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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
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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.

pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixC.pdf



CY 2023 COST OF SERVICE STUDY | SDCWA

FINAL | |

Appendix D

-



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



pw:\\Carollo\Documents\Client\CA\SDCWA\9141A00\Deliverables\CY14_CoS-AppendixD.pdf



CY 2023 COST OF SERVICE STUDY | SDCWA

FINAL | |

Appendix E

- SUPPLY 



A & N Technical Services, Inc.   

Memorandum

To: Lisa Marie Harris, Director of Finance
Dan Hentschke, General Counsel

From: Thomas W. Chesnutt, Ph.D., CAP®

Date: March 2, 2015 

Re: Review of Proposed SDCWA - Supply Reliability Charge

Purpose

A & N Technical Services, Inc. has been retained by the San Diego County Water Authority  to 
independently review and provide a professional opinion of whether the proposed Supply 
Reliability Charge as described later in this memorandum is consistent with recognized cost-of-
service based rate setting principles, that the amount expected to be generated by the charge is 
no more than necessary to cover the reasonably anticipated revenue requirement (“costs”) for 
governmental services or products for which the charge is imposed, and that the manner in 
which the costs are generally allocated by the charge bears a fair or reasonable relationship to 
the payor’s burdens on or benefits received from the governmental services or products.1    

Findings 

The proposed Supply Reliability Charge comports with water industry cost-of-service-based 
rate-setting principles. By design, it cannot recover more than the costs allocated to the supply 
functional costs, since it is computed as a portion of those functional supply costs. Further, it 
constitutes a reasonable allocation of functional supply costs in that it better aligns the fixed 
incremental supply costs taken on by the Water Authority to make highly reliable potable 
water supplies available to its member agencies within the County of San Diego with the 
benefits available to all water customers connected to the SDCWA integrated water system. 

The proposal addresses fairness by allowing for predictability of charge incidence (based on a 
rolling five year average of historical deliveries) and adjustments to future charge incidence if 
demand requirements of member agencies change in the future due to local supply 

1 This analysis is limited to a review of the proposed charge in the context of the Water Authority rates 
structure.  It does not include allocation of individual costs to functional rate categories.  That aspect of 
the cost-of-service study for the determination and setting of the amount of the charge will be performed 
by others. 
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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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 = [(  + )
 1  ] × 25%

  =    4

×

  
=  (    +   )  
×

  
= ( 1 
× ) 

 =  +

.   
 
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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