
  

 

 

 

 

June 20, 2018 

 

Attention: Administrative and Finance Committee 

 

Adopt the Water Authority’s Rates and Charges for Calendar Year 2019. (Action) 

  

Purpose 

To establish rates and charges sufficient to meet the Water Authority’s revenue requirements in 

conformance with state law and board policies.  

 

Staff recommendation 

a. Conduct the Public Hearing; 

b. Adopt Ordinance No. 2018-__ an ordinance of the Board of Directors of the San Diego 

County Water Authority setting rates and charges for the delivery and supply of water, 

use of facilities, and provision of services; 

c. Adopt Ordinance No. 2018-__ an ordinance of the Board of Directors of the San Diego 

County Water Authority modifying the Rate Stabilization Fund (RSF) requirements; 
d. Adopt Resolution No. 2018-__ a resolution of the Board of Directors of the San Diego 

County Water Authority continuing the Standby Availability Charge; 

e. Adopt Ordinance No. 2018-__ an ordinance of the Board of Directors of the San Diego 

County Water Authority amending and restating the System Capacity and Water 

Treatment Capacity Charges imposed by the Water Authority pursuant to Section 5.9 of 

the County Water Authority Act; 

f. Find the actions exempt from CEQA pursuant to Public Resources Code § 21080(b)(8) 

and authorize the General Manager to file a notice of exemption. 

 

Alternative 

Direct staff to set a different time or date for the public hearing. 

 

Fiscal Impact 

The proposed water rates and charges, in combination with reserves, existing taxes, the System 

Capacity Charge, the Water Treatment Capacity Charge, the Infrastructure Access Charge (IAC), 

investment income, the Standby Availability Charge, and the Supply Reliability Charge (SRC), 

are expected to raise revenues sufficient to meet the Water Authority’s revenue requirement, 

bond covenants and other key fiscal policy goals. The proposed M&I total cost of water increase 

for CY 2019 is $38/AF or 2.9% for untreated water and $14/AF or 0.9% for treated water. These 

increases are mitigated by a projected draw of approximately $18.4 million from the Rate 

Stabilization Fund (RSF) in FY 2019.  
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Executive Summary   

• Treated Water Cost increasing from the CY 2018 rate of $1,603 to $1,617 in CY 2019 

rates, a $14 or 0.9% increase. 

• Untreated Water Cost increasing from the CY 2018 cost of $1,303 to $1,341 in CY 

2019, rates a $38 or 2.9% increase. 

• Rate Stabilization Fund: $18.4 Million (or about $49/AF) drawdown to offset what 

would have been a higher rate increase. 

 

 

 

 

Background 

At the May 24, 2018 Board meeting, staff provided a report on the proposed CY 2019 rates and 

charges, as well as a draft of Carollo’s independent cost of service study.  The report not only 

provided the proposed CY 2019 rates and charges but also discussed the primary drivers behind the 

proposed increases.  The key rate and charge drivers identified in the board report are MWD’s 

supply and transportation rate increases, increased QSA water deliveries, and the reduced water 

sales environment.  The Board memo associated with the report is provided as Attachment A.     

 

Previous Board Actions 

On May 24, 2018, the Board received the detailed staff report and Carollo’s draft cost of service 

study recommending the proposed CY 2019 rates and charges, and adopted Resolution 2018-08 

setting the time and place for the public hearing on June 28, 2018 to receive comments on the 

proposed rates and charges. 

 

 

Discussion 

The June 28, 2018 Administrative and Finance Committee meeting has been scheduled as the 

time, date, and place to receive public comments regarding proposed rates and charges, including 

the information presented in connection with the May 24, 2018 meeting and the additional 

information provided in this memorandum, and any other matters pertinent to the Board’s setting of 

rates and charges. In addition, upon the Board’s May action, the Cost of Service Report from 

Carollo Engineers was finalized and is provided as Attachment B.  

 

The Water Authority is proposing to the Board to adjust its Rate Stabilization Fund reserve 

policy to account for a potential unforeseen 15% reduction in water sales over 2.5 consecutive 

years as a funding target and 3.5 years as a funding maximum. This potential reduction replaces 

the previous reserve policy that employed a potential 25% reduction in water sales to determine 

reserve levels. This change in the reserve policy is driven by improvements in water use 

efficiency. A 47% 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 use becomes more efficient, regional water demand “hardens,” becoming less susceptible 

to significant demand reduction due to wet weather. As part of the development of the 2020 

Urban Water Management Plan, staff plans to conduct an analysis of the potential impact of 

future wet and dry scenarios on the Water Authority.  
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The proposed actions are exempt from CEQA as provided by statute under Public Resources 

Code §21080(b)(8). This Statutory Exemption is stipulated for actions involving the 

establishment of water rates, tolls, fares, or other charges for the purpose of meeting operating 

expenses, including employee wages and benefits; purchasing or leasing supplies, equipment, or 

materials; meeting financial reserve needs and requirements; or obtaining funds for capital 

projects within existing service areas. The General Manager is therefore authorized to file a 

Notice of Exemption pursuant to Public Resources Code §21152(b) and §15061(d) of the State 

CEQA Guidelines (Title 14, Chapter 3, California Code of Regulations). 

 

The Water Authority has complied with the procedural requirements for continuing the Standby 

Availability Charge and increasing its rates and charges for water and other services. After 

consideration of public comments at the Public Hearing on June 28, 2018, the staff recommends that 

the Board adopt the ordinance setting the water rates and charges for CY 2019.  

 

 

Prepared by:   Steven B. Williams, Rates and Debt Manager 

Reviewed by:  Lisa Marie Harris, Director of Finance/Treasurer 

Approved by:  Dan Denham, Assistant General Manager 

 
 

 

 

 

 

Attachments:     

A. May 16, 2018 Board Memo on setting the public hearing for proposed CY 

2019 rates and charges 

B. Carollo Engineers’ Cost of Service Study dated June 2018 

C. Ordinance No. 2018-__ an ordinance of the Board of Directors of the San 

Diego County Water Authority setting rates and charges for the delivery and 

supply of water, use of facilities, and provision of services. 

D. Ordinance No. 2018-__ an ordinance of the Board of Directors of the San 

Diego County Water Authority modifying the Rate Stabilization Fund Policy 

E. Resolution No. 2018-__ a resolution of the Board of Directors of the San 

Diego County Water Authority continuing the Standby Availability Charge. 

F. Ordinance No. 2018-__ an ordinance of the Board of Directors of the San 

Diego County Water Authority amending and restating the System Capacity 

and Water Treatment Capacity Charges imposed by the Water Authority 

pursuant to Section 5.9 of the County Water Authority Act; 

 

 

 



  

 
 
 
 
May 16, 2018 
 
Attention: Administrative and Finance Committee 
 
Resolution setting a Public Hearing date for the Water Authority’s proposed calendar year 
2019 Rate and Charge increases (Action) 
 
Purpose 
The purpose of this report is to review the proposed rates and charges for calendar year 2019 and 
to adopt a resolution setting a time and place for a public hearing for the consideration and 
adoption of the proposed rate and charge increases for water, services and facilities. 

 
Staff recommendation 
1. Adopt Resolution Number 2018-__ setting the time and place for a public hearing on 

June 28, 2018, at or after 9:00 a.m., or as soon thereafter as may practicably be heard, 
during the Administrative and Finance Committee meeting, to receive comments 
regarding proposed rates and charges to be effective January 1, 2019. 

 
Alternative 
Direct staff to set a different time or date for the public hearing. 

 
Fiscal Impact 
The proposed water rates and charges, in combination with reserves, existing taxes, the System 
Capacity Charge, the Water Treatment Capacity Charge, the Infrastructure Access Charge (IAC), 
investment income, the Standby Availability Charge, and the Supply Reliability Charge (SRC), 
are expected to raise revenues sufficient to meet the Water Authority’s revenue requirement, 
bond covenants and other key fiscal policy goals. The proposed M&I total cost of water increase 
for CY 2019 is $38/AF or 2.9% for untreated water and $14/AF or 0.9% for treated water. These 
increases are mitigated by a projected draw of approximately $18.4 million from the Rate 
Stabilization Fund (RSF) in FY 2019. 
 
Executive Summary   

• Treated Water Cost increasing from the CY 2018 rate of $1,603 to $1,617 in CY 2019 
rates, a $14 or 0.9% increase. 

• Untreated Water Cost increasing from the CY 2018 cost of $1,303 to $1,341 in CY 
2019, rates a $38 or 2.9% increase. 

• Rate Stabilization Fund: $18.4 Million (or about $49/AF) drawdown to offset what 
would have been a higher rate increase. 

 
  

Attachment A 
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Background 
Metropolitan Water Rate Increases 
On April 10, 2018, MWD’s Board of Directors adopted rate and charge increases for calendar years 
2019 and 2020. This resulted in increases of 3.4% and 5.2% to volume-sensitive Treated and 
Untreated Full Service MWD supplies, respectively.  MWD’s non-volume sensitive Readiness-to-
Serve and Capacity Charges, which are passed straight through to the Water Authority’s member 
agencies, decreased by 5.0% and 1.1% respectively.  Overall the cost of MWD supplies, inclusive 
of volumetric and non-volumetric rates and charges increased by 3.5% treated and 4.9% for 
untreated to the Water Authority and its member agencies for CY 2019. While the overall cost of 
MWD supplies experienced a modest increase, the costs of transporting the Quantification 
Settlement Agreement (QSA) water to the San Diego region will decrease by 6.8% in CY 2019 due 
to the lawsuit settlement outcome and MWD’s corresponding decision to not collect the Water 
Stewardship Rate on such transported water.  
  
Recommended Policy change to the Rates Stabilization Fund 
The Water Authority is proposing to the Board to adjust its Rate Stabilization Fund reserve 
policy to account for a potential unforeseen 15% reduction in water sales over 2.5 consecutive 
years as a funding target and 3.5 years as a funding maximum. This potential reduction replaces 
the previous reserve policy that employed a potential 25% reduction in water sales to determine 
reserve levels. This change in the reserve policy is driven by improvements in water use 
efficiency. A 47% 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 use becomes more efficient, regional water demand “hardens,” becoming less susceptible 
to significant demand reduction due to wet weather.  
 
Prudent Financial Management and Long-Range Planning 
The Water Authority has a long history of prudent financial planning. In 2006, the Board 
strengthened the Water Authority’s key financial ratios by setting a Senior Lien Debt Service 
Coverage Ratio (DSCR) target of 1.50x and establishing 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). These early actions reduced rate and charge volatility, increased protection against 
wet weather and mandatory water use restrictions, created a transparent and flexible RSF 
framework, and increased cash funding of the CIP just prior to the great recession of 2008. These 
early actions helped the Water Authority navigate the recession and continue to support the 
maintenance of the Water Authority’s AAA/Aa2/AA+ credit ratings and access to lower interest 
rates.  
 
In 2014, the Board, member agencies and Water Authority staff engaged in an 18-month 
collaborative process that 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. One of the key actions taken as part of the fiscal sustainability 
review was the creation of the Supply Reliability Charge (SRC). This charge, implemented in 
CY 2016, recognizes the importance of equitably recovering the cost of the Water Authority’s 
investments in long-term water supply reliability in accordance with cost of service principles 
and California law. As adopted by the Board, the SRC recovers a portion of the water supply 



Administrative and Finance Committee 
May 16, 2018 
Page 3 of 11 
 
 
costs associated with the Carlsbad Desalination Plant (the Plant) and the Imperial Irrigation 
District’s (IID) water transfer. In addition to recovering a proportionate share of the cost of water 
supply reliability, the SRC also helps to reduce water sales revenue volatility by increasing the 
amount of fixed revenues.  
  
In January 2016, the Board adopted the 2015 Long-Range Financing Plan (LRFP). The 2015 LRFP 
highlights the Water Authority’s transition to an operations and asset management focused agency 
from a construction oriented agency. The baseline $582 million ten-year CIP is a much more modest 
spending level when compared to the 2008 LRFP. The largest component of the CIP is Asset 
Management, which makes up more than 40% of the ten-year CIP. The Asset Management program 
includes the Relining and Pipe Replacement Program and other infrastructure rehabilitation.  
 
The Water Authority’s 2015 LRFP requires the revenues of the Water Authority be 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 enterprise, the Water Authority does not 
generate a profit. Revenues are set to meet the reasonably anticipated costs of providing service 
to the member agencies and do not generate revenues that are unrelated to the accomplishment of 
the Water Authority’s purposes. While there are a large number of assumptions embedded in the 
2015 LRFP, the core assumptions are those that have significant financial impacts and include water 
sales, local supplies, cost of imported water and transportation and the CIP. These assumptions are 
incorporated into the high and low rate and charge guidance provided in the document.  
 
Comprehensive Cost of Service Reviews 
The Water Authority engaged Carollo Engineers (Carollo) to perform a Cost of Service Study to 
review, calculate, and validate the Proposed Calendar Year (CY) 2019 water rates and charges. 
In addition to this scope, Carollo was working with the Water Authority to review and update its 
existing Financial Rate Modeling Program (FRMP). In meeting this scope, Carollo reviewed and 
updated the existing CY 2019 rate model and reviewed the Water Authority’s existing cost of 
service methodology and financial model for continued compliance with California legal 
requirements, as described in the Cost of Service Study Section 2.4, American Water Works 
Association cost of service standards, industry best practices, and Water Authority Board 
Policies, as described in the Cost of Service Study Section 2.3. Together, these establish the cost 
of service standard that is referenced throughout the report. Following the completion of the CY 
2019 rate setting process, Carollo will work with staff to design and implement a replacement to the 
existing Financial Rate Modeling Program.  
 
Water Authority Staff participates with Member Agencies on Cost of Service Activities 
Beginning in December 2017, Member Agency Managers, Water Authority staff and the Cost of 
Service Consultant have participated in meetings, presentations, and workshops in support of the 
CY 2019 cost of service and upcoming rates. The seven presentations included an overview of the 
cost of service process, a comprehensive review of water rate methodologies, board policies, and 
rate compliance with industry standards and law, as well as detailed discussion on rate assumptions 
that determine the net revenue requirement. Also in December, member agency managers and their 
staff received an electronic copy of the Water Authority rate model and in January 2018 the Water 
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Authority offered an extensive modeling workshop to address the rate model mechanics. Over 30 
representatives from 17-member agencies were present during the workshop.  
 
Special Agricultural Water Rate Program    
On March 26, 2015, the Board approved the extension of the TSAWR program through 
December 31, 2020 based on the recommendation to continue the TSAWR program for the next 
five years and revisit the value of the program in conjunction with the review of the new Supply 
Reliability Charge. The recommendation recognized: 1) the benefits the M&I customers have 
been paying for by supporting the TSAWR program occur during supply shortages; 2) the new 
Supply Reliability Charge allocation methodology is impacted by the treatment of agricultural 
water demands; and 3) addressing the issue in one-year increments is not efficient and doesn’t 
provide a sufficient planning window for customers. The five-year period will also provide a 
track record to ascertain what the frequency of shortage cutbacks would be over an extended 
time period (since the 2009 cutbacks) and allow for a better understanding of the cost and 
benefits of the program. 
 
Discussion 
There are four primary drivers behind the recommended CY 2019 rate and charge increases. The 
drivers are:      

 
• MWD Rate and Charge Increases – The cost of purchasing Full Service Untreated and 

Treated water increased 5.2% ($36/AF) and 3.4% ($35/AF) respectively. Conversely, due 
to the lawsuit outcome, the cost to transport QSA water to the service area decreased 
6.8% or $33/AF. MWD’s Readiness-to-Serve and Capacity Charges apportioned to the 
Water Authority decreased. These charges are passed through to Member Agencies and 
are not part of the Water Authority’s net revenue requirement. 
 

• Scheduled Increase in IID Water Transfer Deliveries –In CY 2019, the IID water 
transfer deliveries will increase by 30,000 AF, which results in a $11.6M increase in the 
total cost of water. Deliveries will continue to ramp up through 2021 until the primary 
transfer volume is stabilized at 200,000 AF. 

 
• Reduced Water Sales Environment – It is anticipated that, while the region will 

continue to experience modest recovery in total demand from the period of emergency 
water use regulations, water sales are expected to be flat due to member agency 
utilization of local supplies. 

 
• Utilization of the Rate Stabilization Fund - CY 2019 rate and charge increases are 

being mitigated by a projected $18.4M draw from the RSF in FY 2019, which results in 
approximately $49/AF of rate relief. The draw helps offset the net impact of increases to 
MWD rates, the volumetric increase in the IID transfer and reduced water sales.  

 
As part of the 2015 LRFP, staff developed a high/low rate and charge forecast to support 
member agency financial planning efforts. The high/low rate and charge forecasts were based 
upon scenarios varying the level of water sales, MWD rate and charge increases, and CIP 
expenditures. The CY 2019 proposed rates and charges are within that guidance. The Water 
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Authority’s total cost of untreated water is proposed to increase by 2.9% and the cost for treated 
water is proposed to increase by 0.9%. It should be noted that the actual cost of water will vary 
by member agency based upon each agency’s fixed charge allocations.  
  
Setting Water Rates and Charges 
On an annual basis, the Water Authority staff develops proposed water rates and charges, which 
it presents to the Board of Directors for adoption. Water rates and charges include the Melded 
Supply, Melded Treatment, Transportation rates and the Customer Service, Storage and Supply 
Reliability charges. Each year the Water Authority undertakes the following cost of service 
analysis to determine water rates and charges. 
 

• Step 1. Establish the revenue requirement—determine the total amount of revenue needed 
to recover the Water Authority’s annual operating (operations and maintenance of 
facilities, cost of water, treatment costs, etc.) and capital expenditures (cash and short and 
long-term debt) 

• Step 2. Allocate the revenue requirement and offsetting non-commodity revenues (i.e. 
investment income, property tax, IAC, etc.) to rate categories (Melded Supply, Melded 
Treatment, Transportation, Storage, Customer Service and SRC) to determine the net 
revenue requirement for each rate category 

• Step 3. Determine rates and charges based upon the net revenue requirements, water sales 
projections and other key financial management metrics (i.e. senior lien debt service 
coverage, fund deposits and withdrawals) 

• Step 4. Allocate fixed charges (Storage, Customer Service and SRC) to member agencies 
based on specified allocation methodologies 

 
Consistent with best management practices, the Water Authority retained Carollo to perform a 
comprehensive and independent Cost of Service Study to determine proposed CY 2019 rates and 
charges to ensure that they are set in compliance with California legal requirements, cost of 
service standards, and Water Authority Board policies. The Carollo report is provided as 
Attachment B. 
 
Description of Proposed Rates and Charges 
Table 2 summarizes the Water Authority’s proposed CY 2019 rates and charges. A description of 
the Water Authority’s rates and charges is provided in subsequent sections. In addition to the Water 
Authority’s rates and charges shown in Table 2, MWD’s RTS and Capacity Charges are passed 
through to Water Authority member agencies. 
  

Table 2 – Summary of Water Authority Rates and Charges 
 
Water Authority Rates and Charges 

CY 2017 
Previous 

CY 2018 
Current 

CY 2019 
Proposed  

    
Melded Supply Rate ($/AF) $855 $894 $909 
Melded Treatment Rate ($/AF) $290 $300 $276 
Transportation Rate ($/AF) $110 $115 $120 
Untreated Transitional Special Agricultural 
Water Rate ($/AF)1 

$666 $695 $731 
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Table 3 summarizes MWD’s rates and charges that the Water Authority passes through to its 
member agencies. 
 

 
The following rates and charges will be effective July 1, 2018: 
 
Standby Availability Charge. The County Water Authority Act limits the maximum annual Standby 
Availability Charge to $10 per acre or parcel, whichever is greater. Beginning before November 6, 
1996, the Water Authority has determined that the maximum annual Standby Availability Charge 
should be levied on property within the Water Authority’s service area. To provide necessary funding 
for the CIP, the General Manager recommends that the charge continue at the $10 maximum for fiscal 
year 2018-2019. The recommended Standby Availability Charge rate would be effective July 1, 2018.  
 
Annexation Application Fee. The Annexation Application Fee recovers the full administrative cost 
of service associated with an application for annexation and recovers the costs incurred throughout the 
annexation process. The updated Annexation Processing Fee of $10,681 per application would be 
effective July 1, 2018. 
 
The following rates and charges are being proposed effective on January 1, 2019: 

Treated Transitional Special Agricultural 
Water Rate ($/AF)1 

$956 $995 $1,007 

Infrastructure Access Charge $2.87/ME $3.01/ME $3.01/ME 
Customer Service Charge  $26,400,000  $26,400,000  $25,600,000 
Storage Charge $65,000,000  $65,000,000  $65,000,000 
Supply Reliability Charge2  $24,800,000  $28,600,000  $30,200,000 
Standby Availability Charge per parcel or 
acre, whichever is greater3 

$10 $10 $10 

System Capacity Charge $5,029/ME $5,099/ME $5,267/ME 
Treatment Capacity Charge $128/ME $141/ME $146/ME 
Annexation Application Fee (Per Application) $3,000 $10,340 $10,681 
1  Per current Board Policy, TSAWR is set to end December 31, 2020. 
2  The Supply Reliability Charge was effective January 1, 2016.  
3    Fiscal Year Charge. 
4   ME means meter equivalent as defined in the resolution establishing the Infrastructure Access 

Charge. 

Table 3 – Summary of Water Authority Pass Through Rates and Charges 
 
MWD Rates and Charges 

CY 2017 
Previous 

CY 2018 
Current 

CY 2019 
Proposed  

Untreated Tier 2 Supply Rate $/AF1 $760 $781 $817 
Replenishment Water Rate Untreated ($/AF)2 NA NA NA 
Replenishment Water Rate Treated ($/AF)2 NA NA NA 
MWD Capacity Charge $9,105,600 $9,902,340 $8,262,020 
Readiness-to-Serve Charge3 $18,623,577 $16,291,858 $14,870,729 
1 Agencies exceeding their Tier 1 allocation are subject to the MWD Tier 2 Supply Rate. 
2 Discussions on the future of the replenishment program are continuing. 
3 Fiscal Year Charge. Net of Stand-by-Charge 
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Melded Untreated Supply Rate (exclusive of TSAWR deliveries). The Melded Untreated Supply 
Rate (Melded Supply Rate) will be set to recover the costs of purchasing Tier 1 water from MWD, 
water purchases from IID, payments in connection with the All-American and Coachella Canal 
lining projects, payments to MWD under the 2003 Exchange Agreement for conveyance of IID and 
Canal Lining water, desalinated water and the portion of the Water Authority’s revenue requirement 
allocated to the supply rate. The revenue requirement may include other costs specifically 
associated with the acquisition of the IID supply source, cost recovery for supply costs previously 
incurred but not charged, reserve withdrawals/deposits and coverage requirements. Table 4 on the 
following page shows the calculation of the Melded Supply Rate.   
 
 
Table 4 – Untreated Melded Supply Rate Calculation 

 CY 2019 
Acre-Foot Sales (000's)  
MWD Tier I Deliveries 89.1 
IID Deliveries 160.0 
Canal Water Deliveries 78.7 
Operational Storage Utilization 10.0 
Carlsbad Desalination Production 42.0 
TOTAL A/F SALES 379.8 
  
Water Purchase Cost (in Millions)  
MWD Tier 1 Water Purchases* $66.6 
IID Water Purchases 178.7 
Canal Water Purchases 36.7 
Operational Storage Utilization 5.9 
Desalinated Water Supply Costs 92.5 
Subtotal Water Purchases $380.3 
  
Additional Costs (in Millions)  
Supply Revenue Requirement  $13.6 
QSA Environmental** 0.0 
Canal Cost Differential 0.2 
Subtotal Other Costs $13.8 

Offsetting Revenues (in Millions)  

Supply Reliability Charge Revenues ($30.2) 
IID Socioeconomic Credit (1.0) 
Cash and Reserves (17.5) 
Total Net Supply Costs** $345.4 
 
A/F RATE (Total Net Supply Cost /Total AF Sales) 

 
$909/AF 

 
    *Includes system losses due to meter inaccuracies of +/-0.5 percent. 

   ** Cost recovery deferred to provide CY 2019 rate relief. 
 
Based upon these options, the Melded Supply Rate would increase from its current level of 
$894/AF to $909/AF in CY 2019. 
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Transitional Special Agricultural Water Program Rates.  
With the extension of the TSAWR program through December 31, 2020, the untreated TSAWR will 
be set to MWD’s Tier 1 rate and increase from its current level of $695/AF to $731/AF in CY 2019. 
In addition, the treated TSAWR will increase from $995AF in CY 2018 to $1,007/AF in CY 2019. 
The TSAWR program rates correspond to a lower level of water supply reliability for its participants. 
 
Melded Treatment Rate. The Melded Treatment Rate will be set to recover the costs of treating 
water for the Water Authority and may include costs of purchasing treated water from MWD, the 
Levy and Olivenhain treatment plants, the Water Authority’s Twin Oaks Valley Water Treatment 
Plant, desalinated water costs allocated to this rate and may recover certain other costs associated 
with the delivery of treated water. For CY 2019, the Melded Treatment Rate will decrease from its 
current level of $300/AF to $276/AF. This decrease is largely driven by the Water Authority’s 
economies of scale gained through Twin Oaks. In CY 2019, the Water Authority is forecasting an 
increase in treated production from 51,800 AF in CY 2018 to 66,400 AF. This represents a 28% 
increase in AF, while Water Authority related treatment costs only increased 9.3%. At these Water 
Authority treatment levels, Twin Oaks represents a discount to the treatment surcharge of $319/AF 
levied by MWD (versus the proposed melded rate of $276/AF). Table 5 shows the calculation of the 
Melded Treatment Rate. 
 
Table 5 – Melded Treatment Rate Calculation 

 CY 2019 
Acre-Foot Sales (A/F) (000's)*  
MWD 41.5 
Water Authority  66.4 
Helix 16.0 
Carlsbad Desalination Production 42.0 

TOTAL A/F SALES 165.9  
  
Cost (in Millions)  
MWD $13.2 
Water Authority  17.6 
Helix 3.3 
Desalinated Water** 11.6 

TOTAL TREATMENT COSTS $45.7 
  
A/F RATE (Total Treatment Costs/Total A/F Sales) $276/AF 
* Includes treated water deliveries intended for agriculture 
**Based on proposed cost of treated water (42,000AF*$276 = $11.6M) 

 
Transportation Rate. The Transportation rate is set to recover capital, operating, and maintenance 
costs of Water Authority-owned water delivery facilities, including facilities used to physically 
transport the water to member agency meters. The Transportation Rate is charged to each acre-foot 
of water delivered by the Authority as it occurs. For CY 2019, the Transportation Rate will increase 
from its current level of $115/AF to $120/AF. 
 
Infrastructure Access Charge. The infrastructure access charge is imposed on member agencies 
as a condition of maintaining connections to Water Authority facilities. It is apportioned based 
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on water meters within each member agency. For CY 2019, the infrastructure access charge will 
remain at its current level of $3.01/ME. 
 
Customer Service Charge. The Customer Service Charge is set to recover costs that are necessary 
to support the functioning of the Water Authority. The Customer Service Charge will be allocated 
among the member agencies on the basis of each agency’s three-year rolling average of member 
agency supply purchases from the Water Authority. For CY 2019, the Customer Service Charge 
will decrease from $26.4M to $25.6M. 
 
Storage Charge. The Storage Charge is set to recover costs associated with the Emergency Storage 
Program and the Carryover Storage Program. Because agricultural users that participate in the 
SAWR program agree to reduced or interrupted service during times of water emergencies, they 
will not receive benefit from the storage program; therefore, the Storage Charge is based on all non-
SAWR water deliveries and will be allocated among the member agencies using a pro rata share of 
each agency’s three-year rolling average deliveries. For CY 2019, the Storage Charge will remain 
constant at its CY 2018 level of $65.0M.  
 
Supply Reliability Charge. The Supply Reliability Charge (SRC) is a fixed charge established in 
2016 to recover a portion of the costs associated with the Water Authority’s highly reliable water 
supplies, which includes desalinated and IID transfer waters. The charge is allocated to member 
agencies based upon their pro rata share of the Water Authority’s 5-year rolling M&I deliveries 
(agricultural deliveries are not included). For CY 2019, the SRC will increase from its current level 
of $28.6M to $30.2M.  
 
Capacity Charges. Capacity charges are one-time fees charged to new system connections. The fee 
is set to recover the proportionate cost of the system necessary to serve that connection.  

 
System Capacity Charge. This charge recovers a portion of the capital costs for the 
conveyance and storage facilities necessary to operate the delivery system. The current 
charge of $5,099/ME for each new meter equivalent will be administratively adjusted to 
$5,267/ME effective January 1, 2019.  
 
Water Treatment Capacity Charge. This charge recovers a portion of the regional 
water treatment facility to be collected from all future users of the facility. In keeping 
with the Water Authority’s policy of exempting agencies that cannot benefit from a 
service, the Water Treatment Capacity Charge excludes customers from the City of Del 
Mar, City of Escondido, and City of Poway. The current charge of $141/ME for each new 
meter equivalent will be administratively adjusted to $146/ME effective January 1, 2019. 

 
Table 6 presents a summary of the CY 2019 Capacity Charge schedule that will be go in effect 
January 1, 2019. 
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Table 6 CY 2019 Water Authority Capacity Charges 

Meter Size 
(Inches) Factor System Capacity 

Charge 
Water Treatment 
Capacity Charge 

Under 1" 1  $          5,267   $             146  
1" 1.6              8,427                 233  

1.5" 3            15,802                 437  
2" 5.2            27,390                 757  
3" 9.6            50,565               1,399  
4" 16.4            86,384               2,388  
6" 30          158,018               4,370  
8" 52          273,898               7,574  

10" 78          410,847             11,361  
12" 132          695,279             19,226  

 
The following MWD rates and charges are passed on directly or allocated to the Water 
Authority’s member agencies in the same manner as MWD applies them to the Water 
Authority.1 
 
MWD Capacity Charge. For CY 2019, the Capacity Charge is $8,600 per cubic foot second (cfs) 
of maximum daily flow requested by a MWD member agency. The Capacity Charge is a fixed 
charge levied on an agency’s maximum daily flows over the three previous fiscal years. It recovers 
the cost of providing peak capacity within the distribution system, and is designed to encourage 
member agencies to shift demands and avoid placing large daily peaks on the MWD system during 
the summer months. Daily flow measured between May 1 and September 30 for purposes of billing 
the Capacity Charge will include deliveries (except long-term seasonal storage deliveries) made by 
MWD to a member agency or member agency customer including water transfers, exchanges and 
agricultural deliveries. As part of a separate surface storage operating agreement to manage seasonal 
peaking, the Authority is expected to reserve its full available capacity. The Capacity Charge will be 
set at $8,262,020. The Authority’s Board has directed that the Capacity Charge will be recovered 
proportionally based on a five-year rolling average of member agency flows during coincident peak 
weeks. The $/AF equivalent of the Capacity Charge to the San Diego region is $63 
/AF. 
 
Readiness-to-Serve Charge. MWD’s Readiness-to-Serve Charge differs from the other MWD 
charges in that it is set on a Fiscal Year basis. The total Readiness-to-Serve Charge will increase 
from its current level of $135 million to $136.5 million. The Authority’s share is set at $27,551,658 
for Fiscal Year 2018-2019. After credits from the MWD Standby Charge, and administrative costs, 
the net Water Authority share is $14,870,729. MWD’s Readiness-to-Serve Charge will recover 
costs associated with standby and peak conveyance capacity and system emergency storage 
capacity. The Readiness-to-Serve Charge will be allocated among MWD member agencies on the 
basis of each agency’s ten-year rolling average of firm demands (including water transfers and 
exchanges conveyed through system capacity). This allocation will be revised each year. Revenues 

                                            
1 The Water Authority has challenged MWD’s cost of service methodology associated with these charges. 
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equal to the amount of MWD Standby Charges will continue to be credited against the member 
agency’s Readiness-to-Serve Charge obligation unless a change is requested by the member agency. 
The Board has directed that the Authority’s Readiness-to-Serve Charge will be passed through 
proportionally to member agencies on the basis of each agency’s ten-year rolling average of firm 
demands (including water transfers and exchanges conveyed through system capacity).  The $/AF 
equivalent of the RTS Charge to the San Diego region is $102/AF. 
 
Summary 
Staff is seeking Board direction for which rate and charge increases should be considered at the Public 
Hearing on June 28, 2018.  
 
Prepared by:   Steven B. Williams, Rate and Debt Manager 
Reviewed by:  Lisa Marie Harris, Director of Finance/Treasurer 
Approved by:  Dan Denham, Assistant General Manager 
 
 
 
Attachments:     

A) Resolution of the Board of Directors of the San Diego County Water Authority 
fixing the time and place for a public hearing to consider: (1) Changes to the rates 
and charges for delivery and supply of water; (2) Continuing the existing Standby 
Availability Charge; (3) Changes to the system and treatment capacity charges; 
and (4) Changes to the Rates Stabilization Fund Policy.  

 
B) Carollo’s Cost of Service Study for Calendar Year 2019 Rates and Charges 



 

Carollo Engineers 
5355 Mira Sorrento Place, Suite 270 
San Diego, California 92121 
858.505.1020 
carollo.com 

  

Cost of Service Study 
June 2018 
San Diego County Water Authority 

Calendar Year 2019 Rates and Charges 
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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.  

The Water Authority engaged Carollo Engineers (Carollo) to perform a Cost of Service Study to review, 
calculate, and validate the Proposed Calendar Year (CY) 2019 water rates and charges. In addition to this 
scope, Carollo is working with the Water Authority to review and update its existing Financial Rate Modeling 
Program (FRMP). In meeting this scope, Carollo reviewed and updated the existing CY 2019 rate model 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 2019 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, and 
2018). 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   Fiscal Sustainability Process 

In 2015, the SDCWA Board of Directors, member agencies, and Water Authority staff engaged in an 18-
month collaborative process to identify and address issues necessary to maintain the long-term fiscal 
sustainability of the Water Authority. A detailed review of the Water Authority’s revenue structure, including 
an evaluation of potential enhancements that would strengthen the Water Authority’s future fiscal health, 
was central to this effort. From this process, three rates and charges recommendations were unanimously 
approved by the Board and were implemented in CY 2016. The modifications are as follows: 

• Supply Reliability Charge (SRC) – This charge recognizes the importance of equitably recovering 
the cost of the Water Authority’s investments in long-term water supply reliability in accordance 
with cost of service principals and California law. As adopted by the Board, the SRC recovers a 
portion of the water purchase agreement costs associated with the Carlsbad Desalination supply 
and the Imperial Irrigation District’s (IID) water transfers.  
In summary, the SRC is designed to: 
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- Recognize the cost and benefit of supply diversification 
- Balance with local supply development 
- Ensure member agency and inter-generational equity 

 The adopted SRC establishes a rate that benchmarks the cost differential between the Water 
 Authority’s new, firm (most reliable) supply and MWD supply (least reliable).  

• Non-Commodity Revenue Offsets – The CY 2014 Cost of Service recommended that the 
Treatment Rate should proportionally benefit from offsetting revenues to which the rate 
contributes. The Treatment Rate was implemented after the other four rate categories had been 
established and was originally considered as a separate, stand-alone charge. Beginning in CY 2016, 
the Treatment Rate receives a revenue offset similar to all other rate categories. 

• Transitional Special Agricultural Water Rate (TSAWR) Program – The TSAWR provides a 
discounted cost of water to participating agricultural customers in exchange for a reduced level of 
water reliability. There are two special components to the TSAWR rates – an exemption of the 
storage charge and a supply discount. TSAWR participants are exempt from funding the storage 
charge as they have agreed to curtail water demands during shortages. The supply discount also 
allows participants to purchase water at MWD’s Tier 1 rate because these customers would be 
required to reduce demands to stay within the Tier 1 allocation.  

Based on Carollo’s review of the three rates and charges recommendations proposed as part of the Fiscal 
Sustainability Process, and adopted by the Board, the Water Authority’s rates align with cost of service 
principles, and reflect the cost of providing services to different system users.  

1.2   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 (e.g., the 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 (e.g., three years for customer service and 
storage and five years for supply reliability charges). The water rates are set as a unit price per acre-foot for 
actual water delivered. The 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 annual 
fluctuations in water demands and demand patterns commonly resulting from weather conditions and 
conservation requirementsF

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 maximum potential to take water from the Water 
Authority. The Water Authority also imposes System Capacity and Treatment Capacity Charges on ultimate 
users of water obtaining new and updated water meters which fairly and reasonably recovers the cost to 
provide system capacity for new users and collects revenues through the Standby Availability Charge and 
property taxes. A description of each water rate and charge category is as follows: 

                                                                      

 
1 Customer Service Charge allocation excludes member agency wheeled water.  
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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, to develop policies and to 
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, to 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 

                                                                      

 
2Costs 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. 

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 meters2. 

Treatment: The Treatment rate is a volumetric 
charge designed to recover the 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 
costs associated with the Twin Oaks Valley 
Treatment Plant. 
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1.3   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 American Water Works 
Association (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. 

1.4   Carollo Independent Review Process 

Carollo independently performed Steps 1 through 4 above, when developing the proposed CY 2019 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.  

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 proposed Fiscal Year (FY) 2019 budget cost projections provided by the Water 
Authority’s Finance Department, the 2017 Comprehensive Annual Financial Report, 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.  

 

Step 1: 
•Establish the revenue requirement – determine the total amount of revenues 
needed to recover the Water Authority’s annual operating and capital 
expenditures.

Step 2: 
•Allocate the revenue requirement and offsetting non-commodity revenues to 
rate categories to determine the net revenue requirement for each 
category.

Step 3: 
•Determine the legal rates and charges based upon the net revenue 
requirements, water sales projections, and other key financial management 
metrics.

Step 4: •Allocate fixed charges to member agencies based on specific allocation 
methodologies.
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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.  

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

1.5   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 
2019 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 2019 cost of service water 
rates and charges are illustrated in Table 1.1 below. 

Table 1.1 Summary of Proposed CY 2019 Water Rates and Charges 

Water Rates and Charges 

Customer Service Charge ($M) $25.6 

Storage Charge ($M) $65.0 

Supply Reliability Charge ($M) $30.2 

Melded M&I Supply Rate ($/AF) $909 

Melded M&I Treatment Rate ($/AF) $276 

Transportation Rate ($/AF) $120 
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Section 2 

INTRODUCTION 

Carollo conducted an independent review of the Water Authority’s CY 2019 water rates and charges. The 
purpose of this Cost of Service Study was to calculate and affirm the proposed CY 2019 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 2019 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.  

•Review the total revenues required to fund operations, capital, debt service and 
coverage, and policy requirements. 

Revenue Requirement Analysis

•Allocate the revenue requirements and offsetting revenues to the Water 
Authority's five water rate and charge categories in a fair and equitable 
manner.

Functional Allocation by Rate Category

•Set rates to recover the revenue requirements from member agencies based on 
water sales projections.

Water Rates and Charges

•Allocate expenditures to each member agency based on water demand patterns 
and other key metrics.

Member Agency Allocation
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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. 

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? 

• 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.  

2.3.1   Infrastructure Access Charge 

In 1998, under Resolution No. 98-26, the Board established the Infrastructure Access Charge (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. 



COST OF SERVICE STUDY REPORT| SAN DIEGO COUNTY WATER AUTHORITY 

 JUNE 2018 | 2-3 

 

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 amendments, 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 amendments 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. 

Carollo recommends the Water Authority update the existing RSF methodology to align with the Water 
Authority’s Demand Reset assumptions. As demands have declined, the original water sales impact of a 
prolonged wet-weather event should be updated to reflect current conditions and the associated revenue 
volatility. The assumptions and proposed methodology are outlined further in Section 3.7   . 

2.3.4   Administrative and Finance Committee Recommendations (2015) 

The Board approved the Administrative and Finance Committee’s Fiscal Sustainability and Transitional 
Special Agricultural Water Rate Program recommendations on March 26, 2015. The committee was tasked 
with identifying issues related to the long-term fiscal sustainability of the Water Authority’s revenue 
structure and evaluating enhancements that would strengthen the Water Authority’s fiscal health.  

The resulting and approved recommendations included: (1) the addition 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. 

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.  
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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. 

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.” 

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.” 

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.” 

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.”  
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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. 

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.  
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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 & 
Maintenance Expenditures, Annual Debt Service, Policy Requirements & Coverage, Capital Expenditures, 
and Offsetting Revenues. 

Table 3.1 outlines the Water Authority’s CY 2019 revenue requirements. 

Table 3.1 Revenue Requirements Summary (in $ millions) 

Revenue Component 
CY 2019 

Total Description 
Report 
Section 

Operating Costs  $52.5  
The Operating Department's Budget funds the day-

to-day operations of the Water Authority.  
3.1 

Debt Service 
(LTD + STD)  

 $139.5  
The Water Authority uses debt to fund capital and 

refund previous debt (long-term debt only). 
3.3.1 

Offsetting Revenues  $(85.4) 

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 

 $106.6  
Revenue requirements associated with the Water 

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

 

Misc. Cost Recovery  $17.2  

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  $123.8  
Revenue requirements including miscellaneous cost 

recovery. 
 

Remaining Coverage & 
Reserve Driven Needs 

 $19.4 
Revenue requirements associated with meeting the 
Water Authority’s Financial Management Policies.  

3.7 

Water Sales Rev Req  $143.2  
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 2019, the Water Authority’s 
operating costs are projected to be $52.5 million. 

Table 3.2 Determination of Operating Cost 

Operating Costs 
FY 2019 & 2020 
Expenditures(1) 

FY 2019 Operating Budget $51.7 

FY 2020 Operating Budget 53.3 

Total FY 2019 and 2020 Operating Costs used for rates and charges $105.0 

Calculated CY 2019 Operating Costs(2) $52.5 
Notes: 
(1) Presented in million dollars, calculations in tables may not sum due to rounding. 
(2) CY 2019 Operating Costs are calculated by averaging the Total FYs 2019 and 2020 Operating Costs used for rates and charges, as the 

calendar year rates will collect half of each fiscal year costs. 

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 $17.2 million in CY 2019, which is allocated to rate categories based on 
the nature of the cost that was incurred. Miscellaneous Cost Recovery includes the following: 

ESP Water Purchases: This is the working capital cost to purchase water for the filling of the San Vicente 
Dam. Due to the long-term benefit of water reliability, the cost of the dam fill is amortized over 6 years in 
order to fairly and reasonably spread the expenditure across member agencies based on a multi-year water 
demand trend. Costs are allocated to the storage rate component to adequately recover the associated cost 
while mitigating the overall rate impact. A total of $3.7 million will be recovered through the CY 2019 rates.  

Emergency Storage Project Evaporation: This cost accounts for the cost of purchased water that is lost due 
to surface water evaporation. As this is a function of storage, the $7.4 million cost has been allocated to the 
storage rate component and will be recovered through the CY 2019 rates.  

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 $5.3 million will be recovered through the CY 
2019 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 $0.7 million will be recovered through the CY 2019 rates. 



COST OF SERVICE STUDY REPORT| SAN DIEGO COUNTY WATER AUTHORITY 

 JUNE 2018 | 3-3 

 

3.3   Capital Costs 

The Water Authority’s existing CIP is based on the results of planning studies, including the 2015 Urban 
Water Management Plan (UWMP) and the 2003 Regional Water Facilities Master Plan and extends through 
2030. The CIP is also based on the Water Authority’s 2013 Regional Water Facilities Optimization and Master 
Plan Update, the agency's new roadmap for infrastructure investments through 2035. 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. The Water Authority utilizes both PAYGO and debt 
financing to fund capital improvements.  

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 recent 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. Secondly, spreading the 
debt service costs for the project over the repayment period provides intergenerational equity by effectively 
spreading the financial 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 and Helix apportioned debt, the net FY 2019 long-term 
debt service expenditure for allocation is $90.1 million. Short-term debt service expenditures, excluding 
Helix, for FY 2019 are projected at $19.2 million. Helix related debt is $0.8 and $0.4 million for long-term and 
short-term debt service, respectively. The sum of these debt obligations reflect the Water Authority’s recent 
debt restructuring and ability to take advantage of optimal market conditions in order to reduce its debt 
burden.  

3.3.2   Non-Debt Capital Expenditures 

To maintain its targeted capital structure, the Water Authority augments 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. The Water Authority is projecting an estimated $34.6 million in cash 
expenditures for capital projects. 
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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 3.3 details the offsetting revenues and provides a brief description of the source of revenue.  

Table 3.3 Offsetting Revenues (in $ millions) 

Revenue Component 
CY 2019 

Revenues 
Description 

Capital Offsets 

System Capacity Charge $16.4 
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 $0.4 
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  $11.1 

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  $1.0 Interest earnings on the Water Authority’s PAYGO Fund. 

Operating Offsets 

Property Tax  $13.6 
The Water Authority receives a portion of the 1% property tax 

pursuant to the Revenue and Taxation Code. 

IAC  $33.3  

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. 
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Table 3.3 Offsetting Revenues (in $ millions) (continued) 

Revenue Component 
CY 2019 

Revenues 
Description 

Interest Earnings $3.8 Interest earnings on operating funds. 

Specific Revenues $4.9 

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  $0.8 Includes other nominal revenues. 

Total Offsets $85.4  

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. 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 cost yet to be identified in the four-year 
budget forecast. 

From this, 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 IAC provides 
$33.3 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 2019, the monthly 
IAC is proposed at $3.01 per household meter equivalent.  
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Table 3.4 illustrates the calculation of the proposed IAC. 

Table 3.4 Infrastructure Access Charge Calculation (in $ millions) 

 4-Year Average 

Long-Term Debt Service (FY 2019 - FY 2022) $125.3 

Misc. LTD Fees 0.0 

Total Short Term Debt Service and Costs 22.4 

Administration and Maintenance times 80% 43.3 

Total Local Supply Development Costs times 80% 4.2 

ESP Evaporation and System Losses times 80% 7.2 

Desalination FY Pipeline Cost 9.6 

Total Fixed Costs $212.0 

Total Fixed Costs Times 110% Times 25% $58.3 

Less:  

Other Tax Receipts ($13.8) 

Standby Availability Charge Rev (11.1) 

Remaining Fixed Cost Need (IAC Revenue) $33.3 

Average Number of Meters Used in Calculation 920,635 

Proposed CY 2019 IAC Per Meter Equivalent (Monthly in dollars) $3.01 

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 current annual revenue requirements are coverage 
driven – it must generate revenues in excess of its cash needs in order to meet its legal and policy debt 
requirements. 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 demands 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 F

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 3.1, the Water Authority is projected to meet the Board policy target of 1.50x for 
FY 2019. 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. 

 

Figure 3.1 Senior Debt Service Coverage 

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 reduced water sales.  

                                                                      

 
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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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 that 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 based on the assumption of 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, Carollo and staff recommend this policy be revised to 
15 percent reduction in sales. 

This change in the reserve policy is 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 use efficiency continues, regional 
water demand “hardens,” becoming less susceptible to significant demand reduction due to wet weather.  

As shown in Table 3.5, wet weather events in 2005 and 2011 demonstrate that while wet weather certainly 
impacted Water Authority sales by reducing water demand and increasing local surface reservoir 
production, the reduction in water sales from the previous year was limited to 14-15 percent.  

Table 3.5 Wet Year Impact on Water Authority Sales 

Fiscal Year 
Rainfall at Lindbergh 

Field  (inches) 
Y-O-Y Change 

Water Sales 
(acre-feet) 

Y-O-Y Change Percent Change 

2004 5.18  643,961   

2005 22.49 17.31 552,843 (91,118) -14% 

2006 5.42     

2007 3.85     

2008 7.25     

2009 9.15     

2010 10.55  491,158   

2011 12.62 2.07 419,155 (72,003) -15% 

2012 8.03     

2013 6.51     

2014 5.06     

2015 9.03     

2016 10.82     

2017 12.97     

Given this proposal and existing reserve levels, Carollo recommends that the reduction be 
implemented in a staggered process. By doing so, the reserve can be drawn down gradually over 
the next few years to provide greater rate smoothing. Figure 3.2 details the forecasted Rate 
Stabilization Fund levels and both the existing and recommended reserve target levels. No change 
to the 2.5 and 3.5 year duration is recommended at this time. While the RSF ending fund balance is 
forecasted to exceed this maximum level in CY 2019, continued withdrawals put the ending 
balance squarely between the max and target levels.  
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Figure 3.2 Rate Stabilization Reserve Fund Forecasted Ending Fund BALANCES and Target 

As a result of recommended rate methodology and the Water Authorities desire to moderate rate increases, 
the Water Authority has forecasted a withdrawal of roughly $18.5 million in FY 2019. This equates to roughly 
$49 per acre foot of rate relief. It is forecasted that the Water Authority will continue planned draws on the 
RSF as the methodology fully resets and as cost pressures necessitate.  

For CY 2019, 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 an additional $18.2 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 1.5 percent reserve factor 
and 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 Quantification 
Settlement Agreement (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 & 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 & 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. Approximately 27 percent of the operating budget is allotted to the G&A allocation category for 
the CY 2019 rates. 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. 

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.  
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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 2018 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. Given changes 
to the organizational structure and a general review of the allocation methodology, allocations shifted more 
than past updates. Based on Carollo’s review of FY 2019 and (forecasted) FY 2020 operating expenditures, 
the provided allocations appear reasonable and continue to be based on sound and defensible definitions.  

4.2.1   Allocation of Operating Costs 

Table 4.1 illustrates the allocation of CY 2019 operating costs to each rate category based upon the total 
weighted average FY 2019 and FY 2020 expenditure allocation.  

Table 4.1 Allocation of CY 2019 Operating Budget (in $ millions) 

CY 2019  
Allocation CY
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Percent Allocation 100% 35.4% 8.1% 17.8% 37.1% 1.6% 

Cost Allocation $52.5 $18.6 $4.3 $9.3 $19.5 $0.9 

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 4.2 provides a summary 
allocation of the total FY 2019 debt service by functional rate category.  

Table 4.2 Debt Service Allocation Summary (in $ millions) 

Revenue Requirement(2) FY
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LTD Service $120.3 $9.9 $53.0 $9.8 $39.9 $7.8 

STD Service  19.2 1.7 8.6 2.1 5.1 1.7 

Total Debt Service $139.5 $11.5  $61.5  $11.9  $45.0  $9.6  
Notes: 
(1) Includes Super Subordinate rate for Desalination Pipeline (Transportation - LTD). 
(2) May not sum due to rounding. 
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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. Based 
on the findings of the 2014 Report and the Board approved recommendations, these revenue offsets now 
incorporate treatment. As the treatment rate was implemented after the other four rate categories had 
been established, it was originally considered as a separate, stand-alone charge. However, this rate is now 
handled in a similar fashion to all other rate components.  

Table 4.3 provides the allocation factors that are used to distribute each offsetting revenue.  

Table 4.3 Allocation Factors for Offsetting Revenues 

Methodology 
Applicable Offsetting 
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Capital Excluding 
Treatment 

System Capacity Charges 9.5% 46.0% 8.7% 35.8% 0.0% 

Treatment Only Treatment Capacity Charge 0% 0% 0% 0% 100% 

Total Capital 
Water Standby Charges 

PAYGO Earning 
8.9% 43.4% 8.3% 33.8% 5.6% 

Total 
Expenditures 

IAC 
Property Taxes &  
In-Lieu Charges 

Investment Income 
General Misc. Revenue 

16.4% 37.3% 9.8% 32.2% 4.4% 

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. 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.   
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Table 4.4 illustrates the offsetting revenues and allocated offsets to each rate component. 

Table 4.4 Offsetting Revenues (in $ millions) 
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Capital Offset 

System Capacity Charge   $16.4   $1.6   $7.6   $1.4   $5.9   $-    

Standby Availability Charge   11.1   1.0   4.8   0.9   3.8   0.6  

Treatment Capacity Charge   0.4   -     -     -     -     0.4  

PAYGO Earnings   1.0   0.1   0.4   0.1   0.3   0.1  

Operating Offsets 

Property Tax   $13.6   $2.2   $5.1   $1.3   $4.4   $0.6  

IAC   33.3   5.5   12.4   3.3   10.7   1.5  

Interest Earnings  3.8   0.6   1.4   0.4   1.2   0.2  

General Misc. Revenue   0.8   0.1   0.3   0.1   0.3   0.0  

Specific. Revenues 4.9 3.5  -   0.1 1.3  -   

Total Offsets $85.4 $14.6  $32.0   $7.6  $27.80   $3.4  

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, such as with the filling of the San Vicente Dam. 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 4.5 details the additional expenditures that are incurred by each rate category outside the operating 
budget. 

Table 4.5 Additional Expenses (in $ millions) 
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Twin Oak Reimbursement $0.7 $- $- $- $- $0.7 

Local Water Supply Development 5.3 5.3 - - - - 

ESP Evaporation  7.4 - 7.4 - - - 

ESP Water Purchases (Amortized) $3.7 - 3.7 - - - 

Total Expense $17.2 $5.3 $11.1 $ - $ - $0.7 

4.2.5   Coverage 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 fairly and reasonably recover bond coverage and reserve costs by rate category.  

Based on the revenue requirements defined above, the Water Authority must generate an additional 
$18.2 million through rates to achieve a 1.50x debt service coverage ratio and provide funding for the RSF. 
This is illustrated in Table 4.6. 

Table 4.6 Remaining Coverage & Reserve Allocation Summary (in $ millions) 

Revenue Requirement CY
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Remaining Coverage & Reserve 
Driven Needs 

$19.4  $4.8  $20.1  ($17.5) $11.3 $0.7 

4.2.6   Summary of Allocation 

Table 4.7 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 4.7 Revenue Requirements Summary (in $ millions) 

Revenue Requirement CY
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Operating Costs $52.5  $18.6  $4.3  $9.3  $19.5  $0.9  

Debt Service (LTD + STD) $139.5  $11.5  $61.5  $11.9  $45.0  $9.6 

Offsetting Revenues ($85.4) ($14.6) ($32.0) ($7.6) ($27.8) ($3.4) 

Operating Rev Req Before 
Coverage 

$106.6  $15.5  $33.8  $13.6  $36.7  $7.0  

       

Additional Expenses $17.2  $5.3  $11.1  $0.0  $0.0  $0.7  

O&M Rev Req Before 
Coverage 

$123.8  $20.8  $44.9  $13.6  $36.7  $7.8  

Remaining Coverage & 
Reserve Driven Needs 

$19.4  $4.8  $20.1  ($17.5) $11.3  $0.7 

Water Sales Rev Req $143.2  $25.6  $65.0  ($3.9) $48.0  $8.5  
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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 
Transitional Special Agricultural Water Rate (TSAWR) customers. The following section of this report 
summarizes the proposed CY 2019 water rates and charges and discusses the TSAWR rates. 

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. 

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 2019. 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. 

Table 5.1 CY 2019 Customer Service Revenue Requirement (in $ millions) 

CUSTOMER SERVICE REVENUE REQUIREMENT 

Capital Expenditures (LTD & STD)  $11.5  

O&M + Share of Agency Operating Expenditures  $23.9  

Gross Revenue Requirements  $35.5  

 Less: Offsetting Revenues  

Capital Related  $(2.6) 

Operating Related  $(8.4) 

Specific Offsets  $(3.5) 

RR before Coverage and RSF Support  $20.8  

Additional Coverage   $4.8  

Total Revenue Requirement  $25.6  
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5.1.2   Storage 

Based on the cost of service analysis, $65.0 million is to be recovered through the storage charge in CY 2019. 
The storage charge is a flat annual charge that is 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, agricultural customers agree to receive a level of service 
during an emergency that is less than that received by the Water Authority’s municipal and industrial (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 TSAWR 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 5.2 CY 2019 Storage Revenue Requirement (in $ millions) 

STORAGE REVENUE REQUIREMENT 

Capital Expenditures (LTD + STD)  $61.5  

O&M + Share of Agency Operating Expenditures  $15.4  

Gross Revenue Requirements  $76.0  

   Less Offsetting Revenues  

Capital Related  $(12.8) 

Operating Related  $(19.2) 

RR before Coverage and RSF Support  $44.9  

Additional Coverage  $20.1  

Total Revenue Requirement  $65.0  

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

𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑅𝑅𝑅𝑅𝑆𝑆𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑆𝑆𝑅𝑅𝑅𝑅𝑆𝑆 𝐶𝐶ℎ𝑅𝑅𝑎𝑎𝑎𝑎𝑅𝑅
=  [(𝐷𝐷𝑅𝑅𝐷𝐷𝑅𝑅𝑆𝑆 𝑊𝑊𝑅𝑅𝑅𝑅𝑅𝑅𝑎𝑎 𝐶𝐶𝐶𝐶𝐷𝐷𝑅𝑅 +  𝐼𝐼𝐼𝐼𝐷𝐷 𝑊𝑊𝑅𝑅𝑅𝑅𝑅𝑅𝑎𝑎 𝑇𝑇𝑎𝑎𝑅𝑅𝑇𝑇𝐷𝐷𝑇𝑇𝑅𝑅𝑎𝑎 𝐶𝐶𝐶𝐶𝐷𝐷𝑅𝑅)
−  𝑀𝑀𝑊𝑊𝐷𝐷 𝑇𝑇𝑅𝑅𝑅𝑅𝑎𝑎 1 𝐸𝐸𝐸𝐸𝑆𝑆𝑅𝑅𝐸𝐸𝑅𝑅𝑆𝑆𝑅𝑅𝑇𝑇𝑅𝑅 𝐶𝐶𝐶𝐶𝐷𝐷𝑅𝑅]  ∗ 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 5.3 details calculation of the 
proposed CY 2019 Supply Reliability Charge. 

Table 5.3 Proposed CY 2019 Supply Reliability Charge (in $ millions) 

SUPPLY RELIABILITY CHARGE 

Desal Deliveries (TAF) 42.0 

IID Transfer Deliveries (TAF) 160.0 

  

Desal Supply Cost ($/AF) $2,141 

IID Transfer Cost ($/AF) $1,117 

MWD Tier 1 Untreated Rate ($/AF) $731   
Reliable Water Cost ($M) $268.6  

MWD Comparison Cost ($M)  $147.7  

Differential ($M)  $120.9  
 25% 

Supply Reliability Needs $30.2  

As used in the above formula, Desalination Deliveries are 42,000 AF/Y and IID Water Transfer Deliveries are 
160,000 AF/Y in CY 2019. The IID Deliveries will continue to 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 deliveries. This charge will be zero when MWD’s Tier 
1 costs are equal or greater than the combined Desalination and IID Water Transfer Costs. 

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.  
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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 
$(3.9) million and is detailed in Table 5.4. The negative revenue requirement is based on the planned draw 
and utilization of the Rate Stabilization Reserve fund. While the overall supply revenue requirement is 
minimal and outweighed by the use of the RSF, the Melded Supply Rate is by and large the largest 
contributor to the RSF. Thus the Supply revenue requirement should continue to be the majority beneficiary 
of the planned utilization.4  

Table 5.4 CY 2019 Melded Supply Revenue Requirement (in $ millions) 

MELDED SUPPLY REVENUE REQUIREMENT 

Capital Expenditures (LTD + STD)  $11.9  

O&M + Share of Agency Operating Expenditures  9.3  

Gross Revenue Requirements  $21.2  

   Less Offsetting Revenues  

Capital Related  $(2.4) 

Operating Related  (5.0) 

Specific Offsets (0.1) 

RR before Coverage and RSF Support  $13.6  

Additional Coverage and RSF Support  (17.5) 

Total Revenue Requirement  $(3.9)  

For CY 2019, the total supply costs are projected to total $345.4 million. The Water Authority projected sales 
of 379,800 acre-feet at a cost of $380.3 million. An additional $13.6 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. Additionally, the Supply Reliability Charge provides a revenue offset of $30.2 million and the IID 
Socioeconomic credit another 1.0 million. Finally, the Water Authority assumes a use of reserves of 
$17.5 million to provide rate smoothing in parallel with the planned realignment of the RSF. By dividing the 
total supply cost by total water sales, a per acre-foot cost of $909 is calculated. 
  

                                                                      

 
4 The contributions and uses of the RSF will continue to be monitored to provide that all rate components benefit 
in a proportional manner to which they contribute. 
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Table 5.5 Proposed CY 2019 Melded Supply Rate 

MELDED SUPPLY RATE 

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

MWD Tier I Deliveries 89.1 

Carlsbad Desalination Water Production 42.0 

IID Deliveries 160.0 

Operational Storage 10.0 

Canal Water Deliveries 78.7 

Total A/F Supplies 379.8 
  

Water Purchase Costs ($ Millions)  

MWD Tier 1 Water Purchases $66.6 

Carlsbad Desalination Water Supply Cost 92.5 

IID Water Purchases 178.7 

Operational Storage 5.9 

Canal Water Purchases 36.7 

Subtotal Water Purchase Costs  $380.3 
  

Additional Costs($ Millions)  

QSA Environmental  $0.0 

Supply Revenue Requirement  13.6 

Canal Cost Differential 0.2 

Total Additional Costs $13.8 

  

Offsetting Revenues ($ Millions)  

Supply Reliability Credit $(30.2) 

IID Socioeconomic Credit (1.0) 

Cash & Reserves(1) (17.5) 

Total Supply Cost  $345.4 
  
Proposed Melded Supply Rate $909/AF 
Notes: 
(1) Consists of operating funds and rate stabilization funds. 

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 $8.5 million as 
detailed in Table 5.6.  
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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 5.6 CY 2019 Melded Treatment Revenue Requirement (in $ millions) 

MELDED TREATMENT REVENUE REQUIREMENT 

Capital Expenditures (LTD + STD) $9.6 

Treatment CWA Pre-Revenue Costs (constant payment) 0.7 

O&M + Share of Agency Operating Expenditures 0.9 

Gross Revenue Requirements $11.1 

   Less Offsetting Revenues  

Capital Related $(1.1) 

Operating Related (2.3) 

RR before Coverage and RSF Support $7.8 

Coverage & Reserve Usage  $0.7 

Total Revenue Requirement $8.5 

Table 5.7 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 ($9.1 million) will be recovered through the CY 2019 
rates outside the revenue requirements outlined in Table 5.6. 

Table 5.7 Proposed CY 2019 Melded Treatment Rate 

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

MWD  41.5 

Carlsbad Desalination Production 42.0 

CWA (Twin Oaks) 66.4 

Helix 16.0 

Total Demands 165.9 
  

M&I Treatment Costs ($ Millions)  

MWD $13.2 

Desalination Water 11.6 

Treatment Revenue Requirement 8.5 

CWA Contract Treatment Cost 9.1 

Helix 3.3 

Total Treatment Cost $45.7 
  

Proposed Melded Treatment Rate $276/AF 
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The Water Authority spreads the Melded Treatment costs over the forecasted acre-feet demands. The 
proposed CY 2019 Melded Treatment rate is $276 per acre-foot. This amounts to a decrease, year-over-year, 
resulting from increased treatment production at Twin Oaks.  

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. 

Table 5.8 Proposed CY 2019 Transportation Rate (in $ millions) 

TRANSPORTATION RATE 

Capital Expenditures (LTD + STD) $45.0 

O&M + Share of Agency Operating Expenditures 19.5 

Gross Revenue Requirements $64.5 

 Less Offsetting Revenues  

Capital Related $(10.0) 

Operating Related (16.6) 

RR before Coverage and RSF Support $36.7 

Additional Coverage & RSF Support 11.3 

Total Revenue Requirement $48.0 
  
Proposed Transportation Rate $120/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 2019 Transportation rate is 
$120 per acre-foot. 

5.3   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 
Transitional Special Agricultural Water Rate (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. 
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.  
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Agricultural customers participating in the TSWAR program receive a reduced melded supply rate by 
agreeing to reduce or suspend water usage during shortages. These customers pay the MWD Tier 1 rate and 
do not share in the benefits of the QSA or Carlsbad Desalination supplies during water shortages. The 
second component of the TSAWR exempts agricultural customers from being subject to a member agency’s 
share of the Storage Charge. In return, agricultural customers receive half the level of service under the 
Emergency Storage Program (ESP) and no service under the Carryover Storage Program (CSP). This 
approach of providing a rate reduction is consistent with cost of service principles, as the agricultural 
customers receive a commensurate reduced level of service. The customers are not provided supply 
reliability and do not contribute to storage costs.  

Under the TSAWR program, agricultural users receiving raw water are charged the MWD Full Service 
Untreated Tier 1 water rate. In CY 2019, this rate is $731 per acre-foot. Agricultural users receiving treated 
water are also charged the MWD rate plus the Water Authority’s Melded Treatment Charge, which is 
proposed at $276 per acre-foot in CY 2019, as shown above. Transportation and customer service related 
costs are recovered through each member agency’s Transportation and Customer Service rates. 



COST OF SERVICE STUDY REPORT| SAN DIEGO COUNTY WATER AUTHORITY 

 JUNE 2018 | 6-1 

 

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 2019 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: 

• 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. 

• Board policies and cost of service guidelines are applied alongside industry best practices and 
AWWA M1 standards. 

• The Water Authority’s 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 existing methodology yields an appropriate and reasonable method for allocating costs, which 
could be sustained absent substantial changes in cost drivers or customer discharge patterns occur. 

• Given continued water use efficiency and regional water demand “hardening,” water sales are less 
susceptible to significant demand reduction due to wet weather. As such, it is recommended the 
Board revise the RSF reserve policy to account for a potential unforeseen 15 percent reduction in 
water sales over 2.5 consecutive years as a funding target and 3.5 years as a funding maximum. This 
recommended reduction replaces the previous reserve policy that employed a potential 25 percent 
reduction in water sales to determine reserve levels. 

• A combination of revenue adjustments and RSF utilization are necessary to cover the Water 
Authority’s budget requirements. The revenue requirements for CY 2019 are coverage driven, as 
existing revenues fall below the desired DSCR target of 1.50x and necessary withdrawals from the 
RSF. 

• Based on the current RSF balance and the proposed revision to the RSF methodology, the proposed 
CY 2019 water rates and charges plan a roughly $18.5 million utilization of the RSF. As a result, the 
Water Authority will continue to meet the Board’s DSCR target of 1.50x.  
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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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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. 

839 Second Street, Suite 5 • Encinitas, CA 92024-4452 • Voice: 760.942.5149 • Fax: 760.942.6853 
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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ORDINANCE NO. 2018-____ 
 
 

 AN ORDINANCE OF THE BOARD OF DIRECTORS OF THE SAN 
DIEGO COUNTY WATER AUTHORITY SETTING RATES AND 
CHARGES FOR THE DELIVERY AND SUPPLY OF WATER, USE 
OF FACILITIES, AND PROVISION OF SERVICES 

  
 WHEREAS, Subdivision (11) of Section 5 of the County Water Authority Act provides, in 
part that, the Authority's Board of Directors, "as far as practicable, shall provide each of its member 
agencies with adequate supplies of water to meet their expanding and increasing needs;" and  
 
 WHEREAS, Subdivision (13) of Section 5 of the County Water Authority Act provides that 
the Authority may: "Fix, revise, and collect rates or other charges for the delivery of water, use of any 
facilities or property, or provision of services. In fixing 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"; and 
 
 WHEREAS, Subdivision (j) of Section 7 of the County Water Authority Act provides in 
part, that the Authority’s Board of Directors, “as far as practicable, shall fix such rate or rates for 
water as will result in revenues which will pay the operating expenses of the Authority, provide for 
required maintenance, and provide for the payment of the interest and principal of the bonded debt;” 
and 
 
 WHEREAS, the Long-Range Financing Plan adopted by the Board of Directors 
contemplates the establishment of sufficient rates and charges, when considered along with taxes 
and other revenues of the Authority, to provide revenues for accomplishment of the Authority’s 
purposes and programs as determined by the Board of Directors; and 
 
 WHEREAS, pursuant to the County Water Authority Act, the Board of Directors has 
adopted ordinances and resolutions levying and fixing property taxes, water standby availability 
charges and other rates and charges for delivery and supply of water, use of facilities and provision 
of other services by the Authority, including, without limitation, a System Capacity Charge, water 
Treatment Capacity Charge, Annexation Application Fee, an Infrastructure Access Charge, a 
Readiness-to-Serve Charge and water rates and charges; and  
 
 WHEREAS, the Board of Directors, upon recommendation of the Rate Study Subcommittee 
and the Fiscal Policy Committee, enacted Ordinance 2002-03, “An Ordinance of the Board of 
Directors of the San Diego County Water Authority Setting Rates and Charges for the Delivery and 
Supply of Water, Use of Facilities and Provision of Services”, which established a new structure for 
water rates and charges; and  
 
 WHEREAS, the rate structure is incorporated into the Water Authority’s Administrative 
Code as section 5.00.050 of chapter 5.00; and  
 
 WHEREAS, the Board of Directors, on June 22, 2017, adopted Ordinance No. 2017-01 
setting rates and charges currently in effect; and  
 
 WHEREAS, since 2002, the Water Authority board of directors has regularly reviewed its 
budget, fiscal policies, revenue requirements, cost allocations, rates, and charges, and has adopted 
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ordinances and resolutions establishing appropriate rates and charges for delivery and supply of 
water, use of facilities, and provision of services; and  

 
WHEREAS, the adoption of this ordinance is exempt from CEQA as provided by statute 

under Public Resources Code §21080(b)(8) because it involves the establishment of water rates, 
tolls, fares, or other charges for the purpose of meeting operating expenses, including employee 
wages and benefits; purchasing or leasing supplies, equipment, or materials; meeting financial 
reserve needs and requirements; or obtaining funds for capital projects within existing service 
areas. The General Manager is, therefore, authorized to file a Notice of Exemption pursuant to 
Public Resources Code §21152(b) and §15061(d) of the State CEQA Guidelines (Title 14, 
Chapter 3, California Code of Regulations).  
 
 WHEREAS, the Finance Department has presented reports dated May 16, 2018 and June 
20, 2018 to the Administrative and Finance Committee (the “Reports”) along with a Cost of Service 
Rate Study Report dated June 2018 by Carollo Engineers (the “Study”) describing the proposed 
rates and charges to be collected from the member agencies; and  
 
 WHEREAS, on June 28, 2018 a duly noticed public hearing was held by the Administrative 
and Finance Committee which thereafter recommended the adjustments to the Water Authority’s 
rates and charges as set forth in this ordinance; and 
 
 WHEREAS, the Board has considered the recommendations of the Administrative and 
Finance Committee and is fully informed; and 
 
 WHEREAS, the Board of Directors has considered its budget, fiscal policies, and prior 
rate setting actions, the information contained in the Report and the Study, the testimony and 
other evidence presented during the public hearing, and the recommendations of the 
Administrative and Finance Committee; and 
 
 WHEREAS, the Board of Directors hereby makes the following legislative findings and 
determinations: 
 

1. The foregoing recitals are true and correct; 
2. The rates and charges as proposed and recommended in the Reports are exempt 

from the requirements of the California Environmental Quality Act pursuant to 
Public Resources Code Section 21080(b)(8); 

3. Any and all protests, if any, to the rates and charges as proposed and 
recommended in the Reports are overruled; 

4. The Reports and Study are approved; 
5. The rates and charges as proposed and recommended in the Report and Study are 

reasonably expected to generate revenues that meet, but do not exceed, the 
Authority's revenue requirements to fund its capital, operation, maintenance, and 
other costs, and the allocation of those costs to the member agencies and others 
through the rates and charges are reasonable, fair, and proper.   

  
NOW, THEREFORE, the Board of Directors of the San Diego County Water Authority does 
ordain as follows: 
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 1. The Authority's revenues from taxes, water rates and charges consists of: ad 
valorem property taxes, including payments of member agencies in lieu of taxes; a standby 
availability charge levied pursuant to Section 5.2 of the County Water Authority Act, including 
payments of such charges pursuant to Section 5.3 of the County Water Authority Act; an 
infrastructure access charge levied pursuant to Section 5.00.050 (c) of the Administrative Code; 
a System Capacity Charge and a water Treatment Capacity Charge levied pursuant to Section 5.9 
of the County Water Authority Act and Ordinance No. 2014-03; and water rates and charges 
having the following components as described in this ordinance: Customer Service, Storage, 
Transportation, Treatment and Supply.     

 
 2. Ad valorem taxes, the standby availability charge and the system and water 
treatment capacity charges are not affected by this ordinance.  All other water rates and charges 
shall continue to be paid pursuant to existing authority until increased or adjusted as provided in 
this ordinance.      
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 3. Commencing January 1, 2019, the amount of the Infrastructure Access Charge to be 
paid monthly by each member agency of the Authority, shall be $3.01 per equivalent meter within 
the territory of the member agency and determined according to Table 1 below.   
 

Table 1 -  2019 Infrastructure Access Charge Allocation 

Member Agency 
IAC Equivalent 

Meters (ME) as of 
12/31/171 

Monthly 
Rate ($/ME) 

CY19 
Annual 
Charge 

Monthly 
Charge 

Carlsbad M.W.D.                 36,070   $         3.01   $  1,302,852   $   108,571  
Del Mar, City of                   2,497              3.01           90,192           7,516  
Escondido, City of                 35,091              3.01      1,267,488       105,624  
Fallbrook P.U.D.                 11,830              3.01         427,296         35,608  
Helix W.D.                 65,162              3.01      2,353,656       196,138  
Lakeside W.D.                   8,120              3.01         293,292         24,441  
Oceanside, City of                 57,564              3.01      2,079,216       173,268  
Olivenhain M.W.D.                 28,312              3.01      1,022,628         85,219  
Otay W.D.                 58,958              3.01      2,129,568       177,464  
Padre Dam M.W.D.                 26,529              3.01         958,224         79,852  
Pendleton Military Reservation               3.01                    -                  -  
Poway, City of                 16,661              3.01         601,800         50,150  
Rainbow M.W.D.                 14,265              3.01         515,256         42,938  
Ramona M.W.D.                 10,220              3.01         369,144         30,762  
Rincon Del Diablo M.W.D.                   9,982              3.01         360,552         30,046  
San Diego, City of               392,868              3.01     14,190,396     1,182,533  
San Dieguito W.D.                 15,195              3.01         548,844         45,737  
Santa Fe I.D.                 10,456              3.01         377,676         31,473  
Sweetwater Authority                 43,017              3.01      1,553,772       129,481  
Vallecitos W.D.                 26,866              3.01         970,404         80,867  
Valley Center M.W.D.                 14,721              3.01         531,720         44,310  
Vista I.D.                 35,746              3.01      1,291,140       107,595  
Yuima M.W.D.                     505              3.01           18,240           1,520  
Totals               920,635     $33,253,356   $2,771,113  
1Equivalent meters rounded to nearest whole meter; annual and monthly charges rounded to nearest dollar. 
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 4. Effective January 1, 2019, the Customer Service Charge is fixed at $25,600,000.  
Commencing January 1, 2019, the amount of the monthly Customer Service Charge to be paid 
by each member agency shall be determined according to Table 2 below. 
 

Table 2 - Customer Service Charge Allocation 

Member Agency 3-Year Average 
Deliveries (AF)1 CY19 Annual Charge Monthly Charge 

Carlsbad M.W.D.                  14,021.00   $                 820,930   $                  68,411  
Del Mar, City of                           933   $                  54,627                         4,552  
Escondido, City of                      17,969   $              1,052,085                       87,674  
Fallbrook P.U.D.                      10,065   $                 589,306                       49,109  
Helix W.D.                      27,152   $              1,589,750                     132,479  
Lakeside W.D.                        2,611   $                 152,874                       12,740  
Oceanside, City of                      21,337   $              1,249,282                     104,107  
Olivenhain M.W.D.                      17,678   $              1,035,047                       86,254  
Otay W.D.                      27,601   $              1,616,039                     134,670  
Padre Dam M.W.D.                        9,469   $                 554,410                       46,201  
Pendleton Military Reservation                            55   $                    3,220                            268  
Poway, City of                        9,113   $                 533,566                       44,464  
Rainbow M.W.D.                      18,121   $              1,060,985                       88,415  
Ramona M.W.D.                        5,209   $                 304,987                       25,416  
Rincon Del Diablo M.W.D.                        5,151   $                 301,591                       25,133  
San Diego, City of                    169,980   $              9,952,332                     829,362  
San Dieguito W.D.                        4,524   $                 264,880                       22,073  
Santa Fe I.D.                        7,802   $                 456,807                       38,067  
Sweetwater Authority                      13,639   $                 798,564                       66,547  
Vallecitos W.D.                      13,063   $                 764,839                       63,737  
Valley Center M.W.D.                      21,825   $              1,277,854                     106,488  
Vista I.D.                      15,592   $                 912,912                       76,076  
Yuima M.W.D.                        4,196   $                 245,676                       20,473  
Contract Water                           127   $                    7,436                            620  
 Totals                    437,233   $            25,600,000   $              2,133,336  
1Three-year rolling average of M&I, SAWR and agricultural MWD deliveries (excludes wheeled water) based on 
FY15-FY17 period. Rounded to nearest acre-foot.  Annual and monthly charges are rounded to nearest dollar. 
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 5. Effective January 1, 2019, the Storage Charge is fixed at $65,000,000.  
Commencing January 1, 2019 the amount of the monthly Storage Charge to be paid by each 
member agency shall be determined according to Table 3 below.  
 

Table 3 - 2019 Storage Charge Allocation 

Member Agency 3-Year Average 
Deliveries (AF)1 

CY19 Annual 
Charge Monthly Charge 

Carlsbad M.W.D.                   14,021   $           2,267,049   $              188,921  
Del Mar, City of                        933                   150,856                    12,571  
Escondido, City of                   15,648                2,530,118                   210,843  
Fallbrook P.U.D.                     6,856                1,108,543                    92,379  
Helix W.D.                   27,152                4,390,194                   365,850  
Lakeside W.D.                     2,611                   422,171                    35,181  
Oceanside, City of                   20,963                3,389,498                   282,458  
Olivenhain M.W.D.                   17,588                2,843,795                   236,983  
Otay W.D.                   27,601                4,462,793                   371,899  
Padre Dam M.W.D.                     9,238                1,493,688                   124,474  
Pendleton Military Reservation                          55                      8,893                         741  
Poway, City of                     9,080                1,468,141                   122,345  
Rainbow M.W.D.                     9,631                1,557,232                   129,769  
Ramona M.W.D.                     4,030                   651,609                    54,301  
Rincon Del Diablo M.W.D.                     5,123                   828,335                    69,028  
San Diego, City of                  169,807              27,456,015                2,288,000  
San Dieguito W.D.                     4,524                   731,483                    60,957  
Santa Fe I.D.                     7,802                1,261,502                   105,125  
Sweetwater Authority                   13,639                2,205,284                   183,774  
Vallecitos W.D.                   12,166                1,967,115                   163,926  
Valley Center M.W.D.                     7,271                1,175,645                    97,970  
Vista I.D.                   15,533                2,511,523                   209,294  
Yuima M.W.D.                        733                   118,518                      9,877  
 Totals                  402,005   $         65,000,000   $           5,416,666  

1Three-year rolling average of firm, non-agricultural MWD deliveries based on FY15-FY17 period. Rounded to 
the nearest acre-foot. Annual and monthly charges are rounded to nearest dollar. 
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6. Effective January 1, 2019, the Supply Reliability Charge is fixed at $30,200,000.  
Commencing January 1, 2019 the amount of the monthly Supply Reliability Charge to be paid by 
each member agency shall be determined according to Table 4 below. 
 

Table 4 - Supply Reliability Charge 

Member Agency 5-Year Average 
Deliveries (AF)1 CY19 Annual Charge Monthly Charge 

Carlsbad M.W.D.                      15,422   $              1,099,758   $                  91,647  
Del Mar, City of                        1,006                       71,739                         5,978  
Escondido, City of                      17,244                   1,229,687                     102,474  
Fallbrook P.U.D.                        7,319                     521,925                       43,494  
Helix W.D.                      28,912                   2,061,744                     171,812  
Lakeside W.D.                        3,052                     217,641                       18,137  
Oceanside, City of                      22,152                   1,579,682                     131,640  
Olivenhain M.W.D.                      19,091                   1,361,399                     113,450  
Otay W.D.                      29,619                   2,112,161                     176,013  
Padre Dam M.W.D.                      10,131                     722,452                       60,204  
Pendleton Military Reservation                            52                         3,708                            309  
Poway, City of                      10,482                     747,482                       62,290  
Rainbow M.W.D.                      10,375                     739,852                       61,654  
Ramona M.W.D.                        4,608                     328,601                       27,383  
Rincon Del Diablo M.W.D.                        5,718                     407,756                       33,980  
San Diego, City of                    175,508                 12,515,653                   1,042,969  
San Dieguito W.D.                        4,313                     307,564                       25,630  
Santa Fe I.D.                        8,034                     572,913                       47,743  
Sweetwater Authority                      11,259                     802,891                       66,908  
Vallecitos W.D.                      13,853                     987,871                       82,323  
Valley Center M.W.D.                        8,059                     574,695                       47,891  
Vista I.D.                      16,451                   1,173,137                       97,761  
Yuima M.W.D.                           621                       44,284                         3,690  
Contract Water - South Coast                           216                       15,403                         1,284  
 Totals                    423,497   $            30,200,000   $              2,516,664  
1Five-year rolling average of firm, non-agricultural MWD deliveries based on FY13-FY17 period. Rounded to the  
nearest acre-foot. Annual and monthly charges are rounded to nearest dollar. 

 
7. Effective January 1, 2019, the Transportation Rate is fixed at $120 per acre-foot 

of water delivered by the Authority through Authority facilities. Member agencies shall pay the 
Transportation Rate for deliveries of Water Authority supplies in accordance with the procedures 
and processes of the Administrative Code relating to billing and payment of the Municipal and 
Industrial Water Rate.  Payment of the Transportation Rate in connection with the wheeling of 
third-party water (non-Water Authority supplies) will be determined by an agreement approved 
by the Board of Directors. Wheeling of third-party water is also subject to a separate 
administration fee as stated in the agreement. 
 

8. Effective January 1, 2019, the Melded Treatment Rate is fixed at $276 per acre-
foot. 
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9. (a) Each member agency shall reimburse the Authority on a per-acre foot of water 
delivered basis, except as otherwise provided in subdivisions (b) and (c), for rates, fees and 
charges of the Metropolitan Water District of Southern California, the Imperial Irrigation 
District, or other sources of supply that may become available to the Authority (collectively the 
Supply Charges).  It is the intent of the Authority to charge the melded rate for supply 
representing the cost of water to the Authority for the appropriate class of service.  Effective 
January 1, 2019, the Melded Untreated Supply Rate (Melded Supply Rate) is $909 per acre-foot 
to reflect the cost of the supply of untreated municipal and industrial water to the Water 
Authority.   

 
  (b) Effective January 1, 2019 as part of the Supply Charges, each member agency 

shall pay to the Authority a MWD Capacity Charge determined according to the method set forth 
in Table 5 below.   
 

 
 
  (c) Effective July 1, 2018 as part of the Supply Charges, each member agency 
shall pay a MWD Readiness-to-Serve Charge determined according to Table 6 below. 

Member Agency 9/3/2013 5/19/2014 6/23/2015 7/25/2016 7/17/2017
Carlsbad M.W.D. 361.0        569.2        337.8        316.1        361.5        3.3478% 276,598$    
Del Mar, City of 13.4         17.2         20.4         27.7         25.3         0.1789% 14,782        
Escondido, City of 557.2        641.8        400.6        381.2        334.4        3.9838% 329,143      
Fallbrook P.U.D. 338.6        585.0        278.3        299.7        366.0        3.2136% 265,509      
Helix W.D. 893.4        946.4        665.7        540.5        435.8        5.9911% 494,985      
Lakeside W.D. 95.1         178.7        96.1         114.7        137.9        1.0712% 88,502        
Oceanside, City of 621.6        642.5        521.2        544.7        538.4        4.9357% 407,785      
Olivenhain M.W.D. 565.6        600.4        378.6        463.7        437.4        4.2082% 347,685      
Otay W.D. 1,078.1     987.8        705.6        796.8        834.9        7.5765% 625,971      
Padre Dam M.W.D. 482.0        382.3        277.3        281.7        314.2        2.9897% 247,012      
Pendleton M.R. 1.1           1.7           1.3           2.2           1.8           0.0139% 1,152          
Poway, City of 353.1        331.0        204.6        243.7        182.5        2.2625% 186,928      
Rainbow M.W.D. 613.1        735.3        445.7        640.9        410.8        4.8967% 404,567      
Ramona M.W.D. 147.1        194.7        95.4         162.0        101.9        1.2064% 99,671        
Rincon Del Diablo M.W.D. 172.9        178.5        115.3        136.6        133.4        1.2676% 104,728      
San Diego, City of 4,056.7     3,836.5     3,503.4     4,365.8     3,647.2     33.3980% 2,759,346   
San Dieguito W.D. 146.8        178.3        125.9        128.6        54.3         1.0907% 90,113        
Santa Fe I.D. 314.5        352.2        196.6        270.6        153.8        2.2157% 183,064      
Sweetwater Authority -           378.4        276.4        313.6        118.3        1.8698% 154,483      
Vallecitos W.D. 461.7        472.8        309.3        298.8        338.2        3.2363% 267,383      
Valley Center M.W.D. 914.1        871.3        540.6        697.3        600.4        6.2352% 515,153      
Vista I.D. 450.7        537.8        271.1        336.8        412.4        3.4566% 285,586      
Yuima M.W.D. 144.1        149.6        135.2        186.8        171.2        1.3541% 111,873      
Totals1 12,781.9   13,769.4   9,902.4     11,550.5   10,112.0   100.000% 8,262,020$  

2 Percentages shown are rounded.  Totals may not foot.

Table 5 - Calendar Year 2019 MWD Capacity Charge Allocation
(Capacity Charge)

1 Charge is allocated based on five-year rolling average of member agency deliveries during regional peak weeks. Annual charges 
and totals may not foot due to rounding.

5-year 
average 
share2

CY2019 
Charge

Coincident Peak Week Deliveries (AF)1



 -9- 

 
 

   (d) This section shall be administered in accordance with the Report approved by 
this ordinance. 

 
10. The Transitional Special Agricultural Water Rate Program was extended until 

December 31, 2020.  The untreated TSAWR will be set to MWD’s Tier 1 rate and increase to 
$731/AF on January 1, 2019.  The treated TSAWR will increase to $1,007/AF on January 1, 
2019. 

 
11. Effective July 1, 2018, the Annexation Application Fee will be set at $10,681 per 

application.   
 
12. For the purposes of this ordinance, including the tables, the City of National City 

and the South Bay Irrigation District are collectively referred to as Sweetwater Authority.  Any 
reference in this ordinance to Sweetwater Authority as a member agency shall be construed as a 
reference to the City of National City and the South Bay Irrigation District. 

Member Agency
10-Year Average 
Deliveries (AF)1

FY19 RTS 
Charge2

Net Stand-By 
Charge Credits3

FY19 RTS Net 
Charge Monthly Charge

Carlsbad M.W.D. 16,596                      992,381$           (394,020)$          598,361$           49,863$              
Del Mar, City of 1,074                        64,221                (24,793)               39,428                3,286                  
Escondido, City of 18,560                      1,109,821          (225,297)            884,524              73,710                
Fallbrook P.U.D. 10,470                      626,068              (285,678)            340,390              28,366                
Helix W.D. 29,255                      1,749,343          (780,147)            969,196              80,766                
Lakeside W.D.4 3,341                        199,780              (164,076)            35,704                2,975                  
Oceanside, City of 24,145                      1,443,783          (666,575)            777,208              64,767                
Olivenhain M.W.D. 19,971                      1,194,193          (395,897)            798,296              66,525                
Otay W.D. 31,254                      1,868,876          (943,682)            925,194              77,100                
Padre Dam M.W.D.4 11,427                      683,293              (528,171)            155,122              12,927                
Pendleton Military Reservation 59                              3,528                  (35)                       3,493                  291                      
Poway, City of 11,291                      675,161              (283,151)            392,010              32,668                
Rainbow M.W.D. 16,842                      1,007,091          (526,733)            480,358              40,030                
Ramona M.W.D. 5,761                        344,487              (401,140)            (56,653)               (4,721)                 
Rincon Del Diablo M.W.D. 6,097                        364,578              (311,369)            53,209                4,434                  
San Diego, City of 180,336                    10,783,439        (4,399,225)         6,384,213          532,018              
San Dieguito W.D. 3,626                        216,822              (166,318)            50,504                4,209                  
Santa Fe I.D. 7,244                        433,165              (151,831)            281,334              23,445                
Sweetwater Authority 10,649                      636,772              (427,265)            209,507              17,459                
Vallecitos W.D. 15,641                      935,275              (434,980)            500,295              41,691                
Valley Center M.W.D. 19,183                      1,147,074          (662,081)            484,993              40,416                
Vista I.D. 15,674                      937,248              (413,517)            523,731              43,644                
Yuima M.W.D. 1,762                        105,361              (95,003)               10,358                863                      
Contract Water 500                            29,898                56                        29,954                2,496                  

  Totals 460,758 27,551,658$      (12,680,928)$    14,870,729$      1,239,228$        

Table 6 - Readiness-to-Serve Charge Allocation

110-year rolling average of f irm MWD deliveries based on FY08-FY17 period and rounded to nearest acre-foot. Annual and monthly charges 
are rounded to nearest dollar.
2Effective date is July 1, 2018.
3Net of $12,715,329 in stand-by charge credits and $50,462 in MWD administrative fees.
4Lakeside W.D. is allocated 23.83% of Padre Dam M.W.D.'s deliveries prior to January 2008.  Lakeside W.D.'s deliveries after January 2008 
are being metered separately from Padre Dam M.W.D's deliveries.  Lakeside W.D. is allocated 23.87% of Padre Dam's M.W.D.'s stand-by 
charge credits based upon parcel count.
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 13. This ordinance shall be effective upon adoption.  In lieu of publication of the text 
of this ordinance, the Clerk of the Board may publish a summary prepared by the General 
Counsel. 

 
14. The provisions of this ordinance shall prevail over any provisions of the 

Administrative Code relating to rates and charges to the extent of any conflict.  All existing rates 
and charges shall continue in effect until adjusted as provided in this ordinance.   

 
15. To the greatest extent possible the provisions of this ordinance shall be construed 

to be compatible with the provisions of Section 8.2 (e) of the Agreement Between the San Diego 
County Water Authority and the City of San Diego for the Emergency Storage Project (Joint Use 
of Lake Hodges Dam and Reservoir and of Section 8.2 (e) of the Agreement Between the San 
Diego County Water Authority and the City of San Diego for the Emergency Storage Project 
(Expansion of San Vicente Reservoir; however, the contract provisions shall control in the event 
of a conflict).  

 
16. For the purposes of Section 6 of this ordinance, water delivered by the Authority 

through the following turnouts is deemed not to be “water delivered by the Authority through 
Authority facilities” – DeLuz 1, Fallbrook 3, Fallbrook 6, Rainbow 1, Rainbow 8, Rainbow 9 
and Rainbow 10.   

 
 PASSED, APPROVED AND ADOPTED, this 28th day of June, 2018 by the following 
vote: 
 
 AYES:  Unless noted below all Directors voted aye. 
 
 NOES: 
 
 ABSTAIN: 
 
 ABSENT: 
 
   
 Jim Madaffer, Vice Chair 
 
ATTEST: 
 
___________________________ 
Gary Croucher, Secretary 
 
 I, Melinda Nelson, Clerk of the Board of the San Diego County Water Authority, certify 
that the vote shown above is correct and this Ordinance 2018- ______was duly adopted at the 
meeting of the Board of Directors on the date stated above. 
 
 
                                                                                    ____________________________ 
                                                                                    Melinda Nelson 
                                                                                    Clerk of the Board 
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ORDINANCE NO. 2018- 
 
 

 AN ORDINANCE OF THE BOARD OF DIRECTORS OF THE SAN 
DIEGO COUNTY WATER AUTHORITY APPROVING THE 
GENERAL MANAGER’S RECOMMENDED POLICY CHANGE TO 
THE RATE STABILIZATION FUND CALCULATION MOVING 
FROM THE CURRENT 25% EXPECTED DROP IN WATER SALES 
IN A WET YEAR TO A 15% DROP IN WATER SALES BASED ON 
CONTINUED IMPROVEMENTS IN WATER USE EFFICIENCY 
 

  
WHEREAS; 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 possible reduced water sales.  

 
WHEREAS; 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 that 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. 

 
WHEREAS; Reduced water sales were based on the 2006 assumption of 2.5 years 

of wet weather (3.5 years max). At that time it was calculated that during a wet weather 
period, the Water Authority would experience a 25 percent reduction in water sales. 
However, given current facts as stated below the General Manager and staff now 
recommend this policy be revised down to a 20 percent reduction in water sales effective 
January 1, 2019, and to a 15 percent reduction in water sales effective January 1, 2021. 

 
WHEREAS; This change in the reserve policy is 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 use efficiency continues, 
regional water demand “hardens,” becoming less susceptible to significant demand 
reduction due to wet weather.  

 
WHEREAS; wet weather events in 2005 and 2011 demonstrated that while wet 

weather certainly affected Water Authority sales by reducing water demand and 
increasing local surface reservoir production, the reduction in water sales from the 
previous wet weather year was limited to just 14-15 percent.  

 
 NOW, THEREFORE, the Board of Directors of the San Diego County Water 
Authority does ordain as follows: 
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1. Effective January 1, 2019, the Rate Stabilization Fund shall be calculated 
based on a 20 percent reduction in water sales for the years 2019 and 2020, and 15 percent 
thereafter. 

2. Effective January 1, 2021, the Rate Stabilization Fund shall be calculated 
based on a 15 percent reduction in water sales. 

 
 

PASSED, APPROVED AND ADOPTED, this 28th day of June 2018 by the 
following vote: 
 
 AYES:  Unless noted below all Directors voted aye. 
 
 NOES: 
 
 ABSTAIN: 
 
 ABSENT: 
 
   
 Mark Muir, Chair 
 
ATTEST: 
 
___________________________ 
Jim Madaffer, Vice Chair 
 
 
 I, Melinda Nelson, Clerk of the Board of the San Diego County Water Authority, 
certify that the vote shown above is correct and this Ordinance No. 2018- ______was duly 
adopted at the meeting of the Board of Directors on the date stated above. 
 
 
                                                                                    ____________________________ 
                                                                                    Melinda Nelson 
                                                                                    Clerk of the Board 
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RESOLUTION NO. 2018- 
 
 

  A RESOLUTION OF THE BOARD OF DIRECTORS OF THE SAN 
DIEGO COUNTY WATER AUTHORITY CONTINUING THE WATER 
STANDBY AVAILABILITY CHARGE 
 

 The Board of Directors of the San Diego County Water Authority resolves as follows:  
 
 Pursuant to Government Code Section 54984.7 the Water Standby Availability Charge shall 
continue to be levied, imposed and administered as provided in Ordinance No. 2008-04 and 
Ordinance No. 2013-04 in Fiscal Year 2018-2019 and each successive year thereafter. 
 

PASSED, APPROVED AND ADOPTED, this 28th day of June 2018 by the following vote: 
 
 AYES:  Unless noted below all Directors voted aye. 
 
 NOES: 
 
 ABSTAIN: 
 
 ABSENT: 
 
   
 Mark Muir, Chair 
 
ATTEST: 
 
___________________________ 
Jim Madaffer, Vice Chair 
 
 I, Melinda Nelson, Clerk of the Board of the San Diego County Water Authority, certify 
that the vote shown above is correct and this Resolution No. 2018- ______was duly adopted at the 
meeting of the Board of Directors on the date stated above. 
 
 
                                                                                    ____________________________ 
                                                                                    Melinda Nelson 
                                                                                    Clerk of the Board 
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ORDINANCE NO. 2018-____ 
 
 

AN ORDINANCE OF SAN DIEGO COUNTY WATER AUTHORITY 
AMENDING AND RESTATING THE SYSTEM CAPACITY AND 
WATER TREATMENT CAPACITY CHARGES IMPOSED BY THE 
WATER AUTHORITY PURSUANT TO SECTION 5.9 OF THE 
COUNTY WATER AUTHORITY ACT  

 
 
 WHEREAS, pursuant to Section 5.9 of the County Water Authority Act, the San 
Diego County Water Authority (“Water Authority”) may fix and impose Capacity Charges 
upon the ultimate users of water delivered by the Water Authority to its member agencies 
and to require its member agencies to collect the charges on behalf of the Water Authority; 
and 
 
 WHEREAS, the Water Authority initially adopted a capacity charge in 1990 and 
thereafter has continuously imposed a capacity charge through the adoption and amendment 
of various ordinances; and  
 
 WHEREAS, the Water Authority’s capacity charges are nondiscriminatory and 
imposed in accordance with applicable law as demonstrated by the various studies, reports, 
budgets, and apportionment methodologies upon which they are and have been based; and  
 
 WHEREAS, the Water Authority Board of Directors has previously adopted 
Ordinances No. 97-1, 99-2, 2000-1, 2000-3, 2001-03, 2002-05, 2005-03, 2008-01, 2013-03, 
2014-03, and 2017-02 the operative requirements of which, subject to adjustments in the 
amount of the capacity charges imposed, are amended and restated in this ordinance; and 
  
 WHEREAS, at least fifteen (15) days prior to the meeting at which the System and 
Water Treatment Capacity Charges were levied, the Water Authority made available to the 
public data indicating the amount of cost, or estimated cost, required to provide the services 
for which the charges are to be levied and the revenue sources anticipated to provide such 
services, including general fund revenues; and 
 
 WHEREAS, the Water Authority has determined that imposition of the revised 
System and Water Treatment Capacity Charges recommended by the Fixed Revenue Study 
is exempt from CEQA under Section 15378(b)(5) of the State CEQA Guidelines regarding 
the creation of government funding mechanisms that do not involve any commitment to any 
specific project that may have potentially significant physical impacts on the environment.  
Any project funded by this charge either has or will have appropriate CEQA documentation 
completed prior to any activities that could result in physical impacts on the environment. 
 
 WHEREAS, pursuant to Resolution No. 2018-__ a duly noticed public hearing was 
held by the Administrative and Finance Committee which thereafter recommended the 
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adjustments to the System Capacity Charge and Water Treatment Capacity Charge as set 
forth in this ordinance; and 
 
 WHEREAS, the Board has considered the recommendations of the Administrative 
and Finance Committee and is fully informed: and 
 
 NOW, THEREFORE, the Board of Directors of the San Diego County Water 
Authority does ordain as follows: 
 
Section 1. Capacity charges imposed on ultimate users of water. 
 
  (a)  A System Capacity Charge in the amount specified in section 2 is imposed 
on each person, corporation, partnership, public agency, entity, or other ultimate user of 
water within the territory of the Water Authority for the establishment of a new metered 
connection or the increase in capacity of an existing metered connection, except as 
provided in subdivision (d).   

 
 (b) A Water Treatment Capacity Charge in the amount specified in section 3 is 
imposed on each person, corporation, partnership, public agency, entity, or other ultimate 
user of water within the territory of the Water Authority for the establishment of a new 
metered connection or the increase in capacity of an existing metered connection within a 
member agency having an existing or planned connection to the Water Authority’s 
treated water system, except as provided in subdivision (d).  

 
 (c) “Establishment of a new metered connection” includes any act that results 
in, or is intended to result in the delivery of water to property through a water meter, 
including, without limitation receipt of a meter from a member agency or the installation 
of one or more water meters.   
 
 (d)  The following are exempt from the capacity charges imposed by this 
section: 
 
 (1) Sub-meters receiving service through a water meter for which a capacity 
charge is or has been imposed; 
 
 (2) Water meters permanently connected to a reclaimed water system and 
measuring reclaimed water only; 
 
 (3) Water meters used to measure water provided solely through a separately 
metered fire suppression system;     
 
 (4) Water meters obtained for temporary service in connection with 
construction, preliminary land development, landscape installation and interim 
maintenance in connection with land development or habitat restoration, or similar 
temporary activities, and the member agency does not impose a capacity or connection 
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charge for the temporary service meter in accordance with its standard practices and 
procedures; 
 
 (5) Reinstallation or unlocking of a water meter for which a capacity charge 
was previously paid or that was installed before October 1, 1990, where the reinstallation 
or unlocking is required to restore service following a temporary disconnection or 
disruption of service; 
  
 (6) Replacement of a meter with one of the same or smaller size, provided, 
however, that no refund or credit for any capacity charge previously paid will be made 
for the installation of a smaller meter.    
 
Section 2. Amount of System Capacity Charge. 
 
 (a) Effective January 1, 2019 amount of the System Capacity Charge will be 
determined according to the following schedule: 
 

Meter Size (Inches) Factor System Capacity 
Charge ($) 

Under 1" 1                   5,267  
1" 1.6                    8,428  

1.5" 3                   15,802  
2" 5.2                   27,390  
3" 9.6                   50,566  
4" 16.4                   86,383  
6" 30                 158,018  
8" 52                 273,898  

10" 78                 410,847  
12" 132                 695,279  

 
 (b) The Director of Finance may adjust the schedule established by this section 
as of January 1, 2019, and as of each January 1 thereafter, based on the annual percentage 
change in the Engineering News-Record Construction Cost Index for Los Angeles, 
California (ENR-CCI LA) for the calendar year immediately preceding the adjustment.   
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Section 3. Amount of Water Treatment Capacity Charge. 
 

(a) Effective January 1, 2019 the amount of the Water Treatment Capacity 
Charge will be determined according to the following schedule: 

 
Meter Size (Inches) Factor Water Treatment 

Capacity Charge ($) 
Under 1" 1                    146  

1" 1.6                       233  
1.5" 3                       437  

2" 5.2                       757  
3" 9.6                    1,398  
4" 16.4                    2,389  
6" 30                    4,370  
8" 52                    7,574  

10" 78                   11,361  
12" 132                   19,226   

 
 (b) The Director of Finance may adjust the schedule established by this section 
as of January 1, 2019, and as of each January 1 thereafter, based on the annual percentage 
change in the Engineering News-Record Construction Cost Index for Los Angeles, 
California (ENR-CCI LA) for the calendar year immediately preceding the adjustment.   
 
Section 4. Collection of Charges. 
 
 (a) Each Water Authority member agency is required to collect on behalf of the 
Water Authority the capacity charges imposed by Section 1, in the amounts determined 
according to Sections 2 and 3, and to pay to Water Authority, at least quarterly, on or before 
the 30th day of the months of January, April, July, and October of each year, the total 
amount of the capacity charges collected during the prior three calendar months.  At the time 
of each payment, the member agency must report to the Water Authority the number and 
size of all meters supplied to water users within the territory of the member agency during 
the prior three calendar months, including meters for which a capacity charge is imposed 
and meters exempt from a capacity charge.  A member agency is liable to the Water 
Authority for the full amount of any capacity charge for which the member agency provides 
a water meter to an ultimate user without having collected a required capacity charge.   
 
 (b) Water will be provided to an ultimate user of water within the territory of the 
Water Authority only through a metered connection.  A Water Authority member agency 
shall not provide a water meter to an ultimate user of water within the territory of the Water 
Authority unless the user has paid the capacity charges imposed by the Water Authority.    
 
 (c) The size of the meter necessary or appropriate to serve an ultimate user of 
water will be determined by the member agency.  
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 (d) When a water meter for a single-family residential property is required to 
provide standby capacity for a fire sprinkler system, the capacity charge may be determined 
according to the size of the meter necessary to meet the water use requirements for the 
property, as determined according to the rules of the member agency providing the meter, 
without consideration of additional size necessary to provide the standby capacity.  Standby 
capacity for a fire sprinkler system is required when (1) the fire sprinkler system is required 
by law, including any requirement imposed by statute, ordinance, or as a condition of 
development, permit, or occupancy, and (2) the fire chief, fire marshal, or building official 
of the city, county, or special district responsible for fire protection service to the property 
has provided a written statement verifying the requirement for additional meter size.  The 
determination under this subdivision will be made at the time of installation of the meter, 
including installation to replace a meter with one of greater size because of the later 
installation of a fire protection system.  This subdivision does not apply to any meters 
greater than one inch in size. 
 
 (e) If a single meter is exchanged for more than one smaller meter to serve 
property that has been subdivided or otherwise developed, the capacity charges shall be 
determined based on the difference between the cumulative capacity charges for all the 
smaller meters according to the schedules set forth in sections 2 and 3 and the capacity 
charges for the exchanged single meter according to sections 2 and 3, regardless of the 
capacity charge, if any, in effect when the exchanged meter was first obtained; provided, 
however, that no credit or refund will be made if the cumulative capacity charges for the 
small meters is less than the capacity charges for the exchanged meter.   
 
 (f) No capacity charge will be collected for installation of a new water meter 
on a previous service connection for a parcel within the territory of the Water Authority if 
the member agency determines all of the following to exist: the parcel is receiving water 
from the member agency through a lawful connection; the new meter will not result in a 
material change in land use; the new meter will not result in a material increase in water 
use; and the member agency will not impose for its own account a capacity or connection 
charge for the new meter. 
 
 (g) Any interest earned by a member agency on capacity charges collected and 
held before payment to the Water Authority pursuant to subdivision (a) may be retained by 
the member agency as reimbursement for any costs incurred in collecting and remitting 
capacity charges for the Water Authority.   
 
 (h) In lieu of retaining interest, a member agency may apply for reimbursement 
of costs it reasonably incurs in collecting the Water Authority’s capacity charges.  If a 
member agency intends to apply for reimbursement, it must remit the interest earned on 
capacity charges collected and held on behalf of the Water Authority at the time it makes its 
quarterly payments.  The application for reimbursement shall be filed annually on or before 
September 1.  The application may be in the form established by the Finance Director and 
must itemize the costs incurred and shall include supporting documentation and explanation 
to reasonably verify the amounts sought.  The Finance Director may request supplemental 
information.  After review and approval of the application and any supplemental 
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information, the Finance Director is authorized to reimburse a member agency in the 
amount of the reasonable costs incurred as determined by the Finance Director. 
 
 (i) Any member agency that wholesales or otherwise supplies water obtained 
from the Water Authority to another public agency, private water company, or mutual water 
company (each referred to as a “sub-agency”) shall, as a condition of service, require the 
sub-agency to collect from each ultimate water user within the sub-agency a capacity charge 
pursuant to this ordinance.  The sub-agency, at its option, may remit the charges at least 
quarterly, on or before the 10th day of the months of January, April, July, and October of 
each year, or it may remit the charges to its supplying member agency, which shall then 
remit the charges to the Water Authority as provided in subdivision (a).   At the time of each 
payment to either the Water Authority or the supplying member agency, the sub-agency 
must report the number and size of all meters supplied to water users within the territory of 
the member agency during the period for which the payment is made, including meters for 
which a capacity charge is imposed and meters exempt from a capacity charge.  Any interest 
earned by a sub-agency on capacity charges collected and held before payment to the Water 
Authority pursuant may be retained by the sub-agency as reimbursement for any costs 
incurred in collecting and remitting capacity charges for the Water Authority.  In lieu of 
retaining interest, a sub-agency may apply for reimbursement of costs it reasonably incurs in 
collecting the Water Authority’s capacity charges.  If a sub-agency intends to apply for 
reimbursement, it must remit the interest earned on capacity charges collected and held on 
behalf of the Water Authority at the time it makes its quarterly payments.  The application 
for reimbursement shall be filed annually on or before September 1.  The application may be 
in the form established by the Finance Director and must itemize the costs incurred and shall 
include supporting documentation and explanation to reasonably verify the amounts sought.  
The Finance Director may request supplemental information.  After review and approval of 
the application and any supplemental information, the Finance Director is authorized to 
reimburse a sub-agency in the amount of the reasonable costs incurred as determined by the 
Finance Director.  If a sub-agency remits capacity charges through its supplying member 
agency, the sub-agency shall pay any administrative costs imposed by the member agency 
without reimbursement by the Water Authority.  A member agency is liable to the Water 
Authority for an amount equal to any capacity charges for which its sub-agency fails to 
collect or pay under this subdivision.    
 
 (j) Notwithstanding anything in this section to the contrary, the Water Authority 
may, pursuant to a written agreement with a member agency or a member agency’s sub-
agency, collect capacity charges directly from each ultimate user of water for the installation 
of a water meter.  The written agreement must provide that the member agency or sub-
agency will not provide or authorize the installation of a water meter within the territory of 
the Water Authority until the Water Authority provides written documentation of 
compliance with the requirements of this ordinance. 
 
Section 5. Application of Government Code Section 54999.3. 
 
 The imposition of the Water Authority capacity charges on any school district, 
county office of education, community college district, the California State University, the 



 -7- 

University of California, or state agency is subject to the provisions of Government Code 
section 54999.3.  Payment by any of these entities of a Water Authority capacity charge for 
the installation of a meter shall be deemed to be an agreement with the Water Authority 
regarding that charge.  No water meter will be provided or approved for installation to any 
of these agencies without an agreement regarding that charge.  If any of these entities 
refuses to pay a Water Authority capacity charge, the Water Authority will enter into 
negotiations for an agreement regarding the charge. 
 
Section 6. Protests. 
 
 Any person, corporation, partnership, public agency, entity, or other ultimate user of 
water within the territory of the Water Authority may protest the application of this 
ordinance to the installation of a meter by filing of a written protest with the member agency 
and the Water Authority Director of Finance before payment of the charge, in which case 
the member agency will not provide or authorize the installation of a meter, or by payment 
of the charge and filing a written protest with the member agency and the Water Authority 
Finance Director not later than 10 days after payment of the charge.  The protest will be 
reviewed by the Finance Director who will provide a written response within twenty days 
from the date of the protest.  If the protester is not satisfied with the response by the Finance 
Director, a written appeal to the Water Authority General Manager may be filed within 
fifteen days of the date of the Finance Director’s response.  The appeal shall provide a 
detailed explanation of the grounds for disagreement with the Finance Director’s response.  
The General Manager may determine the matter based on the written appeal and the Finance 
Director’s response.  The final determination of the appeal will be provided by the General 
Manager in writing within thirty days of the date the appeal is filed.  If the General Manager 
fails to provide a written determination within thirty days, the appeal is deemed denied on 
the grounds stated in the Finance Director’s response. 
 
Section 7.  Refunds for Conversion to Reclaimed Water Systems. 
 
 If a water user converts a water meter to permanently measure reclaimed water only, 
the capacity charges previously collected for the meter will be refunded, without interest, 
upon written request by the water user and written verification by the member agency of 
compliance with this subdivision. The request must be filed within 180 days of the 
connection of the meter to the reclaimed water system. 
 
Section 8. Credit for Annexation Charge Paid 
 
 This section applies to property annexed to the territory of the Water Authority after 
November 17, 2005.  Any person, corporation, partnership, public agency, entity, or other 
ultimate user of water that paid an annexation charge with respect to a parcel, or that is a 
successor-in-interest to the parcel for which an annexation charge was paid, may apply for a 
credit toward the System Capacity Charge imposed for that parcel or a subdivided portion of 
that parcel.  The amount of the credit will be determined by the Water Authority before the 
capacity charge is paid and the meter provided.  No credit will be provided for the charge 
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imposed to reimburse the Water Authority for the cost of processing the application for 
annexation. No refund will be made for any charge previously paid.   
 
Section 9. Use of Funds 
 
 All funds received from the System Capacity Charge, and interest attributable to 
those funds, will be separately accounted and expended only for capital expenses of existing 
or new Water Authority system facilities as authorized by law.  All funds from the Water 
Treatment Capacity Charge, and interest attributable to those funds, will be separately 
accounted and expended only for capital expenses of existing or new Water Authority 
treatment facilities as authorized by law.     
 
Section 10.  Indemnification 
 
 The Water Authority will defend and indemnify member agencies, and their officers, 
employees, and agents against and from all claims, expenses, and costs, including costs of 
defense and reasonable attorneys’ fees, arising from implementation or application of this 
ordinance, except a claim, expense, or cost caused solely the failure of a member agency, or 
its officers, employees, and agents to comply with the requirements of this ordinance.   

 
PASSED, APPROVED AND ADOPTED, this 28th day of June, 2018 

 
 AYES:  Unless noted below all Directors voted aye. 
 
 NOES: 
 
 ABSTAIN: 
 
 ABSENT: 
 
   
      Jim Madaffer, Vice Chair 
 
ATTEST: 
 
 
  
Gary Croucher, Secretary 
 
 
 I, Melinda Nelson, Clerk of the Board of the San Diego County Water Authority, 
certify that the vote shown above is correct and this Ordinance No. 2018- ______was duly 
adopted at the meeting of the Board of Directors on the date stated above.  
 
   
      Melinda Nelson, Clerk of the Board 
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