 

𝑻𝑻𝑫𝑫𝑹𝑹𝑹𝑹𝑺𝑺 𝑹𝑹𝑹𝑹𝑺𝑺𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑹𝑺𝑺𝑹𝑹𝑹𝑹𝑺𝑺 𝑫𝑫𝑹𝑹𝑺𝑺𝑹𝑹𝑬𝑬𝑹𝑹𝑪𝑪𝑹𝑹𝑹𝑹𝑫𝑫 = 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐸𝐸𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷 +
𝐼𝐼𝐼𝐼𝐷𝐷 𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑊𝑊 𝑇𝑇𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷𝑇𝑇𝐷𝐷𝑊𝑊 𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐸𝐸𝐷𝐷𝑊𝑊𝐷𝐷𝐷𝐷𝐷𝐷.   

 
As used in this formula, Desalination Deliveries are 42,000 AF/Y and IID Water Transfer Deliveries 
are 100,000 AF/Y in 2016 and ramp up to 200,000 AF/Y according to the transfer schedule in 
the Transfer Agreement. 

The revenue generated from this charge will only be applied to the supply revenue 
requirement prior to determining the volumetric Melded Supply Rate. This charge will be 
allocated to member agencies based on a five year rolling average of applicable historical 
water deliveries5. This charge will be zero when MWD’s Tier 1 costs are equal or greater than 
the combined Desalination and IID Water Transfer Costs.  

Criteria for Evaluation of the Supply Reliability Charge 
 
This independent review will use the CUWA Public Investment Principles in its analysis of the 
Supply Reliability Charge. These principles were the product of a multiple agency working 
group at the California Urban Water Agencies and includes the following principles for 
publicly financed water projects:6 

4 The desalinated water contract price includes the following components: 
WPA Article 17.4 Capital Charges    
 (Debt Service Charge + Equity Return Charge)      
WPA Article 17.5 Operating Charge   
 (Fixed Operating Charge + Variable Operating Charge)    
WPA Article 17.6 Electricity Charge  
 (Fixed Electricity Charge + Variable Electricity Charge) 
WPA Article 8.14 Poseidon Management Fee 
 (Annual Management Fee) 
5 A & N Technical Services has been informed by Water Authority staff that discussions 
regarding the future of the Transitional Special Agricultural Water Rate (TSAWR) are ongoing 
and may impact the allocation of the charge to member agencies.  
6 See the CUWA Public Investment White Papers found at http://www.cuwa.org. 
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1. Inclusive of all beneficiaries 
2. A clear nexus between charges and benefits received 
3. Specificity, based on defined projects and costs 
4. Transparency of benefit and cost allocation decisions, understandable to 

beneficiaries funding the efforts 
5. Strict dedication of funds 
6. Reasonable assurances that benefits will be delivered  

 
AWWA Manual M1.  On Rate Making Objectives: Accurate attribution of costs of service is not 
the only objective of water utility ratemaking.   Derived from Bonbright et al. (1961, 1988) the 
Principles of Water Rates, Fees, and Charges, AWWA Manual M1, Sixth Edition (2012, p. 4) 
provides a more complete list of typical ratemaking objectives: 

• Effectiveness in yielding total revenue requirements (full cost recovery) 
• Revenue stability and predictability 
• Stability and predictability of the rates themselves from unexpected or adverse 

changes 
• Promotion of efficient resource use (conservation and efficient use) 
• Fairness in the appointment of total costs of service among the different 

ratepayers 
• Avoidance of undue discrimination (subsidies) within the rates 
• Dynamic efficiency in responding to changing supply and demand patterns 
• Freedom from controversies as to proper interpretation of the rates 
• Simple and easy to understand 
• Simple to administer 
• Legal and defendable 
 

Analysis 
 
The Supply Reliability Charge reasonably comports with the CUWA principles cited above. The 
charge is inclusive of all customers that have recently taken SDCWA deliveries and could 
reasonably be expected to benefit from highly reliable incremental water supplies. There is a 
clear nexus between this fixed charge and the benefits of highly reliable incremental supplies 
received by SDCWA customers. The charge is quite specific, being based on two incremental 
water supplies (Carlsbad Desalination and IID Transfer) defined by contract and imported 
supplies from MWD (though currently non-contractual, these supply costs are specific.) The 
multiple year public process (Board hearings, Board Fiscal Sustainability Task Force, Member 
Agency Managers Workgroup, and public outreach) have provided transparency of benefit and 
cost allocation deliberation with ample opportunity to improve understanding to SDCWA 
member agencies and their customers (beneficiaries) about the funding of these highly reliable 
incremental water supplies. Funds collected from the charge are dedicated to recovering a 
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subset of functional supply costs and cannot be used for other purposes. The contracts for 
incremental supplies provide reasonable assurances that the benefits of highly reliable 
incremental supplies will be delivered. 
 
The Supply Reliability Charge makes reasonable tradeoffs among cost-of-service-based 
ratemaking objectives cited above.  
 
Precedence for Fixed Charges. The concept of levying fixed charges to recover the costs required 
for the capacity to deliver public service has a long history (Dupuit, 1844 and more recently 
Kahn, 1991) and is familiar to anyone who has paid access, standby, or “demand” capacity 
charges. 
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