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Addendum A 

ALTERNATIVE RATE FORECASTS 
Various supply and financial components comprise the need to increase rate revenue under the proposed 
CY2021 rates and the Water Authority has instituted numerous rate and financial levers in order to mitigate 
more substantial increases. In light of the potential for prolonged economic impacts related to COVID-19, 
two alternative rate forecasts were developed to illustrate the financial impact of not implementing the 
proposed CY2021 rates as laid out in the Cost of Service Study (COSS) Report: (1) maintain CY2020 rates, 
and (2) maintain CY2020 “all-in” rates. These scenarios lessen financial strain on the Water Authority’s 
member agencies and thus their retail customers; however, not without fundamental impacts to the Water 
Authority’s financial health and disregard for existing Board policies. This addendum outlines these 
pressures and mitigation strategies, as well as the financial fallout under each of these scenarios.  

Both of the “no increase” rate forecasts herein described meet cost of service standards put forth by the 
American Water Works Association M1 Manual – Principles of Water Rates, Fees, and Charges (M1 Manual) as 
outlined in the 2020 COSS. However, Carollo recommends that the Water Authority adopt and implement 
rates as detailed in the CY2021 COSS Report previously provided. The purpose of the addendum is to solely 
provide supplementary information as to how the “no increase” approaches impact the Water Authority’s 
finances and financial standing. 

1.1   CY 2021 Rate Drivers and Mitigation Measures 

Various internal and external impacts have exacerbated the need to increase rates in order to maintain 
revenue stability. Table 1 provides a summary of the key drivers analyzed in the development of CY2021 
rates.  

Table 1 Key Drivers for CY2021 Rates 

Key Driver Assumptions Rate Impact 

Water Demand & Sales 
Forecast 

• Normal local rainfall
• Continuing above-normal temperatures
• CY2021 projected sales (351.9 TAF) is a 14%

reduction from prior estimate (407.0 TAF) 

↑15% 

MWD Rate Adjustments • 10.8% increase of MWD Transportation Rate ↑3% 

Ramp-up of IID deliveries • CY2021 is the final year (12,500 additional AF) ↑1% 

Desal dredging • One-time cost incurred in CY2021 ↑1% 

Historical rate smoothing 
• In an effort to avoid sporadic rate increases, the

Water Authority has implemented steady year-over-
year rate increases. 

Ongoing 

Coverage-driven revenue 
requirement 

• Historically the Water Authority has been coverage
driven, and therefore must maintain rate increases to
meet mandatory bond covenants. 

Ongoing 

Total Estimated Rate Impact ↑20% 

        Attachment 3



SDCWA | CY2021 COST OF SERVICE STUDY | COST OF SERVICE STUDY REPORT – ADDENDUM A 

2 | May 2020 | DRAFT  

In the development of proposed CY2021 rates, the Water Authority has implemented numerous rate 
mitigation strategies to prevent drastic rate increases. All of these strategies focus on providing smooth, 
predictable rates with the continued financial health of the Water Authority in mind. 

Table 2 Rate Mitigation Strategies 

Mitigation Strategy Primary Rate Impact 

Debt Restructuring 
↓Storage Rate 

↓IAC 

Cash Optimization ↓All Rates 

Debt Funding of CIP Avoid PAYGO-driven rates 

Proposed FY2021 Operating Budgets Cuts ↓All Rates 

Review and Reprioritization of CIP ↓All Rates 

Use of Rate Stabilization Fund ↓Melded Supply Rate 

Use of Operational Storage ↓Melded Supply Rate 

If implemented, the CY2021 proposed rates would result in an increase of 6.3 percent to the All-In M&I 
Untreated Rate and an increase of 6.2 percent to the All-In M&I Treated Rate, as well as a 15.8 percent 
increase to the Infrastructure Access Charge as shown in Table 3. It is important to note that the “All-In” rate 
is not an official rate paid by member agencies, but rather a metric designed to compare potential shifts 
between fixed and variable rate categories. As fixed charges are converted to a volumetric equivalent, these 
components are subject to change relative to demand as well as rate adjustments. As shown later, the 
majority of the proposed “All-In” increase is related to changes in demand and not true rate increases. 

Table 3 Proposed CY2021 All-In Untreated, All-In Treated, and IAC Charges 

 Adopted CY2020 Rates Proposed CY 2021 Rates % Change 
M&I Untreated All-In Rate $1,406 $1,495 +6.3% 

M&I Treated All-In Rate $1,686 $1,790 +6.2% 

IAC ($/MEU) $3.66 $4.24 +15.8% 

1.2   Financial Impact of Maintaining CY2020 Rates 

The CY2021 rates as outlined in the COSS Report are the proposed rates that Carollo recommends the 
Water Authority adopt. However, in order to provide additional context as to why these rate increases are 
recommended, an alternative “no increase” scenario was developed which maintains adopted CY2020 rates. 
These maintained rates are shown below in Table 4. 
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Table 4 Comparison of CY 2021 Proposed Rates and “Maintain CY2020 Rates” Scenario 

Water Rates and Charges 
Proposed 

CY2021 Rates 
Maintain 

CY2020 Rates 
Difference  

(Proposed – Maintained) 

Customer Service Charge 
 $25.6M  

$73/AF Eq 
$25.6M 

 $73/AF Eq 
0.0% 

Storage Charge  
$60.0M 

 $189/AF Eq 
$65.0M  

$205/AF Eq 
+8.6% 

Supply Reliability Charge 
$41.3M  

$130/AF Eq 
$37.4 

 $118/AF Eq 
-9.3% 

Melded M&I Supply Rate  $940 $925 -1.6% 

Melded M&I Treatment Rate  $295 $280 -5.1% 

Transportation Rate  $164  $132 -19.5% 

M&I Untreated All-In Rate $1,495  $1,453 -2.9% 

M&I Treated All-In Rate $1,790  $1,733 -3.3% 

IAC ($/MEU) $4.24 $3.66 -13.7% 

Maintaining CY 2020 rates only yields a 2.9% savings on the M&I Untreated All-In Rate. Thus, this equates to 
a net increase of only 3% between adopted CY 2020 rates and proposed CY 2021 rates. However, this 
proposed 3% has significant financial benefits to the Water Authority’s financials. By maintaining CY2020 
rates into CY2021, significant revenue impacts are incurred by the Water Authority. Table 5 below details the 
revenue impacts specific to each rate and charge. 

Table 5 Revenue Impact of Maintaining CY2020 Rates 

Water Rates and Charges Revenue Impact 

Customer Service Charge $0 

Storage Charge + $5.0 million 

Supply Reliability Charge - $3.9 million 

Melded M&I Supply Rate $0 

Melded M&I Treatment Rate $0 

Transportation Rate - $10.8 million 

IAC - $6.4 million 

Total CY 2021 Rate Impact - $16 million 

In keeping with the CY2020 COSS, required revenue to be collected under the storage charge is $60 million. 
The updated CY2021 COSS analysis determined the storage charge revenue requirement is $65 million. If 
CY2020 rates are maintained, the storage charge would increase to $205 per AF. If CY2020 rates are 
maintained and this increased storage charge is implemented, an additional $5 million in revenue would be 
generated relative to the proposed CY2021 rates. If implemented, this excess revenue should be held in 
reserves and used to offset future storage charge rate increases. 

In addition, the Water Authority would see a shortfall of $4 million in supply reliability charge revenues, $11 
million in transportation revenues, and $6 million in IAC revenues. Under a no-increase scenario, the M&I 
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Treated “All-In” rate would increase 3.3 percent from CY2020 levels due to an increased storage charge. By 
maintaining the SRC and IAC, the rates would fail to achieve the defined Board Policies.  

Under this scenario, a higher Rate Stabilization Fund (RSF) draw is used to supplement the reduced revenue 
from keeping rates at their CY2020 adopted level. A $21 million RSF draw would be required in FY2021 
followed by a $44 million draw in FY2022. These withdrawals would result in RSF levels dipping well below 
the minimum target in FY2022 and beyond as shown in Figure 1 below. 

 

Figure 1 Rate Stabilization Reserve Fund Forecasted Ending Fund Balances and Target – “Maintain CY2020 
Rates” Scenario 

1.3   Financial Impact of No All-In Rate Increase 

As shown in the “Maintain CY2020 Rates” scenario presented above, the Water Authority’s “All-In” rate 
would need to increase by 3.24 percent to offset the impact of maintaining CY2020 rates under the region’s 
current demand forecast. To model the impact of a true “no-increase” scenario and maintain the CY2020 
“All-In” rate, CY2021 rates and charges would need to decrease in order to compensate for lower forecasted 
sales. These “No All-In Rate Increase” rates are shown in Table 6. 

Table 6 Comparison of CY 2021 Proposed Rates and “No-All-In Rate Increase” Scenario 

Water Rates and Charges 
Proposed 

CY2021 Rates 
No All-In Rate 

Increase 
Difference  

(Proposed – Maintained) 

Customer Service Charge ($/AF) 
 $25.6M  

$73/AF Eq 
$22.5M 

 $64/AF Eq 
-12.0% 

Storage Charge ($/AF) 
$60.0M 

 $189/AF Eq 
$57.5M  

$181/AF Eq  
-4.1% 

Supply Reliability Charge ($/AF) 
$41.3M  

$130/AF Eq 
$33.1M 

 $104/AF Eq  
-19.9% 
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Melded M&I Supply Rate ($/AF) $940 $925 -1.6% 

Melded M&I Treatment Rate ($/AF) $295 $280 -5.1% 

Transportation Rate ($/AF) $164  $132 -19.5% 

M&I Untreated All-In Rate $1,495  $1,406  -6.0% 

M&I Treated All-In Rate $1,790  $1,686  -5.8% 

IAC ($/MEU) $4.24 $3.66 -13.7% 

Under this scenario, the Untreated All-In Rate would remain constant at the CY2020 rate of $1,406. The 
financial impact of maintaining this rate is $31 million, requiring additional use of reserves, reduction of the 
Supply Reliability Charge and IAC to below the Water Authority’s Board directed policies, and drastic future 
rate increases (projected at 14.1% in CY2022). In order to maintain the “All-In” rate, the Water Authority 
would have to reduce its rates and charges below those adopted in CY 2020. In order to maintain the 
equivalent unit costs for Storage, Customer Service and SRC, the adopted rates be lowered to reflect lower 
acre-feet sales. 

Table 7 Revenue Impact of No All-In Increase 

Water Rates and Charges Revenue Impact 

Customer Service Charge - $3.1 million 

Storage Charge - $2.5 million 

Supply Reliability Charge - $8.2 million 

Melded M&I Supply Rate $0 

Melded M&I Treatment Rate $0 

Transportation Rate - $10.8 million 

IAC - $6.4 million 

Total CY 2021 Rate Impact - $31 million 

Under this scenario, a higher RSF draw is used to supplement the reduced revenue from maintaining the 
current “All-In” rate. A $28 million RSF draw would be required in FY2021 followed by a $52 million draw in 
FY2022. This results in the RSF balance falling to $36 million in FY2022, which is less than half of the $73 
million fund target minimum, as shown in Figure 2. This level reserve utilization is not recommended and 
would cause significant rate spikes in future years to either rebuild reserves or to respond to future rate 
pressures without remaining RSF funds.  
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Figure 2 Rate Stabilization Reserve Fund Forecasted Ending Fund Balances and Target – “No All-In Rate 
Increase” Scenario 

1.4   Conclusion & Recommendation 

By implementing either the “Maintain CY2020 Rates” or “No All-In Rate Increase” scenario in CY2021, the 
Water Authority would place itself in an unhealthy financial situation. These “No Increase” scenarios both 
limit the ability of the Water Authority to smooth rates in the long-term, as significant drops in revenue 
would require drastic rate increases in the short-term. As outlined in the CY2021 COSS Report, rate 
increases are necessary for the Water Authority to collect sufficient revenues in order to continue providing 
services and maintaining the water system. The Proposed CY 2021 rates provide an appropriate and 
measured approach of rate mitigation and financial resilience. Based on Carollo’s judgement, the proposed 
rates provide maximum rate relief while maintaining fiscal and board policies.  

While the “No Increase” scenarios presented in this Addendum show that it is feasible to delay rate increases 
until CY2022, it is not recommended. The revenue loss from the failure to increase rates would exacerbate 
the need to pull from reserves and push the RSF well below minimum targets. Furthermore, these scenarios 
demonstrate projections based on assumptions, which are likely to change. There is insufficient data 
available to reasonably predict what will happen in the next twelve months as we have never before faced 
such an uncertain economy. As such, Carollo recommends that the Water Authority adopt the rates as 
proposed in the CY2021 COSS Report and use this supplementary information as a guide as to why rate 
increases are currently necessary. 
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