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1 EXECUTIVE SUMMARY
The Santa Margarita Water District (District) developed this Cost of Service and Rate Study (Study) to
establish new rates for its potable water, recycled water, and wastewater services. Establishing rates
sufficient to fund an agency’s operations and capital program is an essential function of any utility and, in
the case of the District, allows us to continue to provide high quality services at a reasonable cost.
The District is proposing to update its potable water, recycled water, and wastewater rates to ensure cost
recovery, to fund the Capital Replacement Plan, and meet strategic goals. The current rate structure, including
the wholesale pass-through, was originally adopted in 2015. Most recently, the District updated the
wastewater rates at the beginning of 2019 to account for changes in costs over the past four years. The
proposed 2020 rate update incorporates evolutionary changes to the rates in order to align them with
current operating conditions and costs, as well as fund the development of increased water reliability.
The District continues to operate our systems efficiently. This is reflected in the District’s Fiscal Year (FY) 2020
Operating Budget, which increased less than 1% from the budget adopted in FY 2019. The District is
continually looking for opportunities to reduce costs – both in the near and long-term. This includes helping
to secure a reliable future water supply and create price certainty for potable and recycled water supplies.

1.1 USE OF THE STUDY
The proposed rates and forecast presented within this memorandum reflect the District’s best estimates of
costs, water demands, and wastewater discharges over the next five years. All rate changes indicated in
this memorandum are assumed to take place on January 1 of the fiscal year indicated. Information is
generally presented as “proposed” for FY 2020 and “projected” thereafter. The Board of Directors, at their
discretion, will adopt the rates and may elect to implement rates that are lower than forecasted. Finally, the
District’s existing and proposed rates have been developed based on cost of service principles and
requirements in accordance with California Constitution article XIII D, section 6, commonly referred to as
Proposition 218. Because the District receives an allocation of property tax revenues, it has some flexibility
in setting rates. Specifically, the District has used a portion of its property tax revenues to offset some
potable water commodity costs recovered through in-budget water usage tiers. This offset is performed
without causing other ratepayers to pay more than their proportional cost of service.

1.2 FINANCIAL FORECAST
The financial forecast, or revenue requirement analysis, is used to evaluate the adequacy of the District’s
current rate revenues to meet our current and future financial needs and rate changes. The District used the
FY 2020 budget expenses as the base year for operations and maintenance (O&M) costs and forecasted
expenditures based on known cost changes and expected inflation. This analysis also incorporates current
reserve fund balances, budgeted and projected capital improvement expenditures, and other future
expenses and revenues.
The forecast incorporates the District’s current financial planning to address its evolving water demand
requirements. From 2014 through 2016, the District and its customers weathered drought conditions and new
regulatory requirements from the State of California impacting water use. The result in water demands
compared to 2014 has been a decrease of roughly 20%. The drought challenged the District to address
new questions concerning the stability of its water supplies, demands on its systems, and operational and
capital needs. Additionally, the District’s customer base continues to expand while increasing water use
efficiency and reducing wastewater discharges. These factors, along with the need to maintain our current
1
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level of service, have significantly shaped the District’s financial and operational planning, which is reflected
throughout this analysis.
Table 1-1 outlines the projected revenues and expenditures for the next five years. Projections assume
increases in total rate revenues as indicated in the table below, effective on January 1 of each Fiscal Year.
This section further summarizes the underlying factors behind the projected operating, capital, and debt
service components of the forecast.
TABLE 1-1

FINANCIAL FORECAST SUMMARY
PROPOSED

REVENUE CATEGORY

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Rate Revenue (with Increase)

$76,645

$79,864

$83,458

$87,214

$91,139

Other Revenue

$6,277

$6,304

$6,491

$6,404

$6,858

1% Property Tax

$8,830

$9,095

$9,368

$9,649

$9,938

$91,753

$95,264

$99,317

$103,267

$107,935

3.9%

4.5%

4.5%

4.5%

4.5%

Total System Revenues with Rate Increase
Forecasted Rate Revenue Increase %

PROPOSED
EXPENDITURE CATEGORY

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Operating Expenditures

$74,673

$77,970

$81,146

$84,641

$87,965

Debt Service

$2,057

$5,064

$9,780

$10,666

$11,175

$76,730

$83,033

$90,927

$95,307

$99,140

$0

$0

$1,030

$2,143

$2,229

$15,022

$12,230

$9,421

$10,103

$11,024

Total Expenditures
Connection Fee Revenues*
Net Available for Capital Expenditures

Notes:
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
• Connection fee revenues are tied to the timing of development in new planning areas and are
subject to change. These revenues will be used to fund capital costs only.

District Fiscal Year 2020 Budget
The financial forecast is based off the District’s Fiscal Year (FY) 2020 Budget. The Budget affirmed the
District is committed to efficiently providing high-quality, reliable water and wastewater service to its
customers, and maintaining a strong financial position to ensure its systems are maintained and emergencies
and unforeseen costs have limited impacts to ratepayers. The District also continues to study, plan, and invest
in local water supplies per the Board’s Strategic Plan. The FY 2020 Budget addressed these priorities in the
following areas:
•

Ensuring high-quality service provision. The FY 2020 Budget incorporates repairs and maintenance
programs, customer service levels, and the staffing to ensure optimal service provision.

•

Maintain prudent financial position. Budgeted revenues cover all costs, maintain cash reserve policy
levels, and fund identified capital projects, maintaining the District’s strong financial position.
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•

Cost efficiencies and savings opportunities. The District is currently in the process of annexing the City
of San Juan Capistrano’s water and sewer operations, which is expected to yield cost synergies for
ratepayers. Specifically, the District will benefit from the City’s Groundwater Recovery Plant, which will
create long-term imported water cost savings and meet reliability objectives. In the interim, the District
water costs will increase. However, the District will also allocate administrative costs to City’s customers
reducing the impact to our own ratepayers.

•

Study and Pursue Local Water Supplies. The FY 2020 Budget contains funding for several studies
necessary to pursue local water supplies via the San Juan Watershed as well as master planning related
to wastewater, recycled water, and other projects. The District has also been awarded several grants
to support these efforts – for recycled water conversions in Las Flores; and for the upgrade to the Oso
Water Reclamation Plant to increase recycled water supplies.

Operating Expenditures
The District’s operating expenses are projected to increase by an average of 4.2% over the next five years
and 3.9% per year over 20 years. There are a few costs categories that impact the District’s budget,
including the following:
•

Water Purchases – Metropolitan Water District of Southern California forecasts cost increasing by
4.1% annually (36% of the District’s FY 2020 Operating Budget). Additionally, the District will be
beginning funding a portion of the San Juan Capistrano Groundwater Recovery Plan costs in FY
2021, which will increase water purchase costs. However, such increases are expected to be offset
by the sharing of administrative costs with the City’s customers. The District will also benefit as City
irrigation customers are converted to recycled water.

•

Salaries and Benefits – The District’s labor costs are projected to increase by an average of 3.9%
per year over the next 10 years (28% of the District’s FY 2020 Operating Budget). This includes
increases in CalPERS contributions, salaries, and benefit costs. The increase is 3% thereafter as
CalPERS contributions are forecasted to decrease as the District’s unfunded liability is paid down.

•

Power Costs – The District’s power costs are anticipated to increase at 4% per year (7% of the
District’s FY 2020 Operating Budget). However, power and chemical costs can be volatile due to
energy and petroleum prices.

These three cost components alone constitute 71% of the District’s FY 2020 Budget. The District’s other
operating costs, such as General and Administrative, Transmission and Distribution, and Sewage Treatment,
are forecast to increase by 3% per year (29% of the District’s FY 2020 Operating Budget).

3
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Table 1-2 outlines the projected expenditures for the next five years starting with FY 2020.
TABLE 1-2

FY 2020 BUDGETED AND PROJECTED EXPENSES ($'000)
BUDGET

PROJECTED

PROJECTED

PROJECTED

PROJECTED

EXPENDITURE CATEGORY

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Water Purchases

$26,831

$30,002

$31,669

$33,229

$34,866

Salaries & Benefits

20,866

21,909

22,878

23,804

24,759

5,424

5,641

5,867

6,101

6,345

21,552

20,418

20,732

21,507

21,995

$74,673

$77,970

$81,146

$84,641

$87,965

Power
All Other Operating Expenses
Total Expenditures

Notes:
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.

Capital Improvement Plan
The District’s Capital Repair and Replacement Plan (CRP) outlines its annual capital project needs. Beyond
the CRP, the District has also identified projects related to its Wastewater Masterplan totaling $41.6 million,
expected to commence in FY 2021. The District has also identified $35 million in near-term strategic projects
that support its water reliability objectives.
The construction of the Trampas Canyon Dam and Reservoir is scheduled to be completed in the second
quarter of 2020. The reservoir is being funded through a $15 million grant, a low-interest loan from the
State Water Resources Control Board, and other funds, such as the District’s reserves and Community Facility
District (CFD) bond proceeds from Rancho Mission Viejo.
The District’s long-term goal is to continue to pay for CRP projects from ongoing rate revenues and reserves
on a “pay-as-you-go” basis to the extent practical. However, due to near-term needs, the analysis assumes
the District will fund a portion of CRP needs through debt over the next 5 years.
•

Capital Repair and Replacement Plan (CRP) – The District’s proposed five-year CRP totals $107
million, including ongoing projects currently underway. The CRP costs have been adjusted to exclude
costs that will be included or replaced by the Wastewater Master Plan, which is shown separately
below at its full cost. CRP costs include the upgrade and expansion of the Chiquita Water
Reclamation Plant. The upgrade will expand the plant’s capacity in order to serve new development
needs in Improvement Districts 5 and 6. Under the proposed cost sharing arrangement, the District
is estimated to fund $29 million for system upgrades and the Rancho Mission Viejo Company will
fund $47.4 million for the expansion of the plant.

•

Wastewater Master Plan (WWMP) – On August 7th, the District presented the WWMP. The
recommended approach would include diverting wastewater from the Moulton Niguel Water District
(MNWD) 3A Water Reclamation Plant to the District’s Oso Creek Water Reclamation Plant. This
change will achieve greater independence and costs control, free up capacity for MNWD at 3A,
and allow the District to maximize the use of recycled water in the future. The total estimated cost
of the WWMP is $41.6 million. Some of the projects identified in the WWMP overlap or replace
projects approved as part of the District’s FY 2020 CRP.
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•

Water Supply / Reliability – The District has strategic objectives set out in the FY 2019 Integrated
Resources Plan. The District has assumed that $35 million in water supply projects are constructed in
this financial plan, of which $9.6 million of funding will come from existing CFD bond proceeds.

•

Recycled Water Conversion / Conveyance – $8.7 million of recycled water projects related to the
Trampas Reservoir, including those located in Sendero, Talega, and Las Flores are included. These
projects are anticipated to be nearly fully offset by existing bond proceeds and Debt Service
Stabilization Funds.

•

Other Miscellaneous Projects – These projects include District management technology upgrades
(totaling $2.3 million), and various other new projects not included in the CRP including, for example,
an automatic meter infrastructure pilot program.

In addition to the projects described above, the District’s financial forecast includes the following projects,
for which funding is not anticipated to come from the District’s rate revenues, but other funding sources:
•

$32.5 million for recycled water conversion projects in Melinda, Rancho Santa Margarita, and
Hidden Ridge as well as other recycled water conveyance projects. These projects are assumed to
be funded from General Obligation Bonds repaid by property taxes in those Improvement Districts.

The Plan assumes that the capital project costs will be incurred in the year that each project commences. For
example, for a two-year project that begins in FY 2021, the fully funding needs are shown in FY 2021. The
District does recognize, however, that the timing of individual projects can shift and that potential debt
issuances required to finance a portion of the capital program will be fine-tuned prior to issuance. The chart
below illustrates the requested capital project authorization by year. As shown in the table, $28.5 million of
2020 CRP projects have been authorized in previous fiscal years. The major projects at the treatment plants
frontload the funding needs in the first three to four years.

Funding Needs Prior to Offsets (Excluding Trampas Reservoir)
The chart below depicts the District’s estimate of Capital expenditures by year that the projects will
commence (start year).
Total District Funded Capital by Project Start Year
$70.0 M

$60.0 M

Other Misc.
Projects

$1.6 M
$2.6 M

$50.0 M

Supply /
Reliability

$0.6 M

$8.7 M

RW
Conversion
/Convey
WWMP

$40.0 M

$14.8 M

$41.7 M

$30.0 M

$35.0 M

CRP Future

$20.0 M

$28.5 M
$10.0 M

$14.0 M

$11.7 M

$0.3 M

$0.3 M

$8.8 M

$6.9 M

2023

2024

$0.0 M
2020

2021

2022
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Authorized
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Capital Funding Strategy
The financial forecast highlights the District’s need to increase rate-revenues to keep pace with increases in
operating costs as well as capital funding needs. The analysis currently reflects $133.5 million in new bond
financing over the next four years, which will add $7.3 million of new debt service payments by FY 2024.
Including the new Trampas SFR loan and other existing debt service payments, the District’s annual debt
service payments are projected to total $11.2 million in FY 2024. The timing and sizes of the new individual
bond issuances will be subject to change based on the costs and timing of project construction, however.
TABLE 1-3

PROJECTED BOND ISSUANCES
PROPOSED

CATEGORY
Projected Bond Issuance
Associated Debt Service
per Issuance (1)

FY 2020

PROJECTED
FY 2021

FY 2022

FY 2023

FY 2024

$40 million

$56.5 million

$20 million

$17 million

$0

$2.2 million

$3.2 million

$0.9 million

$1.0 million

$0

Note:
(1) The debt service payments will begin the year following the issuance. Once all new debt service
begins (FY 2024), the District’s total new debt service will be $7.3 million.
The funding strategy is designed to meet the goals outlined in the District’s Reserve and Fiscal Policies. The
revised policy was adopted in June 2019 as part of the District’s comprehensive financial strategy to ensure
conservative and prudent fiscal practices. The Polices include two provisions which are critical to the District’s
long-range financial planning and rate setting process.
•
•

The District’s reserve Policy establishes certain reserve funding level minimums and goals.
Additionally, the Reserve and Fiscal Policies include an over-arching Fiscal Policy goal of maintaining
reserves equal to a full year of operating costs, or 365 “days” or reserves.
The Policies include a Fiscal Policy goal of always maintaining a debt service coverage ratio of at
least 1.50. (The debt service ratio is calculated by dividing net revenues by the annual debt service).
This provision imposes a prudent constraint on the District’s debt levels and ensures the District
maintains strong credit rating.

1.3 RATES
The District periodically undertakes a comprehensive Cost of Service Study in order to ensure that the rates
proportionally recover costs from District ratepayers. In the State of California, water agencies must establish
rates in accordance with the substantive and procedural requirements defined by California Constitution
article XIII D, section 6, commonly referred to as Proposition 218. In addition, agencies must also adhere to
the requirements of California Constitution article X, section 2, which mandates that water suppliers work to
conserve the water resources of the State of California. The District rates are based on the cost of providing
potable water, recycled water, and wastewater services in conformance with these Constitutional
requirements and are not punitive.

6

Santa Margarita Water District |Cost of Service and Rate Study

In keeping with Constitutional requirements, state laws and regulatory requirements, the goal of this
memorandum and the underlying analysis is therefore twofold:
1. Outline the nexus of costs with the corresponding revenue sources, rates and fees that fund those
costs; and
2. Discuss the strategic goals and initiatives supported by the District’s rates and fees.
While this document does not establish any legal opinions, the analysis in this Study has been conducted
based on the review and interpretation of these stated legal guidelines, as well as relevant case law.
The District also strives to set rates that are in line with industry best practices. The American Water Works
Association (AWWA) publishes several guidance documents for utilities setting rates and charges, with the
primary guidance being the Principles of Water Rates, Fees and Charges Manual of Water Supply Practices
M1 (M1 Manual). Similarly, the Water Environment Federation publishes the Financing and Charges for
Wastewater Systems. These two manuals provide comprehensive outlines of best practices and methods for
rate-setting for water and wastewater utilities through a three-prong approach that the District utilized for
this Study:

Rate Design
The rate design takes the allocated functional cost totals and calculates a unit cost for each customer class.
This unit cost may be structured as a fixed monthly fee per account, and a commodity charge for each unit
of water consumed or unit of wastewater discharged. The fixed service fees can also be allocated equally
to all accounts, or they may be allocated in a weighted manner based on meter size.
Tiered rate adjustments to the commodity charge are considered during this step. Any adjustments to the
rate structure must balance the District’s need for a clear cost of service nexus between rates and the
corresponding costs and conservation objectives, which are auxiliary to the cost nexus requirement.
Finally, the rate design step reviews the financial impacts to the District’s customers, as well as the ease of
understanding and administering the final rate structure.

Special Rate Structure Topics
The District reviewed the current potable water, recycled water, and wastewater rate structures and is
proposing to implement several rate structures updates as part of this Study. These adjustments, discussed
below, build on the existing rate structures and are evolutionary based on what the District has learned since
first implementing the rate structures in 2015. Additionally, the District’s water demands and wastewater
flows, largely tied to the District’s post drought conditions, and associated costs, have changed since the last
rate structures were adopted. Changes to the rate structure and underlying conditions are described below:

Tiered Water Rate Structure Simplification
The current District rate structure is designed to recover its variable and water resources costs through its
commodity charges. The rates for the commodity charge are currently comprised of five tiers for both
residential and irrigation potable water usage, as well as five tiers for most recycled water usage.
Additionally, the current rates for the potable water tiers are the same for both residential and irrigation
customers. These rates were implemented in 2015 and reasonably allocate costs to the District’s customers.
However, with the adoption of the District’s recent Integrated Resources Plan (IRP), changes in customer
demands, and a further evaluation of how each customer class uses water based on more recent data,
including peak demands, the District is proposing to reduce the number of tiers and to implement class specific
tiered rates. The District will reduce the number of tiers to the following: In-Budget; Out-of-budget; and
Excessive. In-Budget residential rates will be further bifurcated to indoor and outdoor water usage, thereby
reducing residential customers’ rate tiers from five to four.
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Fixed Cost Recovery
The current District rate structure is designed to recover a majority of its fixed costs through monthly fixed
service charges. The new rate structure maintains this cost recovery approach, including interlinking recycled
and potable water fixed cost recovery. The fixed charges are the cost to be connected to and have access
to the District’s water system. The approach allows the recovery of most of the District’s fixed costs incurred
irrespective of the volume of water used or wastewater discharged, based on the fact that the District incurs
these costs regardless of how much water is delivered to its customers.

Water Meter Ratio Adjustments
The District’s monthly fixed water service charge is composed of two elements: an account component and a
meter capacity component. The account component is uniform for all accounts, regardless of meter size, while
the capacity component is based solely on meter size. The account component recovers costs that do not
fluctuate based on the type or size of the meter serving the property or the amount of water delivered to
the property, such as sending a water bill. The capacity component recovers costs that vary in proportion to
a customer’s potential demand on the system based on the customer’s meter size. This size adjustment is
intended to reflect the additional capacity that larger meters reserve in the system, and to recognize that
the District makes additional water available at all times to these meters due to the potential higher
instantaneous water demand of larger meters and incurs additional capital costs for such meters.
The District reviewed the meter capacity ratios of the meters within the District, as well as current industry
standard meter factors, and recommends that the meter ratios be based on AWWA standards. Additionally,
as the current fire codes require new single-family residential homes to install a 1-inch meter for fire flow
capacity, and as such the District will charge the same monthly fixed service charge for all ¾- and 1-inch
residential meters.

Fire Meter Adjustment
The District currently charges a uniform fixed monthly rate for all water meters – potable water; recycled
water; and fire. Each of these customer types benefit from the upkeep and maintenance of the water systems.
The District reviewed the operational and capital activities by service type and determined that some costs
related to water quality and maintaining system laterals primarily benefit potable water and recycled water
customers, rather than fire meters that require back-up storage and do not actively draw water from the
District’s system. As a result, the District is recommending that a unique fire meter monthly fixed charge be
implemented, which would be slightly lower than the potable water and recycled water fixed monthly
charges.

Wastewater Fixed Charges
When the new rate structure was implemented in 2015, the District moved away from a meter-size based
wastewater fixed charge and implemented a flat fixed monthly charge for all wastewater accounts
regardless of customer class or property size. At the time, the District recognized that meter-size alone did
not fully reflect a customer’s proportionate impact on the wastewater system. The 2015 rate adjustment
created a stronger alignment of costs with customer benefits. The District is now proposing to implement a
customer class specific monthly charge in order to more directly capture the unique cost of service for
different customer classes. In particular, master metered developments have multiple dwelling units on a
single meter, which in the current structure underestimates and underfunds the impact to the wastewater
system. The proposal includes a per dwelling unit fee for these properties.

8
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Water Rates
The District’s water rate structure consists of three charges:
•

•

•

Fixed Service Charge – The fixed service charge varies by the size of the meter serving a property
and recovers a portion of the District’s fixed costs, including the operational costs, as well as a portion
of debt service obligations. This charge also includes a portion of ongoing capital projects for asset
rehabilitation, repair, and replacement.
Commodity Service Charge – The commodity service charge is comprised of per unit rates charged for
each unit of water delivered. The majority of the District’s customers are on a tiered rate structure,
where increasing usage is billed at an increasingly higher rate, bracketed by several tier breakpoints,
with each tier corresponding to the proportional cost of service when taking into account marginal costs
of increased water use.
Power Surcharge – The power surcharge recovers the costs of pumping water to the upper elevation
zones. The surcharge is charged per unit of water sold.

The proposed rate structure in this memorandum makes some small changes to the original rate structure,
including simplifying the number of tiers and tailoring the tiers to individual customer classes. As indicated
previously, all rate changes indicated in the Study are assumed to take place on January 1 of the fiscal
year indicated.

Water Fixed Service Charge
All water users, including potable water, recycled water, and fire service customers, are charged a common
monthly fixed service charge – availability of water service collectively benefits each of these types of users
along with the proportional cost of their potential instantaneous water demand. For customers with a fire
service meter, they also pay this basic monthly charge in order to fund their share of the water system costs
incurred to make water available in the event of an emergency. The monthly fixed service charges recover
the District’s costs that will occur regardless of the number of units of water sold. Examples of the District’s
fixed costs include system maintenance, administration, and personnel costs.
Under the proposed changes, the FY 2020 base monthly fixed service charge (i.e., ¾-inch and 1-inch
residential meters) will increase per month to $23.13 effective January 2020.
TABLE 1-4

MONTHLY POTABLE AND RECYCLED WATER FIXED CHARGE RATES - FIVE-YEAR OUTLOOK ($/METER SIZE)
CURRENT
FY 2019

METER SIZE

¾”

$23.05

¾” & Res. 1”

$23.13

1"

$28.30

Commercial 1"

1 ½”

$38.82

METER
SIZE

PROPOSED
FY 2020
FY 2021

FY 2022

PROJECTED
FY 2023

FY 2024

$23.46

$23.89

$24.33

$24.44

$30.18

$30.89

$31.56

$32.08

$32.04

1 ½”

$47.45

$49.07

$50.35

$51.07

$50.67

2"

$56.03

2"

$68.59

$71.33

$73.37

$74.33

$73.49

2 ½”

$100.50

2 ½”

$93.96

$98.05

$100.99

$102.23

$100.86

3"

$144.96

3"

$125.67

$131.45

$135.51

$137.11

$135.08

4"

$209.45

4"

$189.10

$198.25

$204.56

$206.88

$203.52

6"

$377.55

6"

$364.57

$383.05

$395.60

$399.90

$392.86

8”

$587.70

8”

$575.99

$605.71

$625.76

$632.45

$620.98
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As mentioned previously, the capacity component of this charge is escalated according to meter size to
reflect a customer’s potential demand on the system. The District is proposing to set the residential 1-inch
meter charge equivalent to the ¾-inch charge to reflect that newer residential developments require 1-inch
meters for fire flow. This will result in a decrease in FY 2020 for residential customers with a 1-inch meter.
All other potable and recycled water meters are scaled based on the hydraulic capacity relative to the ¾inch flow rate of 30 gallons per minute as the baseline. The proposed meter ratios align with industry
standards from the American Water Works Association (AWWA) and published in the Principles of Water
Rates, Fees, and Charges Manual of Water Supply Practices M1 (M1 Manual). These ratios are based on
standard maximum operating capacities for each meter type and size. The ratios are calculated by the
given meter size (¾-inch and 1-inch) maximum capacity to the baseline meter size maximum capacity.
As noted above, the District is proposing to implement a fire meter specific fixed charge. While fire meters
do require significant stand-by capacity within the water system and do benefit from a majority of the
District’s activities, there are some costs that the District incurs primarily to serve water rather that maintain
system capacity. Table 1-5 below shows the proposed fire meter fixed charges.
TABLE 1-5

MONTHLY FIRE METER FIXED CHARGE RATES - FIVE-YEAR OUTLOOK ($/METER SIZE)
CURRENT

METER SIZE

PROPOSED

PROJECTED

FY 2019

METER SIZE

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

1"

$28.30

Commercial 1"

$27.52

$28.37

$29.19

$29.63

$29.52

1 ½”

$38.82

1 ½”

$42.19

$43.85

$45.22

$45.78

$45.23

2"

$56.03

2"

$60.14

$62.82

$64.84

$65.55

$64.46

2 ½”

$100.50

2 ½”

$81.69

$85.57

$88.39

$89.28

$87.54

3"

$144.96

3"

$108.62

$114.02

$117.83

$118.94

$116.40

4"

$209.45

4"

$162.48

$170.91

$176.70

$178.25

$174.10

6"

$377.55

6"

$311.49

$328.30

$339.57

$342.36

$333.76

8”

$587.70

8”

$491.03

$517.93

$535.80

$540.07

$526.11

10”

$880.80

10”

$730.72

$771.08

$797.78

$804.02

$782.91

Water Commodity Charge Rates
Budget Allocation Adjustments
The rate structure for the District’s current commodity charge has five tiers for residential and irrigation
customers, and flat rate per hundred cubic feet (ccf) water usage for commercial customers. The District is
proposing to simplify its commodity charge rates by reducing the number of tiers from five tiers to four tiers
for residential customers and three tiers for irrigation customers. Commercial customers will continue to be
charged at a single uniform commodity rate for all water used.
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Single-Family and Irrigation Customer Tier 1 and 2 Allocation Adjustments
Under the District’s current rate structure, single-family residential Tier 1 and 2 water allotments align with
the indoor and outdoor water budgets, respectively. The District proposes to maintain this structure as part
of the new rate structure. For irrigation customers, which use water for outdoor purposes only, the new
structure will be adjusted to combine Tier 1 and 2 into a single In-Budget tier. Figure 1-1 and Figure1-2
illustrate the adjustments to the tiers for single-family residential customers and irrigation customers,
respectively.
FIGURE 1-1

PROPOSED RESIDENTIAL BUDGET & TIER ADJUSTMENTS

For single-family residential customers, the budget and tier breaks are as follows:
•
•
•
•

Indoor budget usage is charged at the Tier 1 residential rate
Outdoor budget usage is charged at the Tier 2 residential rate
Usage above the total budget (indoor plus outdoor) up to 200% of the total budget is charged at
the Tier 3 residential rate
Usage above 200% of the total budget is charged at the Tier 4 residential rate

FIGURE1-2

PROPOSED IRRIGATION BUDGET & TIER ADJUSTMENTS

For irrigation customers, the budget and tier breaks are as follows:
•
•
•

In-budget usage is charged at the applicable Tier 1 irrigation rate
Usage above the budget up to 200% of the budget is charged at the applicable Tier 2 irrigation
rate
Usage above 200% of the budget is charged at the applicable Tier 3 irrigation rate

The unit cost of water will differ between potable water and recycled water irrigation customers.
11
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Multi-Family Tier Adjustments
Multi-family customers do not currently have individual water budgets. Rather, the tiers for their potable
water rates are the same for all users in this customer class. With the District’s general proposal to reduce
the number of rate tiers, as well as a result of the detailed review of changes in the multi-family demand
patterns, the District is recommending a change to the tier breaks as follows:
TABLE 1-6

MULTI-FAMILY TIERS
CURRENT

PROPOSED

Tier 1

0-3 ccf

Tier 1

0-7 ccf

Tier 2

4-6 ccf

Tier 2

8-12 ccf

Tier 3

7-12 ccf

Tier 4

13-24 ccf

Tier 3

13-24 ccf

Tier 5

25+ ccf

Tier 4

25+ ccf

These modifications assume three people per household are similar to the approach for assigning the singlefamily indoor budget. The tier change will better apportion costs to multi-family customers and will result in
a cost savings to most customers within this customer class.

Proposed Potable Water Commodity Charge and Power Surcharge Rates
Based on the District’s costs as presented above, the following table shows the proposed water commodity
rates proposed to be implemented January 2020 (FY 2020) and the projected commodity rates through
2024.
TABLE 1-7

POTABLE WATER COMMODITY CHARGE RATES - FIVE-YEAR OUTLOOK ($/CCF)

RESIDENTIAL

CURRENT
FY 2019*

FY 2022

PROJECTED
FY 2023

RESIDENTIAL

FY 2020

FY 2021

FY 2024

Tier 1

$1.96

Tier 1

$2.20

$2.38

$2.51

$2.71

$2.93

Tier 2

$2.23

Tier 2

$2.57

$2.79

$2.91

$3.11

$3.36

Tier 3

$2.74

Tier 4

$3.25

Tier 3

$3.36

$3.64

$3.81

$3.87

$3.92

Tier 5
IRRIGATION- DOM

$5.14
FY 2019

Tier 4
IRRIGATION- DOM

$5.53
FY 2020

$6.06
FY 2021

$6.52
FY 2022

$6.52
FY 2023

$6.51
FY 2024

Tier 1

$1.96

Tier 2

$2.23

Tier 1

$2.57

$2.87

$2.98

$3.16

$3.37

Tier 3

$2.74

Tier 4

$3.25

Tier 2

$3.56

$3.86

$4.04

$4.10

$4.15

Tier 5
COMMERCIAL

$5.14
FY 2019

Tier 3
COMMERCIAL

$5.64
FY 2020

$6.18
FY 2021

$6.66
FY 2022

$6.65
FY 2023

$6.64
FY 2024

Commercial

$2.04

All Usage

$2.12

$2.31

$2.46

$2.67

$2.91

Construction

$2.04

All Usage

$3.56

$3.86

$4.04

$4.10

$4.15

Note:
•

PROPOSED

The current FY 2019 rates include a pass-through fee of $0.29 per ccf.
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In addition to recovering a base unit cost of water, the District also imposes a power surcharge for customers
residing in higher elevations in order to recover the additional electrical cost incurred for pumping water to
the District’s upper hydraulic zones. The rates for the proposed charges are decreasing based on the District’s
current cost to pump water.
TABLE 1-8

POTABLE WATER POWER SURCHARGE RATES - FIVE-YEAR OUTLOOK ($/CCF)

WATER ZONE

CURRENT
FY 2019

PROPOSED
FY 2022

PROJECTED
FY 2023

FY 2020

FY 2021

FY 2024

3

$0.28

$0.11

$0.11

$0.11

$0.12

$0.12

4

$0.40

$0.18

$0.19

$0.19

$0.20

$0.20

5

$0.55

$0.30

$0.31

$0.32

$0.33

$0.34

As the table above illustrates, the pumping charges decrease in all zones. The charges are simply calculated
by dividing the total power costs in a zone by the number of units of water sold.

Recycled Water Commodity Charge Rates
Approximately, one-fourth of the retail water sold by the District is recycled water. The District has been
successful in converting many of its irrigation customers to recycled water. And, while there is an upfront
capital investment, implementing recycled water has allowed the District to reduce the cost of buying
imported water through MWDOC and its reliance on non-local supplies. Similar to the potable water rates,
the recycled water commodity charge recovers the cost of recycled water supplies, storage, and pumping.
The calculated recycled water rates are presented as follows:
TABLE 1-9

RECYCLED WATER COMMODITY CHARGE RATES - FIVE-YEAR OUTLOOK ($/CCF)

RECYCLED - TIERED

CURRENT
FY 2019

Tier 1

$1.82

Tier 2

$2.39

Tier 3

$2.44

Tier 4

$2.66

PROPOSED
RECYCLED - TIERED

FY 2020

FY 2021

FY 2022

PROJECTED
FY 2023

Tier 1

$2.21

$2.41

$2.67

$2.71

$2.76

Tier 2

$2.62

$2.87

$3.22

$3.23

$3.24

FY 2024

Tier 5

$5.32

Tier 3

$4.90

$5.22

$5.72

$5.67

$5.64

RECYCLED - UNIFORM

FY 2019

RECYCLED - UNIFORM

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Commercial

$1.82

Commercial

$2.17

$2.36

$2.61

$2.66

$2.71

Construction

$2.39

Construction

$2.62

$2.87

$3.22

$3.23

$3.24
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Similar to potable water, the District also recovers pumping costs from recycled water users. The proposed
pumping charges are as follows:
TABLE 1-10

RECYCLED WATER POWER SURCHARGE RATES - FIVE-YEAR OUTLOOK ($/CCF)
CURRENT
FY 2019

FY 2020

FY 2021

C

$0.20

$0.24

D

$0.37

E

$0.53

RECYCLED WATER ZONE

PROPOSED
FY 2022

PROJECTED
FY 2023

FY 2024

$0.25

$0.26

$0.26

$0.27

$0.42

$0.44

$0.45

$0.46

$0.48

$0.53

$0.55

$0.57

$0.59

$0.60

IRRIGATION (NON-DOMESTIC)

Wastewater Rates
The District owns and operates two wastewater treatment plants, has capacity in the 3A Water Reclamation
Plant, and is also a member of the South Orange County Wastewater Authority (SOCWA), which is a Joint
Powers Authority that operates the Jay B. Latham Water Reclamation Plant. The District is also finalizing
agreements with both the City of San Clemente and the Irvine Ranch Water District for wastewater treatment
and recycled water production.
Like the District’s water rate structure, the wastewater rates consist of two charges:
•

Fixed Service Charge – Fixed charge that recovers the District’s fixed operational and maintenance
costs that are not related to the quantity of wastewater discharged, as well as some ongoing capital
projects for asset rehabilitation, repair, and replacement.

•

Commodity Charge – Per unit charges for each unit of wastewater assumed to be discharged into
the wastewater collection system. These charges vary based on customer class and on the assumed
wastewater strength characteristics within each class.

Monthly Fixed Service Charge
All wastewater users are charged a common monthly fixed service charge. Under the proposed changes,
the District will be implementing customer class specific fixed monthly wastewater rates that better reflect
the flows and loadings that each class discharges to the District’s system. Multi-family residential customers
with an individual meter per dwelling units are indicated in the table below.
TABLE 1-11
ACCOUNT)

SINGLE-FAMILY AND MULTI-FAMILY RESIDENTIAL WASTEWATER FIXED CHARGE RATES - FIVE-YEAR OUTLOOK ($/CUSTOMER
CURRENT
FY 2019

FY 2020

FY 2021

SINGLE FAMILY RESIDENTIAL

$29.38

$29.10

MULTI-FAMILY RESIDENTIAL*

$29.38

$25.96

Note:
•

PROPOSED
FY 2022

PROJECTED
FY 2023

FY 2024

$29.18

$30.10

$31.98

$33.50

$26.01

$26.92

$28.72

$30.14

For accounts with a separate water meter for a single dwelling unit. Multi-family residential
customers with a common meter serving more than a single dwelling unit pay fixed service charges
pursuant to Table 1-12.
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The proposed rate for multi-family properties with a common meter that serve multiple dwelling- or livingunits will be billed a base billing and administrative charge and a charge per dwelling unit. The average
multi-family common service connection has a 2-inch water meter and serves 11 dwelling units. However, the
number of dwelling units per connection ranges from 4 units up to 108 units for the largest connection.
TABLE 1-12

MULTI-FAMILY COMMON WASTEWATER FIXED CHARGE RATES - FIVE-YEAR OUTLOOK
CURRENT
FY 2019

PROPOSED
FY 2022

PROJECTED
FY 2023

FY 2020

FY 2021

FY 2024

Base Monthly
Charge

$29.38

$11.43

$11.33

$12.20

$13.59

$14.59

Per Dwelling
Unit Charge

N/A

$14.53

$14.68

$14.72

$15.13

$15.55

The proposed rate for commercial properties account for the size of the property and the potential
wastewater discharges into the District’s system. This impact is estimated based on water meter size – 2inches and below; and larger than 2-inches. Unlike some agencies, the District’s commercial customers have
separate outdoor irrigation meters. Therefore, the domestic water meter is a reasonable measure of the
indoor water demands and resulting wastewater discharges. The proposed fixed monthly charges reflect
both the strength of the wastewater that is discharged into the system and the quantity of the typical
wastewater discharged.
TABLE 1-13

COMMERCIAL WASTEWATER FIXED CHARGE RATES - FIVE-YEAR OUTLOOK ($/CUSTOMER ACCOUNT)

CUSTOMER
CLASS

CURRENT
FY 2019

CR

$29.38

C1

$29.38

C2

$29.38

C3

$29.38

C4

$29.38

PROPOSED
FY 2020
FY 2021

FY 2022

PROJECTED
FY 2023

FY 2024

2-inches and smaller

$27.77

$27.84

$28.76

$30.61

$32.08

Larger than 2-inches

$27.77

$27.84

$28.76

$30.61

$32.08

2-inches and smaller

$27.79

$27.86

$28.78

$30.62

$32.10

Larger than 2-inches

$154.98

$156.37

$157.66

$163.07

$168.20

2-inches and smaller

$85.62

$86.30

$87.38

$90.85

$93.99

Larger than 2-inches

$156.28

$157.69

$158.98

$164.43

$169.60

2-inches and smaller

$88.15

$88.85

$89.94

$93.48

$96.69

Larger than 2-inches

$158.81

$160.25

$161.54

$167.06

$172.30

2-inches and smaller

$92.07

$92.81

$93.91

$97.56

$100.89

Larger than 2-inches

$162.73

$164.21

$165.52

$171.14

$176.50

The impacts of the proposed changes to Commercial customers are indicated in the table below. A majority
of the District’s commercial customers have 2-inch water meters and are in the C1 wastewater class and will
experience a slight decrease in their fixed wastewater service charge. Higher strength classes will
experience an increase. The table below illustrates the breakdown of the District’s customers by class and
meter size.
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TABLE 1-14
CLASS

CR

C1

C2

C3

C4

COMMERCIAL WASTEWATER CUSTOMER RATE IMPACT
PROJECTED
CUSTOMER COUNT
FY 2020

TOTAL ANNUAL
REVENUE AT CURRENT
RATE

TOTAL ANNUAL REVENUE
WITH PROPOSED FY 2020
RATE

2-inches and smaller

16

$5,754

$5,439

Larger than 2-inches

1

$360

$340

2-inches and smaller

677

$238,747

$225,826

Larger than 2-inches

20

$7,190

$37,925

2-inches and smaller

137

$48,201

$140,468

Larger than 2-inches

6

$2,158

$11,479

2-inches and smaller

14

$5,032

$15,097

Larger than 2-inches

3

$1,079

$5,832

2-inches and smaller

62

$21,943

$68,763

Larger than 2-inches

2

$719

$3,984

METER SIZE

Proposed Wastewater Commodity Charges
In addition to the monthly fixed service charge, the District imposes customer class specific wastewater
commodity charges. The commodity charge rates vary by customer class to account for the differences in the
strength of the wastewater (loading) discharged into the wastewater collection system, which is measured
by the concentration of biochemical oxygen demand (BOD)1 and total suspended solids (TSS)2. For example,
the BOD loadings of a restaurant will be higher than an office building due to the organics washed into the
collection system during food preparation and clean-up.

BOD is the amount of dissolved oxygen that must be present in water in order for microorganisms to decompose the
organic matter in the wastewater.
1

2

TSS is the entire amount of organic and inorganic and inorganic particles dispersed in wastewater.
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The proposed wastewater commodity charge rates are summarized in Table 1-15 below.
TABLE 1-15

WASTEWATER COMMODITY CHARGE RATES - FIVE-YEAR OUTLOOK ($/CCF)
CURRENT
FY 2019

FY 2020

FY 2021

FY 2022

PROJECTED
FY 2023

FY 2024

Commercial – C1

$0.80

$0.88

$0.90

$0.92

$0.95

$0.97

Commercial – C2

$0.95

$1.05

$1.08

$1.10

$1.13

$1.16

Commercial – C3

$1.35

$1.47

$1.51

$1.54

$1.58

$1.61

Commercial – C4

$2.32

$2.34

$2.41

$2.47

$2.52

$2.58

Commercial – CR

$0.72

$0.82

$0.84

$0.86

$0.88

$0.91

Residential

$0.95

$1.05

$1.08

$1.10

$1.13

$1.16

COMMODITY CHARGE
RATES (WASTEWATER)

PROPOSED

The commercial strength is determined based on each customer’s business type as defined by the North
American Industry Classification System (NAICS). Based on the type of business, the quality (strength) of the
wastewater discharged to the District’s sewer collection system will differ. The quality is a measure of the
concentration of biochemical oxygen demand (BOD) and total suspended solids (TSS). The District’s BOD and
TSS assumptions are based on the State Water Resources Control Board’s Revenue Program Guidelines
Appendix G.

Customer Impacts
Overall, the proposed FY 2020 rates will increase the average District single-family residential customer’s
bill by $2.18 per month. However, due to the variable nature of the demands for different customer classes,
total bill impact will vary by customer.

Single-Family Residential
In FY 2019, the combined monthly water and wastewater bill for a typical single-family residential customer
(14 ccf of water used in Zone 3, and 9 ccf of wastewater discharged) is $93.69. Under the proposed rates
for both water and wastewater, the combined monthly bill in FY 2020 would be $95.87, an increase of
$2.18.

Multi-Family Residential with a Separate Meter
A residential multi-family customer with ¾-inch meter in Power Zone 4 using 5 ccf per month will experience
a 4.7% decrease in monthly bill from $69.52 down to $66.24, a decrease of $3.28.

Commercial Accounts
Commercial customers will see a greater than average increase in FY 2020. For example, a typical
commercial customer, which is in the C1 wastewater class (low strength) with a 2-inch meter, is in Power Zone
4 and uses an average consumption of 25 ccf of water per month. This typical customer will experience an
increase of 5.6% to their monthly bill, or from $164.41 to $173.68, an increase of $9.27.
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Irrigation Accounts
The majority of the District’s irrigation customers are served by recycled water (the others domestic water).
Both irrigation customer types will experience increased bills in FY 2020. For example, an average irrigation
customer utilizing domestic water will experience a 12.2% increase in their monthly bill, or from $347.95 to
$390.34 (based on a 2-inch meter in Power Zone 4 using 117 ccf per month). An average irrigation customer
utilizing recycled (non-domestic) water will experience a 8.3% increase in their monthly bill from $291.79
to $316.11 (based on a 2-inch meter in Power Zone B using 112 ccf per month).

Appendices
Due to the size of this document, the Appendices are not attached to this Draft version of the report. The
Appendices will be included in the Final report. In the interim, the Appendices can be provided upon request.
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2 INTRODUCTION
2.1 ABOUT SANTA MARGARITA WATER DISTRICT
The District provides potable water, recycled water and wastewater services to over 170,000 residents and
businesses in a portion of the cities of Mission Viejo, San Clemente (Talega) and Rancho Santa Margarita,
and the unincorporated areas of Coto de Caza, Las Flores, Wagon Wheel, Ladera Ranch, and the Villages
of Sendero and Esencia in Rancho Mission Viejo. Additionally, the District is currently in the transitional phase
of the City of San Juan Capistrano acquisition for the City’s water and wastewater utilities.3
The District operates a sewage collection system and three wastewater treatment plants and is also a
member of the South Orange County Wastewater Authority (SOCWA), which is a Joint Powers Authority
that operates regional treatment plants. The District is located in a series of ridges and valleys and requires
the operation of 17 sewage lift stations to pump wastewater to the various treatment plants. The District
owns capacity in two treatment plants, the Jay B. Latham Water Reclamation Plant, operated by SOCWA,
and the 3A Water Reclamation Plant which was operated by the District through February 2019 and is now
being operated by Moulton Niguel Water District. The plants owned and operated by the District are:
•
•
•

Chiquita Water Reclamation Plant
Oso Creek Water Reclamation Plant
Nichols Water Reclamation Plant, a small plant serving a remote business campus operated by the
District under contract with Quest Diagnostics

The District is a member of Municipal Water District of Orange County (MWDOC), which sells wholesale
water within Orange County and is a member of the Metropolitan Water District of Southern California
(MET). Substantively, all potable water in the District’s service area is purchased from MET through MWDOC.
Currently, the District receives 8,400 AF of treated water through the Baker Water Filtration Plant, with the
remaining potable water being treated by MET at the Robert B. Diemer Water Filtration Plant. The District
has made major improvements over the last 10 years to enhance the reliability of its water supply system,
including the construction of the Upper Chiquita Reservoir, interconnections with Irvine Ranch Water District
to deliver water from North Orange County, and participation in the Baker Water Filtration Plant, which
treats raw water delivered by MET via MWDOC or water from Irvine Lake. These facilities, in addition to
the other District storage facilities including the El Toro Water District R-6 Reservoir, help provide the District
with up to 30 days of average water supply in the event of a failure of the importation system.
To reduce its dependence and demand for imported water, increase the availability and reliability of
potable water and diversify its water supply portfolio, the District established a recycled water program.
Currently, roughly a quarter of the District’s water supply is from recycled water and urban return flows
which are used for irrigation, lakefill and construction purposes within the District’s service area. Recycled
water is an important element of the District’s current and future water supply portfolio with plans to increase
to 30 percent of the District’s overall supply portfolio. Recycled water is produced at the Oso Creek, Chiquita
Water, and 3A Reclamation Plants and stored in the Upper Oso or Portola Reservoir. The water is delivered
to parks, medians, slopes, golf courses and schools in Mission Viejo, Las Flores, Ladera Ranch, Village of
Sendero, Village of Esencia, and the Talega community. A portion of the recycled water is further treated
This Study does not incorporate any City of San Juan Capistrano water or wastewater utility customers in terms of
rate-design, nor will the rates identified in this Study apply to any current San Juan Capistrano customers upon the
integration of the systems, expected to occur in the first half of 2020. The Study does, however, incorporate the
realization of certain administrative and overhead cost efficiency savings for existing District customers, effective in
Fiscal Year 2021.
3
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and supplied to the Lake Mission Viejo to maintain the lake water level. The District is actively working on
sites for conversion to recycled water to offset the demand for domestic potable water.

2.2 STUDY PURPOSE AND KEY DRIVERS
The District developed this Cost of Service Study (Study) to review the District’s rates for its three utility
services – potable water, recycled water, and wastewater.
Like many agencies in California, the District has faced ongoing drought conditions, customer growth, and
significant capital improvement and expansion needs over the past several years. The record drought
conditions preceding the winter of 2016-17, coupled with new state law and regulations, presented water
suppliers and retailers, like the District, with multiple challenges – increased wholesale water costs; the need
to develop local supplies; and reduced customer demands. Some agencies, like the District, must also
accommodate an expanding customer base by building new facilities. These challenges shape the
operational and financial planned presented in this report.

Study Goals
At the outset of the Study, the District outlined a set of objectives that balance operational and financial
considerations for achieving a successful revenue program, while always adhering to legal requirements. The
rates developed must be:
1. Based on a detailed cost of service analysis of each system;
2. Developed in accordance with California Constitution article XIII D, section 6 (Proposition 218)
requirements;
3. Equitable across customer classes and users;
4. Simultaneously easy for customers to understand and for the District to administer; and
5. Built with financial resiliency in mind that accounts for current planning uncertainties.

Rate Study Policy and Legal Considerations
Rates are typically designed to achieve multiple
objectives. While industry standards provide a basis
for testing reasonableness, this basis does not on its
own meet legal requirements—particularly the unique
legal requirements for agencies in California.
Within the cost of service approach and legal
requirements, an agency’s policy determinations form
the basis of the detailed rate structure design elements,
making it distinct to the agency and the community it
serves. For example, for its potable and recycled
water rates, these policies impact the selection of a
rate design, the methodology for allocating the amount
of water use within customer tiers, and how costs are
allocated to target water waste.
In the State of California, water agencies must
establish rates in accordance with the substantive
requirements defined by California Constitution article
XIII D, section 6, commonly referred to as Proposition
20

FIGURE 2-1

STUDY DRIVERS

Santa Margarita Water District |Cost of Service and Rate Study

218. In addition, agencies must also adhere to the requirements of Constitution article X, section 2, which
mandate that water suppliers conserve the water resources of the State of California.

Article XIII D, Section 6
Proposition 218 was passed by the voters of California in 1996 and creates procedural and substantive
requirements for the imposition of new or increased property related fees or charges. The principal
requirements related to public agency service rates, fees and charges are as follows:
•
•
•
•
•
•

A property related charge, such as a water service charge, imposed by a public agency on a parcel
shall not exceed the costs of providing the property related service.
Revenues derived from a property related charge shall not be used for any purpose other than the
purposes for which it is imposed.
The amount of the property related charge imposed upon any parcel shall not exceed the
proportional cost of service attributable to the parcel.
No property related charge may be imposed for a service, unless that service is actually used or
immediately available to the owner of property.
No fee or charge may be imposed for general governmental services, including, but not limited to,
police, fire, ambulance, or library services, where the service is available to the public at large in
substantially the same manner as it is to property owners.
A written notice of the proposed charge shall be mailed to the record owner of each parcel not less
than 45 days prior to a public hearing when the public agency will consider the adoption of the
proposed rates and charges and all written protests against the new or increased property related
charge.

The District conducts periodic cost of service analyses not only to review the rate structure of its utilities for
ongoing and future revenue sufficiency, but also to review compliance with these constitutional requirements
and identify needed adjustments.

Article X, Section 2
Article X of the California Constitution pertains to the water resources of the State. The text of article X,
section 2 reads:
It is hereby declared that because of the conditions prevailing in this State the general welfare
requires that the water resources of the State be put to beneficial use to the fullest extent of
which they are capable, and that the waste or unreasonable use or unreasonable method of use
of water be prevented, and that the conservation of such waters is to be exercised with a view
to the reasonable and beneficial use thereof in the interest of the people and for the public
welfare.
The District strives to meet this section of the Constitution by taking initiatives that discourage excessive use
of water resources. These actions include a conservation program with full-time staff, financial assistance
programs to encourage installation of water-wise appliances and landscape features, and ongoing outreach
programs that educate customers and facilitate the efficient use of water within the District’s service area. In
addition to efficient water usage among the District’s customers, the District’s water distribution system is
built, maintained and operated to achieve a low water loss factor. These initiatives illustrate a commitment
to the efficient use of water resources.

Forward-Looking Statement
The calculations and forecasts of this analysis are based upon the reasonable projections of existing service
costs, customer demands, system operational needs, existing legal agreements, and other similar data
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prepared and utilized by the District. Changes to these projections could include unexpected cost increases
or supply shortages from imported water suppliers, modifications to legal requirements through new case
law, or statutes, adjudications that the District is party to, or new regulatory action by the State of California,
Department of Water Resources, or State Water Resources Control Board. As a result of these potential
changes, the rates presented in the outer years of the forecast are intended to be preliminary and may be
modified at the time of adoption.

2.3 CONCEPTUAL OVERVIEW OF THE RATE SETTING PROCESS
The goal of any rate analysis is twofold:
1.
2.

First, assess the adequacy of current revenues, and where necessary, recommend adjustments to
meet current projected funding needs; and
Second, align costs with revenue sources so that system users pay for the estimated reasonable and
proportionate costs of providing them services.

As noted above, in California, water rates must adhere to the cost of service requirements detailed by
Proposition 218, which requires that property related fees and charges, including water, wastewater, and
recycled water service charges, do not exceed the cost of providing the service, and that they are
proportionate to the cost of providing the service on a parcel basis.
FIGURE 2-2

COST OF SERVICE CONCEPTUAL APPROACH

Revenue Requirement Analysis
• Forecasts cash flow, and calculates needed
revenue increases to meet funding and policy
objectives.

Cost of Service Analysis
• Links costs with system functions, and in turn,
outlines how costs will be recovered.

Rate Design & Calculation
• Fairly and equitably recovers costs from each
customer.

The District also has obligations to
safeguard and preserve the State’s
limited water resources. Article X,
section 2 of the State Constitution
establishes the need to preserve the
State’s
water
supplies
and
discourage
excessive
or
unreasonable use of water by
encouraging conservation.
To achieve these multi-faceted
requirements, this cost of service
analysis consists of the progression of
three
interconnected processes
depicted in Figure 2-2. These three
processes will form the basis for the
rate analyses in this Study.

While the process is described in a
linear step-by-step approach, it is
more appropriately understood as an iterative process where each component is routinely revisited and
adjusted, and the ultimate objective is to balance revenues with costs and allocated costs based on the
proportional cost of service.

Revenue Requirement
The methodology applied in this Study to establish annual rate revenue needs is consistent with industry
standards established by the American Water Works Association’s (AWWA) Principles of Water Rates, Fees,
and Charges: Manual of Water Supply Practices M1 (M1 Manual). AWWA is a national industry trade group
that makes recommendations on generally accepted practices in the water industry. The revenue
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requirements analysis compares the forecasted revenues of the utility to its forecasted operating and capital
reserve costs to determine the adequacy of the existing rates to recover the utility’s costs.

Cost of Service Allocation
Functional Cost Analysis
After determining the District’s revenue requirements, the next step in the analysis is to allocate costs to each
customer class based on system utilization. This process takes the line items in the District’s budget and
organizes them collectively based on what function an item serves. For example, some cost items support the
ability to deliver additional, more expensive water, while other costs are incurred to provide customer service
or to fund capital replacement. Organizing the budget items in terms of their end function defines the
connection between each budget item and the assessed rates, bridging the cost incurred by the District and
the benefit delivered to the customer or burden the customer places on the system and its resources.

Customer Profile and Demand Analysis
Understanding the nature of the District’s customers and how they use the services provided is crucial for not
only allocating costs in this step of the analysis, but also in developing rates that adequately meet funding
needs. In this step, recent customer demands are summarized and projected forward. The share of demand
for each customer class is used to allocate costs, and then used to calculate rates in the next step of the
analysis.

Rate Design and Calculation
In the potable water system, water supply costs are divided by units of water (demand), while service costs
are allocated based on the number of meter equivalents. This step allows the District to develop unit costs
that can then be layered based on requirements to meet customer needs. This is a critical process for
establishing tiered rates, as increasing usage causes the District to incur additional costs in making this excess,
more expensive water available to those who use more.
The final part of the analysis is the rate calculation. This provides the nexus between the rates charged to
customers, the functional costs, and the revenue requirements. This process connects planned expenditures to
the designed rates by establishing rates to match the estimated revenue generation with expenditures.

Rate Adoption
To meet the requirements of Proposition 218, the results of the rate analysis are documented in this Study to
support any recommended changes to the District’s rate structures.

2.4 EXISTING RATE STRUCTURE
Water Rates
The District’s current and proposed water rate structure consists of two charges:
•
•

Fixed Service Charge – A fixed charge that varies based on the size of the meter serving a property
and recovers the District’s fixed operational costs, as well as a portion of debt service obligations
and annual capital expenditures.
Commodity Charge – Per unit rates charged for each unit of water used. The majority of the District’s
customers are on a tiered rate structure, where increasing usage is billed at an increasing rate,
bracketed by several tier breakpoints.

The proposed rate structure makes some minor changes to the original structure, including simplifying and
reducing the number of commodity tiers and tailoring the tiers to individual customer classes.
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FIXED SERVICE CHARGE
All District water users, including potable water, recycled water, and fire service customers, are charged a
common monthly fixed service charge – water systems collectively benefit each of these types of users. As
noted in the Executive Summary, customers with a fire service meter benefit from having water available in
case of an emergency, and therefore will pay a proportionate share of the fixed costs to maintain the
District’s water system. The fixed monthly service charges recover the District’s costs that will occur regardless
of the number of units of water sold. Examples of the District’s fixed costs include system maintenance,
administration, and personnel costs.
Table 2-1 summarizes the current rates of the District’s monthly water and recycled water fixed service
charges.
TABLE 2-1

CURRENT MONTHLY WATER FIXED SERVICE CHARGE RATES ($/METER
SIZE)
METER SIZE

FY 2019

¾”

$23.05

1"

$28.30

1 ½”

$38.82

2"

$56.03

2 ½”

$100.50

3"

$144.96

4"

$209.45

6"

$377.55

8”

$587.70

10”

$880.80

Budget Based Potable and Recycled Water Commodity Charge Rates
The District established a budget-based rate structure in 2015 for its single-family residential and irrigation
water commodity charges. A budget-based rate structure allocates a reasonable amount of water for a
customer’s indoor and/or outdoor water usage based on the customer’s particular characteristics. The amount
of water allocated is referred to as a water budget. The District’s commodity charge rates are either a
uniform rate or a budget-based tiered rate structure, depending on the customer class. Currently, the District
bills all residential usage up to the customer’s assigned indoor water budget allotment at the Tier 1 rate.
The equation used to calculate indoor water budget allocations and the changes to the variables used is
shown in Figure 2-3. By default, single-family residential (SFR) households are assumed to consist of four
persons per household, however, single-family residential customers can file a variance with the District to
adjust their household size4. The District allocates 55 gallons per person, per day, based on guidance from
the California State Water Resources Control Board (SWRCB). Additionally, residential customers are given
an outdoor water budget based on their respective property’s specific attributes.
The California Department of Water Resources (DWR) has aligned its landscape budget calculation to the
State’s Model Water Efficient Landscape Ordinance. In the ordinance, DWR has outlined a model ordinance
for communities to use when establishing water budgets for outdoor landscaping purposes. Within that
guidance, DWR has recommended that all customers with a “non-rehabilitated” landscape—landscaping
4

The District received approximately 450 single-family requests for a variance out of approximately 37,450 accounts.
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that has not been converted to a drought-resistant species, and still consists primarily of turf grasses—receive
an evapotranspiration adjustment factor (ETAF) of 0.8.

Single-Family Residential Budgets
The single-family residential water budget calculation is illustrated in the graphic below:
FIGURE 2-3

SINGLE-FAMILY RESIDENTIAL

As shown above, the indoor single-family residential water budget is comprised of the following:
•
•
•
•
•
•
•
•

Household Size = the number of persons per household, assumed to be four
GPCD = gallons per person, per day
Days = days in the billing cycle
748 = conversion from gallons to hundred cubic feet (ccf), or one billing unit
ETO = reference evapotranspiration, a measure of landscape irrigation needs due to climate factors
(rainfall, humidity, temperature, and other variables). This value changes each month and is typically
higher in the summer and lower in the winter
ETAF = irrigation efficiency and plant adjustment factor, which is set at 0.8 for potable water users
Area = landscape area, measured in square feet
Conversion Factor = is used to convert the charge to hundred cubic feet

The number of days per billing cycle varies each month, depending on meter read dates, but averages 30.4
days.
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Multi-Family Residential Tiers
Multi-family customers currently have a tiered rate structure for their commodity charge but do not have
individual water budgets that define the size of their tiers. Rather, the tier sizes for the commodity charge
rates are the same for all customers within this class of users. The current tiers, rates, and charges are as
follows:
TABLE 2-2

CURRENT MULTI-FAMILY COMMODITY CHARGE RATES ($/CCF)
TIER

TIER SIZES

UNIT RATE (1)

Tier 1

0-3 ccf

$1.96

Tier 2

4-6 ccf

$2.23

Tier 3

7-12 ccf

$2.74

Tier 4

13-24 ccf

$3.25

Tier 5

25+ ccf

$5.14

Note:
(1) Unit rate includes a $0.29 per ccf pass-through of wholesale water cost increases adopted as part
of the existing Proposition 218 rate package.

Potable Water Irrigation Budgets
Irrigation customers only have an outdoor water budget. The calculation of their outdoor water budgets
follows a process similar to that used for single-family residential customers in allocating a defined amount
of water for outdoor water use based on the user’s property attributes. For potable water irrigation
customers, the ET adjustment factor is set at 0.8, consistent with the Model Water Efficient Landscape
Ordinance. For recycled water irrigation customers, this factor was recently modified to align with the State’s
ordinance at 1.0. The District recently increased the ETAF for recycled water customers to 1.0 to be in
alignment with the State’s guidance. Residential and irrigation customers are on a tiered rate structure for
the commodity charge (variable) portion of their bill.
Figure 2-4 and Figure 2-5 illustrate the water budget calculation for both potable (domestic) water and
recycled water irrigation customers.
FIGURE 2-4

POTABLE WATER
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FIGURE 2-5

RECYCLED WATER CALCULATION

These budget-based rate structures, which allocate a budgeted volume of water each billing cycle based
on property and climate characteristics, are used by a number of California water suppliers because they
allow agencies to take advantage of the conservation incentives associated with traditional increasing tiered
rates, while tailoring those tiers to the customer’s unique water needs – i.e., proportionately allocating water
to customers on a parcel basis.
The indoor and outdoor water allocations are unique for each customer and customer class, given the unique
characteristics of each. For single-family residential customer’s, initial usage is billed at Tier 1, up to the limit
of the monthly indoor budget allocation. Subsequent usage is billed at Tier 2, up to the limit of the monthly
outdoor water budget allocation. Usage beyond the total allocation (indoor water budget + outdoor water
budget) is billed at the Tier 3 and 4 rates. Table 2-3 shows the current commodity charges for single-family
residential and irrigation customers, as well as the corresponding percentage of their individual budget. For
example, an irrigation customer using 120 percent of their water budget will pay the Tier 1 rate for usage
within the first 50 percentage of their budget, the Tier 2 rate for usage within the second 50 percent of their
budget, and the Tier 3 rate for the usage that exceeds their budget.
TABLE 2-3

CURRENT TIERED SINGLE-FAMILY RESIDENTIAL AND IRRIGATION COMMODITY CHARGE RATES ($/CCF)
TIER

UNIT RATE (1)

RESIDENTIAL BUDGETS

Tier 1

$1.96

Indoor Budget

0 – 50% of Budget

Tier 2

$2.23

Outdoor Budget

51 – 100% of Budget

Tier 3

$2.74

101 – 150% of Budget

101 – 150% of Budget

Tier 4

$3.25

151 – 200% of Budget

151 – 200% of Budget

Tier 5

$5.14

201+% of Budget

201+% of Budget

Note:
(1) Unit rate includes $0.29 per ccf pass-through of wholesale water costs.
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Commercial Water Users
Unlike residential and irrigation customers, the commodity charge for commercial customers is a uniform per
unit rate. The water demands of commercial customers are heterogeneous in nature and do not follow as
discrete a pattern of usage as residential indoor demands and outdoor irrigation demands. Consequently,
the District has determined to charge commercial customers a uniform rate of $1.94 per ccf of metered
water usage, which is inclusive of the current $0.19 water pass-through charge.

WASTEWATER RATES
The District owns and operates three wastewater treatment plants and is also a member of the South Orange
County Wastewater Authority (SOCWA), which is a Joint Powers Authority that operates the Jay B. Latham
Water Reclamation Plant. The District also owns a capacity right in the 3A Water Reclamation Plant. The
District is also finalizing an agreement with the City of San Clemente for wastewater treatment and recycled
water production.
Similar to the District’s water rate structure, the wastewater rates consist of two charges:
•
•

Fixed Service Charge – A fixed charge that recovers a portion of the District’s fixed operational
costs, as well as some ongoing capital projects for asset rehabilitation, repair, and replacement.
Commodity Charge – Per unit charges imposed for each unit of wastewater assumed to be
discharged into the wastewater collection system. These charges vary based on customer class and
on the assumed wastewater loadings within each class.

Monthly Fixed Service Charge
All wastewater users are charged a common monthly fixed service charge. Under the current rate structure,
the base monthly fixed service charge is $29.38 per account.

Wastewater Commodity Charges
In addition to the monthly fixed service charge, the District imposes customer class specific rates for the
wastewater commodity charge. These commodity charge rates vary by customer class to account for the
differences in the characteristics of the wastewater discharged into the wastewater collection system, which
is measured by the concentration of biochemical oxygen demand (BOD) and total suspended solids (TSS).
For example, the BOD loadings of a restaurant will be higher than an office building due to the organics
washed into the collection system during food preparation and clean-up.
TABLE 2-4

CURRENT WASTEWATER COMMODITY CHARGE ($/CCF)

CUSTOMER CLASS

PER CCF CHARGE

Commercial – C1

$0.80

Commercial – C2

$0.95

Commercial – C3

$1.35

Commercial – C4

$2.32

Commercial – CR

$0.72

Residential

$0.95
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3 ANALYSIS INPUTS AND ASSUMPTIONS
3.1 FORECAST ASSUMPTIONS
The escalation factors used in this analysis are based on input from the District’s staff, and a review of both
the long-term and recent cost escalation from the Engineering News and Record Index, an industry
benchmarking resource for project costs. Cost increases for the MET costs were based on the most recent
projections published by MET. Labor and energy costs were escalated based on recent cost trends for that
category. These factors are presented in Table 3-1 below.
TABLE 3-1

ESCALATION FACTORS

ESCALATION FACTOR

PROPOSED
FY 2021

FY 2022

PROJECTED
FY 2023

FY 2024

General Inflation

3.00%

3.00%

3.00%

3.00%

Labor Inflation

5.00%

4.42%

4.05%

4.01%

Energy Inflation

4.00%

4.00%

4.00%

4.00%

MET Cost Inflation

4.10%

4.10%

4.10%

4.10%

Account Growth

0.50%

0.50%

1.00%

1.00%

Forecasting Demand and Conservation
Like many agencies in California, the District saw rapid and unprecedented conservation from its customers
during the mandatory water conservation measures imposed by the State in 2015 and 2016 in response to
a declared statewide water shortage emergency. The District’s customers took a number of temporary and
permanent steps to reach this goal, resulting in a 25 percent decrease in demand from FY 2014 to FY 2016.
This significant conservation presents challenges to future demand planning. Under normal circumstances,
past behavior can be a useful indicator of ongoing and future conservation and growth trends. However,
these dramatic shifts create additional uncertainty in projections. Many customers have substantially changed
how they use water, taking actions such as converting landscaping to drought tolerant species, removing
traditional turf grasses, and installing low-flow fixtures, all in order to reduce consumption. These changes
are unlikely to be completely reversed over the next several years.
At the same time, multiple factors support an increase in projected total water demand for the District. The
District continues to expand its customer base, adding approximately 500-700 new potable accounts each
year for the past two years. However, the typical water demands per account for this new development is
lower than in more established areas within the District’s service area, such as in the City of Mission Viejo.
Furthermore, the regional economy continues to grow, with new or expanding businesses requiring additional
water.
For the purposes of this analysis, the District’s potable water demand is expected to remain relatively steady
in the near-term, with both accounts and demand increasing at 0.5% per year in FY 2021 and FY 2022 and
1% in FY 2023 and FY 2024. The District experienced significant reductions in potable water demand during
the State declared drought emergency. While potable water demand did bounce back in FY 2018, this
demand was well below the 2013 peaks. The District’s potable water demand has stabilized at new lower
levels, which the District believes is now a reasonable baseline from which to forecast future demand.
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The detailed calculations for Section 3.1 Forecast Assumptions are included in Appendix A – Assumptions of this
report.

3.2 BASELINE INPUTS
Water System Profile
TABLE 3-2

WATER SYSTEM CUSTOMER PROFILE

CUSTOMER CLASS

NUMBER OF ACCOUNTS

FY 2020 DEMAND (1)

FY 2020 DEMAND (2)

Single-Family Residential

37,834

5,824,974

13,372

Multi-Family Residential

14,448

1,106,203

2,539

Commercial

1,015

524,865

1,205

Irrigation

1,394

1,896,822

4,355

Fire Service

1,305

470

1

Total

55,995

9,353,334

21,472

Notes:
(1) Measured in billing units of one hundred cubic feet (ccf).
(2) Measured in acre-feet (AF).
• Totals above may not sum due to rounding.

Wastewater System Profile
TABLE 3-3

WASTEWATER SYSTEM CUSTOMER PROFILE
CUSTOMER CLASS

NUMBER OF ACCOUNTS

Commercial – C1

698

Commercial – C2

143

Commercial – C3

17

Commercial – C4

64

Commercial – CR

17

Residential Single-Family

37,880

Residential Multi-Family

14,448
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Recycled Water System Profile
TABLE 3-4

RECYCLED WATER SYSTEM CUSTOMER PROFILE

CUSTOMER CLASS
Irrigation

NUMBER OF ACCOUNTS

FY 2020 DEMAND (1)

FY 2020 DEMAND (2)

1,560

3,015,455

6,923

3

271,958

624

1,563

3,287,413

7,547

Construction
Total

Notes:
(1) Measured in billing units of one hundred cubic feet (ccf).
(2) Measured in acre-feet (AF).
The detailed calculations for Section 3.2 are included in Appendix B – Customer Data, and Appendix D –
Customer Data of this report.

3.3 WATER DEMAND & SUPPLY
Potable Water Demands
The District’s most recent water demands were in years with atypical weather conditions –whereas FY 2018
had elevated demand due to dry conditions and hot winter temperatures, FY 2019 demand was lower due
to relatively cooler temperatures and high rainfall during the winter months. To forecast demand based on
more normalized demand patterns, the District used the consumption history from FY 2017 for its analysis
and brought forward to include the account growth through FY 2020. Total water demands, as shown in
Section 3.2, are assumed to be 9.35 million ccf for potable water and 3.29 million ccf for recycled water.

Water Supply
The District’s main source of water supply is imported water from MET. The District purchases two different
types of water from MET: untreated, raw water, which the District treats at the Baker Water Filtration Plant
(Baker Plant); and fully treated water from MET that is directly distributed to customers once received by
the District. Treated water from MET is available for purchase at two tiers of increasing price. The District
has historically purchased water at the lower, Tier 1 rate, and this analysis assumes that will continue.
•

Baker Water Filtration Plant Water – The District’s most basic and inexpensive source is purchased
as raw water from MWDOC that is treated at the Irvine Ranch Water District’s Baker Water
Filtration Plant. The District has a capacity right in the plant equivalent to 8,400 AF per year. Because
this is the District’s cheapest potable water supply source, it is used for essential water demands,
which includes indoor water usage for residential and commercial customers.

•

MET Treated Water – Currently, the District’s additional treated water supplies are purchased from
MET through the Municipal Water District of Orange County. These purchases are the District’s
largest single source of water production and are increased or decreased based on changes in
demand.

•

City of San Juan Capistrano’s Groundwater Recovery Plant (GWRP) – The District anticipates
completing the acquisition of the City’s water and sewer enterprise fund operations and related
customers in the first half of 2020. The City’s water system includes the GWRP, which produces
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potable water from local groundwater. The District anticipates utilizing / paying for 80% (2,067
AF) of the GRWP water beginning in FY 2021 (assuming completion of the acquisition).
•

Other Water Supply Sources – The District is in the process of evaluating possible additional potable
water available through new desalination plants. The District also continues to work towards creating
additional local water supplies including development of the San Juan Watershed and potable
reuse of recycled water, as well as exploring water storage as transfer arrangements.

Water Demand & Supply are included in Appendix B – customer Forecast – Potable and Recycled Water of this
report.
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4 REVENUE REQUIREMENT ANALYSIS
The revenue requirement analysis evaluates the adequacy of the District’s rates and other revenue sources
to meet current and long-term funding needs. The analysis utilizes the District’s Fiscal Year 2020 Budget as
the base year for operations and maintenance (O&M) costs, and forecasts expenditures for the four-year
period thereafter. This analysis also incorporates current unrestricted cash and investment balances,
anticipated capital improvement plan expenditures, other future expenses and revenues.
Once the revenue requirement is established by compiling the District’s cost drivers, the following three tests
are utilized to define the annual revenue requirements:
(1) Cash Flow Sufficiency Test
(2) Debt Coverage Ratio Test
(3) Available Cash Reserve Test
As presented below, the District is currently able to fund its operation and maintenance costs based on current
revenues in FY 2020. This net revenue will diminish with increased costs and general inflation. However, it is
important to note that the District is not able to generate enough revenue to also fund critical capital
improvement as discussed below.

Cash Flow Sufficiency Test
The cash flow sufficiency test evaluates the District’s ability to meet current year expenditures. Whereas the
District’s audited income statements are represented on an accrual accounting basis, this Study relies solely
on a cash basis to assess revenues, expenses and capital needs. Therefore, where the projected revenues
are insufficient to meet operating expenses on a cash basis, rates are adjusted accordingly. Additionally,
the District requires positive operating cash flow in excess of operating expenses to ensure its capital project
needs are funded.

Debt Coverage Ratio Test
The second test is the debt service coverage ratio test. As with many other agencies, the District issues debt
to fund a portion of its capital expenses. Debt service is the annual repayment requirements on any such
outstanding debt, including principal and interest. The required debt service coverage ratio is dictated by
legal covenants in each outstanding bond or loan obligation; the ratio is calculated by dividing net cash flow
(net revenues) by the required debt service amount.
The District currently has four outstanding State Revolving Fund (SRF) loans through the State Water
Resources Control Board (SWRCB), which are secured by a pledge of net “System Revenues” defined as all
potable water, recycled water, and wastewater revenues. The most recent obligation, the 2017 SRF loan
for the Trampas Canyon Dam and Reservoir, requires the District to achieve a debt service coverage ratio
of 1.10 each year. This requirement means that the District must raise enough revenue to cover all operations
and maintenance expenses, including debt service, plus an additional 10 percent of annual debt service.
In addition to the District’s current annual debt service, new bonds may potentially be issued in the forecast
period, dependent upon the timing of capital expenditures. In order to ensure favorable bond credit ratings
and prevent dropping below its legal debt service coverage requirement, the District has adopted a policy
goal, under its Reserve and Fiscal Policies, of maintaining a debt service coverage ratio of at least 1.50x,
or 50 percent of annual debt service. The revenue requirement analysis therefore includes a 1.50x debt
service coverage ratio test.
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The cash flow test is conducted for the District’s overall financial needs, as well as by each of the District’s
three service types (potable water, recycled water, and wastewater), the debt coverage test is assessed on
the District’s revenues in total. This is because all the rate revenues are pledged for the purpose of debt
repayment.

Available Cash Reserves Test
The third test is the available cash reserves test. The District has adopted Reserve and Fiscal Policies which
is part of the District’s comprehensive financial strategy to ensure conservative and prudent fiscal practices.
The policy calls for the District to maintain financial reserves to ensure the District provides a high level of
emergency preparedness for its customers and well-maintained infrastructure for current and future
customers.
To accomplish these goals, the District’s Reserve Policy establishes certain reserve funding level minimums
and goals. Additionally, the Reserve and Fiscal Policies include an over-arching Fiscal Policy goal of
maintaining reserves at least equal to a full year of operating costs, or 365 “days” of reserves. The District
has designed its forecast rates and charges to ensure this goal is accomplished. The available cash reserves
test is assessed on the District as a whole. The required cash reserves in each subsequent year is based on
the projected total operating expenses in such year based on the escalation factors presented in Table 3-1.

Allocation to Service Line
The District performed a detailed, line-item allocation of its operating and capital expenditures to the three
service lines (potable water, recycled water, and wastewater), which is shown in the appendix of this report.
The allocation of the operational costs is based on historic costs by service line, as well as forecasted needs.
Individual capital projects typically are service line based. However, in the instances when a capital project
benefits more than one service line, the District performs an allocation to appropriately allocating those costs
to each respective service line.
Revenues are allocated to each service line from which they were generated. The District also receives certain
other revenues which are not service-line specific, including primarily rental income, investment income, utility
billing charges, and 1% property tax revenues. Rental income and utility billing charges are allocated to
each respective service line based on its contribution to total operating expenses. Investment income and 1%
property taxes are allocated based on each service line’s share of capital needs over the next 5 years. The
full breakdown of allocation of such revenues is shown in the appendix of this report.

4.1 POTABLE WATER AND RECYCLED WATER SYSTEM
Water Expense Categories
Water Purchases and Service from Other Agencies
The majority of the District’s potable water costs are derived from the purchase and pumping of water and
maintaining the distribution system. Approximately half of all expenses are related to purchasing water.
These costs include:
•
•
•

Purchase of treated and raw water from MWDOC
Treatment costs from the Baker Plant
Regional water resource costs such as buying water from adjoining water agencies
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Water Purchases
Water purchase costs reflect the cost of water supplies, mainly those charged by MWDOC. Of the FY 2020
figure, approximately 94% of water costs were for potable water with 6% for recycled water. MWDOC
charges are forecast to increase at 4.1% per year based on project wholesale increases from Metropolitan
Water District of Southern California. The costs associated with the District’s recycled water production is the
generation of recycled water by reclaiming wastewater and treating it to Title 22 standards, the collection
and pumping of urban return flows, and the purchase of untreated groundwater from the Rancho Mission
Viejo Mutual Water Company. The District has an agreement with Irvine Ranch Water District for the
purchase of recycled water and the District is also finalizing an interagency agreement with the City of San
Clemente for the treatment and supply of recycled water.

Power
Power costs include primarily the cost of pumping water throughout the system.

Salaries and Benefits
These costs include the District’s labor costs related directly to activities to operate the water systems, as well
as general administrative costs. This category also includes the District’s water use efficiency (WUE) program
costs. This program conducts outreach to customers about the need to be efficient with water usage and
administers programs such as turf replacement and low-flow appliance rebates.

Transmission and Distribution
These costs include the routine, recurring maintenance, operations, and non-capitalized repairs of the District’s
potable water system.

Sewer Treatment
In the case of the District’s water costs, such costs include certain recycled water production costs, including
the Lake Mission Viejo recycled water facility.

Customer Relations
These costs include the costs of monthly customer operational support activities including accounting, billing,
customer service, and administrative and technical support.

General and Administrative
These costs are related to the general office and overhead activities that support the primary operating
functions of the District. These include insurance premiums, telecommunications, bank charges and related
financial services, employee training, relations, and recruiting, business meeting expense, and District
membership and sponsorship dues.

Debt Service Expenses
These costs include the potable and recycled water system’s allocable share of debt service for bonds and
loans outstanding or expected to be outstanding. The analysis reflects a projected $133.5 million in bond
financing over the next five years, of which approximately 31% and 11% of the debt service is allocated
to potable water and recycled water systems, respectively, and the remaining 58% is allocated to the
wastewater system. The allocation split is based on each service line’s share of the District’s capital needs
over the 5-year period.
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Projected Revenues and Expenditures Prior to Rate Adjustments
Table 4-1 on the next page outlines the District’s projected revenues and expenditures for Fiscal Years 2020
through 2024, and the resulting net surplus or shortfall in each such year. The District’s Fiscal Year 2020
Budget is used as the baseline for projecting the five subsequent years. Revenue projections are prior to any
rate adjustments (the FY 2020 Budget rate revenues assumed a 4.5% mid-year increase).
TABLE 4-1

PROJECTED POTABLE WATER AND RECYCLED WATER SYSTEM OPERATING REVENUES AND EXPENSES PRIOR TO RATE ADJUSTMENTS

REVENUE CATEGORY

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Rate Revenue

$51,735

$51,735

$51,735

$51,735

$51,735

$737

$760

$782

$806

$830

Misc. Operating

$1,247

$1,276

$1,314

$1,354

$1,394

Misc. Non-Operating

$1,591

$1,575

$1,620

$1,550

$1,704

Share of 1% Prop. Tax Revenues

$3,669

$3,779

$3,893

$4,010

$4,130

$58,979

$59,125

$59,344

$59,454

$59,792

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Water Purchases

$26,831

$30,002

$31,669

$33,229

$34,866

Regional Facilities

$705

$314

$323

$333

$343

Power

$3,131

$3,256

$3,387

$3,522

$3,663

Salaries & Benefits

$10,967

$11,526

$12,005

$12,483

$12,981

Transmission & Dist

$3,822

$3,937

$4,055

$4,177

$4,302

Sewage Treatment

$588

$608

$629

$651

$673

Customer Relations

$486

$573

$515

$609

$546

General & Admin

$4,104

$3,330

$3,371

$3,472

$3,577

$50,633

$53,547

$55,954

$58,476

$60,950

$1,464

$3,174

$6,515

$6,883

$6,805

Total Non-Capital Expenditures

$52,097

$56,721

$62,469

$65,359

$67,755

Net Revenues/(Shortfall)

$6,882

$2,404

($3,125)

($5,905)

($7,963)

Joint Operating Facilities Revenue

Total Revenues

EXPENSE CATEGORY

Total Operating Expenditures
Debt Service

Notes:
• Based on the District’s Fiscal Year 2020 Budget (revenues adjusted to reflect no mid-year increase).
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
In 2020, the District is projected to generate revenues in excess of its operating expenses, which will then be
used to fund a portion of its annual capital improvement program. With inflation and other cost increases,
the District is projected to have slight operating deficit beginning in FY 2022 and would no longer have net
revenues to undertake critical capital improvements.
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Based on the development agreement with the Rancho Mission Viejo Company, the District will receive future
development connections fees, which are anticipated to begin in FY 2021. The annual revenue is dependent
on the pace of development within the new planning area. Consequently, this revenue is omitted from the
service line forecast presented in Table 4-1 through Table 4-4.

Projected Revenue Requirements
TABLE 4-2

RECOMMENDED POTABLE WATER AND RECYCLED WATER SYSTEM OPERATING REVENUE REQUIREMENTS
PROPOSED

PROJECTED

REVENUE CATEGORY

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Rate Revenue

$51,735

$51,735

$51,735

$51,735

$51,735

$7,244

$7,390

$7,610

$7,719

$8,058

Other Revenues
Percent Revenue Increase
(From Prior Year)

3.90%

Additional Revenues

4.50%

4.50%

4.50%

4.50%

$1,009

$3,224

$5,697

$8,282

$10,982

Total Revenues

$59,988

$62,349

$65,041

$67,735

$70,775

Total Non-Capital
Expenditures

$52,097

$56,721

$62,469

$65,359

$67,755

$7,891

$5,628

$2,572

$2,376

$3,019

Net Revenues/(Shortfall)
Prior to Capital Spending /
Use of Reserves

Notes:
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
• Percent Revenue Increases are assumed on January 1 of each Fiscal Year indicated.
The net revenues identified in the table above are required to fund capital spending (identified subsequently
in Section 4.3), and to ensure the debt service coverage ratio and reserve balances are sufficient to meet
the District’s policies identified in Section 4.4.
The detailed calculations for Section 4.1 Potable Water and Recycled Water System are included in Appendix
A of this report. Particularly the tables for Assumptions, District Revenue and O&M Allocation, Revenue
Requirement, Funding Summary, and Debt.

4.2 WASTEWATER SYSTEM
Wastewater Expense Categories
Sewage Treatment
This includes all necessary chemicals and other direct costs for treatment of conveyed wastewater. The District
relies on a network of collection pipelines and lift stations to convey wastewater. At the end of the
wastewater treatment process, the effluent is delivered to the recycled water system, but the solid waste
byproduct must be fully dewatered and disposed of by trucking the waste away to an off-site handling
facility.
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Power
Wastewater collection, treatment, and disposal is an energy-intensive process. As a result, the District incurs
significant energy expenses in order to operate its pumping and treatment facilities. To offset these costs,
the District installed solar panels at the Chiquita Water Reclamation Plant and at its headquarters building.
However, the energy produced does not fully cover the energy required to operate its pumping and
treatment facilities. Consequently, the District purchases additional energy for these purposes.

Transmission and Distribution
These costs include the routine, recurring maintenance, operations, and non-capitalized repairs of the District’s
wastewater system. Costs in this category primarily support the ongoing operations, maintenance, and repair
and replacement of wastewater treatment plant and lift station assets.

Salaries and Benefits
These categories cover the District’s overhead cost allocation and related direct labor costs attributable to
the wastewater system.

Customer Relations
These costs include the costs of monthly customer operational support activities including accounting, billing,
customer service, and administrative and technical support.

General and Administrative
These costs are related to the general office and overhead activities that support the primary operating
functions of the District. These include insurance premiums, telecommunications, bank charges and related
financial services, employee training, relations, and recruiting, business meeting expense, and District
membership and sponsorship dues.

Debt Service Expenses
These costs include the wastewater system’s allocable share of debt service for bonds and loans outstanding
or expected to be outstanding. The analysis includes $7.3 million in new Revenue Bond debt service over the
next five years.

Projected Revenues and Expenditures Prior to Rate Adjustments
Table 4-3 on the following page outlines the District’s projected revenues and expenditures for Fiscal Years
2020 through 2024, and the resulting net surplus or shortfall in each such year. The District’s Fiscal Year
2020 Budget is utilized as the baseline for projecting the five subsequent years. Revenue projections are
prior to any rate adjustments.
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TABLE 4-3

PROJECTED WASTEWATER SYSTEM REVENUES AND EXPENDITURES PRIOR TO RATE ADJUSTMENTS

REVENUE CATEGORY

FY 2020 (1)

FY 2021

FY 2022

FY 2023

FY 2024

Rate Revenue

$23,445

$23,445

$23,445

$23,445

$23,445

Joint Operating Facilities
Revenue

$439

$452

$466

$480

$494

Misc. Operating

$337

$343

$353

$364

$375

Misc. Non-Operating

$1,927

$1,899

$1,956

$1,851

$2,061

Share of 1% Prop. Tax
Revenues

$5,161

$5,315

$5,475

$5,639

$5,808

Total Revenues

$31,308

$31,454

$31,694

$31,779

$32,183

EXPENSE CATEGORY

FY 2020(1)

FY 2021

FY 2022

FY 2023

FY 2024

Water Purchases

$0

$0

$0

$0

$0

Regional Facilities

$13

$13

$14

$14

$14

Power

$985

$1,024

$1,065

$1,108

$1,152

Salaries & Benefits

$9,899

$10,400

$10,831

$11,263

$11,712

Transmission & Dist

$3,547

$3,654

$3,763

$3,876

$3,992

Sewage Treatment

$6,105

$6,299

$6,499

$6,705

$6,918

Customer Relations

$449

$530

$475

$563

$504

General & Admin

$3,042

$2,490

$2,513

$2,588

$2,666

$24,040

$24,409

$25,160

$26,117

$26,959

$593

$1,890

$3,266

$3,783

$4,370

Total Non-Capital
Expenditures

$24,633

$26,299

$28,426

$29,900

$31,330

Net Revenues /(Shortfall)

$6,675

$5,155

$3,269

$1,879

$853

Total Operating
Expenditures
Debt Service

Notes:
(1) Based on the District’s Fiscal Year 2020 Budget, adjusted to reflect
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
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In 2020, the District is projected to generate revenues in excess of its operating expenses, which will then be
used to fund a portion of its annual capital improvement program. With inflation and other cost increases,
the net revenue after operations and maintenance is projected to decrease over the projection period. While
wastewater net revenues remain positive, they are insufficient to cover the wastewater system’s capital costs
(refer to Table 4-5 in the next section). Absent rate increases, therefore, the District will not be able to
undertake critical wastewater capital improvements, including the needed upgrades to the District’s Chiquita
and Oso Water Reclamation Facilities.

Projected Revenue Requirements
TABLE 4-4

PROJECTED WASTEWATER SYSTEM REVENUE REQUIREMENTS
PROPOSED

REVENUE CATEGORY

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

$23,445

$23,445

$23,445

$23,445

$23,445

$7,863

$8,009

$8,250

$8,334

$8,738

3.90%

4.50%

4.50%

4.50%

4.50%

$457

$1,461

$2,582

$3,753

$4,977

Total Revenues

$31,765

$32,915

$34,276

$35,532

$37,160

Total Non-Capital
Expenditures

$24,633

$26,299

$28,426

$29,900

$31,330

$7,132

$6,616

$5,851

$5,632

$5,830

Rate Revenue
Other Revenues
Percent Revenue Increase
(From Prior Year)
Additional Revenues

Net Revenues/(Shortfall)
Prior to Capital Spending /
Use of Reserves

Notes:
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
• Percent Revenue Increases are assumed on January 1 of each Fiscal Year indicated.
The net revenues identified in the table above are required to fund capital spending (identified subsequently
in Section 4.3), and to ensure the debt service coverage ratio and reserve balances are sufficient to meet
the District’s policies identified in Section 4.4.
The detailed calculations for Section 4.2 Wastewater System are included in Appendix A of this report.
Particularly the tables for Assumptions, District Revenue and O&M Allocation, Revenue Requirement, Funding
Summary, and Debt.

4.3 CAPITAL IMPROVEMENT PLAN
The District has developed a Capital Repair and Replacement Program (CRP), which outlines its annual
capital project needs. In general, the District anticipates funding $107 million in CRP over the 5-year period,
in order to maintain its level of service standards. Beyond the CRP, the District has also identified projects
related to its Wastewater Masterplan totaling $41 million, expected to commence in FY 2021. The District
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has also identified $35 million in near-term strategic projects necessary to meet its water reliability objectives
and reach 100 percent wastewater recycling, expected to commence in FY 2022.
Construction of the Trampas Canyon Dam and Reservoir is scheduled to be completed in the second quarter
of 2020 is underway. The reservoir will have a capacity of 5,000 AF, twice that of the District’s anticipated
recycled water needs. The reservoir is being funded through a $15 million grant, a low-interest loan from
the State Water Resources Control Board, and other funds, such as the District’s reserves and development
bond proceeds from Rancho Mission Viejo. Under current estimates, funding sources have been identified to
complete the project. The costs of the project in the forecast period therefore only reflect repayment of the
low-interest loan.
The District’s goal is to continue paying for CRP projects from revenues and reserves on a “pay-as-you-go”
basis to the extent practical. However, the analysis currently reflects a $133.5 million of projects financed
through bond issuance over the next five years, which would encompass a portion of CRP projects. The District
anticipates refining its capital projects, expenditure timing, and sources of funding mix as part of its ongoing
planning and annual budgeting process.
The current five-year CIP estimates, based on currently programmed projects only, are provided in Table
4-5.
TABLE 4-5

PROJECTED CAPITAL IMPROVEMENT PROGRAM EXPENDITURES
PROPOSED

SERVICE LINE

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Potable Water

$11,198

$4,291

$32,050

$1,865

$2,423

Recycled Water

$4,354

$8,943

$1,374

$3,288

$448

Wastewater

$21,043

$51,767

$8,444

$16,068

$6,122

Total Capital
Improvements

$36,595

$65,000

$41,868

$21,221

$8,993

Notes:
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
The detailed calculations for Section 4.3 Capital Improvement Plan are included in Appendix A – Capital
Projects of this report.

4.4 DEBT SERVICE COVERAGE AND AVAILABLE CASH
Debt Coverage Ratio Test
The District currently has four outstanding debt obligations which are secured by a pledge of net “System
Revenues” which are defined as potable water, recycled water, and wastewater revenues. The obligations
require the District to achieve a debt service coverage ratio of 1.10 each year. The analysis currently reflects
a $133.5 million in new bond financing over the next five years, with related debt service cost per year of
$7.3 million by FY 2023 once all repayment has commenced.
Additionally, in order to ensure favorable bond credit ratings and prevent dropping below its legal debt
service coverage requirement, the District has adopted a Fiscal Policy goal of maintaining a debt service
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coverage ratio of at least 1.50x, or 50 percent of debt service. The Revenue Requirement analysis therefore
includes a 1.50x debt service coverage ratio test.
TABLE 4-6

PROJECTED DEBT SERVICE COVERAGE PRIOR TO RATE ADJUSTMENTS
PROPOSED

CATEGORY

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Total District Revenues (1)

$90,287

$90,579

$91,038

$91,232

$91,975

Total District Operating
Expenditures (1)

$74,673

$77,956

$81,114

$84,593

$87,910

Total District Net Revenues

$15,613

$12,623

$9,924

$6,639

$4,066

Total District Debt Service

$2,057

$5,064

$9,780

$10,666

$11,175

7.59x

2.49x

1.01x

0.62x

0.36x

Debt Service Coverage Ratio

Notes:
(1) Includes all revenues from Table 4-1 and Table 4-3 plus projected connection fee revenues, FY2022
through FY2024.
• Dollars shown in 1,000s.
TABLE 4-7

PROJECTED DEBT SERVICE COVERAGE AFTER RATE ADJUSTMENTS
PROPOSED

CATEGORY

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Total District Revenues (1)

$91,753

$95,264

$99,317

$103,267

$107,935

Total District Operating
Expenditures

$74,673

$77,956

$81,114

$84,593

$87,910

Total District Net Revenues

$17,079

$17,308

$18,203

$18,673

$20,025

Total District Debt Service

$2,057

$5,064

$9,780

$10,666

$11,175

8.30x

3.42x

1.86x

1.75x

1.79x

Debt Service Coverage Ratio

Notes:
(1) Includes all revenues from Table 4-6 plus revenues from rate increases.
• Dollars shown in 1,000s.
While the District currently has a low level of debt, given the anticipated financing required to fund upcoming
capital needs, the District’s debt service coverage ratios will decrease significantly. The coverage ratios
shown in the tables above demonstrate that the District needs additional rate increases to meet its legal and
Fiscal Policy goal for debt service coverage. Assuming the rate adjustments are adopted, the District’s debt
service coverage is forecast to exceed the 1.50 required by the District’s policy.

Available Cash Reserves Test
The District’s adopted Reserve and Fiscal Policies establish certain reserve funding levels, including both
minimum requirements and goals. Additionally, the Policy incorporate an over-arching Fiscal Policy of
maintaining one year (365 days) of operating expenditures. The District may utilize reserves in excess of
this target to fund capital projects.
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As indicated in the tables below, absent any rate increases, the District would experience a significant
shortfall in reserve Policy goals by FY 2022 of $15.8 million. Under the rate increases assumed, the District
is forecasted to maintain reserves at least sufficient to meet its Policy goals.
TABLE 4-8

PROJECTED CASH RESERVES PRIOR TO RATE ADJUSTMENTS
PROPOSED

AMOUNTS

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Minimum Reserves Required (1)

$74,673

$77,970

$81,146

$84,641

$87,965

Projected Reserves Available (2)

$89,865

$86,599

$65,309

$58,492

$43,597

Surplus/(Shortfall)

$15,191

$8,629

($15,838)

($26,149)

($44,368)

Notes:
(1) Equal to total District expenses in each such year.
(2) Projected reserves include estimated connection fees based on 1,000 per year, FY 2022 through
FY 2024.
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
TABLE 4-9

PROJECTED CASH RESERVES AFTER RATE ADJUSTMENTS
PROPOSED

AMOUNTS

PROJECTED

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

Minimum Reserves Required (1)

$74,673

$77,970

$81,146

$84,641

$87,965

Projected Reserves Available (2)

$91,331

$94,276

$81,314

$86,666

$88,151

Surplus/(Shortfall)

$16,657

$16,306

$168

$2,025

$186

Notes
(1) Equal to total District expenses in each such year.
(2) Projected reserves include estimated connection fees based on 1,000 per year, FY 2022 through
FY 2024.
• Dollars shown in 1,000s.
• Totals above may not sum due to rounding.
The detailed calculations for Section 4.4 Debt Service Coverage and Available Cash are included in Appendix
A of this report. Particularly the tables for Funding Summary, and Debt.
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5 COST OF SERVICE ANALYSIS
FIGURE 5-1 STEP-BY-STEP APPROACH OF COST OF SERVICE ANALYSIS
With the District’s revenue
requirements and recommended
revenue increases outlined, the next
step is to link each cost item with the
specific system function that it
supports, and then allocate the
resulting totals to each customer
class, in accordance with the
demand they place on the
respective system.

Revenue Requirement
•Forecast of the District's operational
and capital expenditures and
offseting rate revenues.

Functional Allocation
•The revenue requirement is assigned
to functional categories on a line-byline basis.

Figure 5-1 broadly outlines the
step-by-step approach employed
in the Cost of Service analysis.
•The functional categories are
reallocated to each class based on
Taking the revenue requirement
demand profiles.
analysis outlined in the previous
chapter, the functional allocation
designates each budget item to
specific
District
functional
•The results of the customer class
categories, which is intended to
allocation form the basis of the rate
translate each cost into a specific
design.
rate component. Those functional
categories and their associated costs are allocated to the distinct customer classes based on each class’s
unique account type, meter size, and demand characteristics. Following these steps, the revenue requirements
for each customer class form a reasonable and equitable basis for developing rates and proportionately
allocating the costs of service among the customer classes and customers within each class.

Customer Class Allocation

Rate Design

The AWWA M1 Manual outlines the two most widely used methods for the allocation of costs: the baseextra capacity method; and the commodity-demand methodology. Both methods recognize that the cost of
serving a customer depends not only on the total volume of water used, but also on the rate of use or peakdemand requirements. This cost of service analysis is commonly referred to as the functional cost allocation
because it connects each of the District’s costs with a functional category or purpose that it supports, either
directly (for instance, energy or chemicals to water treatment) or indirectly (i.e., debt service used to fund
multiple projects with different functions).
The resulting analysis provides a rational basis for proportionately distributing the full costs of the District’s
services to each customer class. These costs should be allocated in proportion to the demands placed on the
system. As an example, customer service costs are typically allocated on a per account basis because the
function of this category rarely changes from one customer to the next, regardless of meter size, the customer
class, or demand. In contrast, water purchases can be allocated based on demand because there is a clear
connection between the amount of water demanded by a customer class type, and the amount of water
purchased by the District, i.e., increased demand results in increased water purchase costs.
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5.1 WATER SYSTEM COST OF SERVICE ANALYSIS
This analysis is intended to build on the existing rate structure, adjusting only for changes in current conditions
– specifically FY 2020 costs and projected potable and recycled water demands. The costs indicated in the
tables in this section are based on the District’s FY 2020 Budget, adjusted to reflect the calendar year
starting January 1, 2020. Customer cost allocations and demand assumptions were derived as described in
Section 3.3.

Water Functional Cost Categories and Factors
As noted in the AWWA M1 Manual, in detailed rate studies, such as the one performed for this Study, some
of these elements might be broken down further into two or more subcomponents.
Based on the District’s expenditures and system characteristics, the Customer (or fixed monthly) costs
component was separated into two subcomponents: Customer (accounts), and Capacity (meter equivalents).
A meter equivalent unit, or MEU, is a ratio of any given meter size to the baseline ¾-inch meter. Adjustments
to the District’s MEUs are recommended, with a detailed analysis in Section 6.2.
The potable water commodity component is comprised of the cost of water supplies, water use efficiency
programs, a share of the Trampas Reservoir costs, and the MET Capacity Charge.

Fixed Function Cost Categories
Customer Costs
Customer costs are fixed expenditures that relate to operational support activities including accounting,
billing, customer service, and administrative and technical support. These expenditures are common to all
customers, regardless of meter size, and therefore recovered uniformly from each customer.

Capacity Costs
Capacity costs are the District’s fixed expenditures incurred to operate and maintain the water systems.
These costs are recovered from users based on their hydraulic capacity to draw water, which is a function
of meter size. The meter size dictates how much water can be drawn from the District’s water system at an
instantaneous moment, and therefore is a reasonable measure of a customer’s proportionate share of system
costs.
Under the new rate structure, it is proposed that fire meters will be allocated capacity costs differently than
non-fire meters (residential, commercial and irrigation). Certain costs included in capacity charge portion for
potable water, such as lab tests, regular meter reading, initiating and terminating services, as well as street
maintenance, are not applicable to fire meter service. As a result, it is proposed that that these costs only be
allocated to non-fire meters under the capacity cost portion of fixed charges. As a result, total fixed charges
for fire meters are proposed to be lower than non-fire meters under the new rate structure.
Finally, because the District’s water system was originally sized to provide adequate flows in the case of a
fire, the District allocates and funds public fire protection costs using a portion of its property tax revenues,
thus excluding these costs from being recovered from monthly rates. Because the system was constructed
initially using general obligation bonds or donated as a condition of development, the ongoing costs to
support public fire related activities are minimal: includes a small portion of the operation costs for the
District’s Valve and Hydrant and Stations divisions. Moreover, the District’s hydrants are used largely for
system operations, including system flushing, and are also used for construction activities, which are paid for
directly by developers drawing water from the system.
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Potable Water Commodity Cost Categories
The potable water commodity charge rates are comprised of the volumetric cost of water, an allocation of
the MET Capacity Charge imposed by MWDOC, and water conservation-related costs.

Baker Water Filtration Plant Water
The cost of Baker Water Filtration Plant (Baker Plant) Water is allocated to Tier 1 commodity charges. The
District jointly participated in the development of the Baker Plant for reliability purposes and has a capacity
right to 8,400 AF of water annually. Raw water purchased through MWDOC and treated at the Baker Plant
is less expensive than buying treated water from MET at the Robert B. Diemer Water Filtration Plant, and
because the Baker Plant water is the District’s cheapest source of potable supplies, it is allocated first to
essential water usage, which is residential indoor usage and basic commercial needs.

Municipal Water District of Orange County & Other Supplies
In addition to buying raw water treated at the Baker Plant, the District buys treated water (via MWDOC)
from MET’s Robert B. Diemer Water Filtration Plant. This source of water, due to treatment costs, is more
expensive than the Baker Plant water. MWDOC charges include the following components: Melded Supply
Rate, System Access Rate, Water Stewardship Rate, System Power Rate, Treatment Surcharge, Readinessto-Serve Charge, Choice Services, Groundwater Customer Care Charge, and Retail Meter Charge.

Trampas Canyon Dam and Reservoir
The District projects that, once complete, the Trampas Canyon Dam and Reservoir (Trampas Reservoir) will
have an annual repayment cost of approximately $3.1 million for the low-interest loans utilized to finance
the project. Trampas Reservoir is a seasonal recycled water storage reservoir, with a total of 5,000 AF
capacity, of which 2,500 AF is available to meet the District’s projected base recycled water demands,
leaving 2,500 AF to meet other future water supply needs, absent excessive peak demands by the District’s
customers.
Because the reservoir has a physical limit, excessive, peak water demand5 at the height of summer will
restrict the District’s ability to sell excess water supplies to regional partners or to produce potable water
through indirect or direct potable reuse. Consequently, a portion of the Trampas Reservoir cost is directly
attributable to peak users collected on water consumed above that customers’ water budget allocation.
Potable water commodity charges therefore include a 20% allocation of Trampas Reservoir costs, which
represents the incremental costs to expand the capacity of the reservoir from 2,500 to 5,000 AF. This excess
capacity above the base level recycled water needs is therefore available to meet future supply
requirements and/or offset potable water irrigation demands by providing recycled water.

Metropolitan Water District of Southern California (MET) Capacity Charge
In addition to basic supply and administrative costs charged by MET and MWDOC, MET also imposes a
“Capacity Charge” to recover infrastructure costs associated with delivering water during the peak of the
summer. Each year, MWDOC uses each member agency's highest peak day flow for delivery of full-service
water to set each agency’s charge.

The time of greatest water demand is known as peak demand. The capacity of a water systems is designed to meet
peak system demand. System capacity is the system’s ability to supply water to all delivery points at the time when
demanded. Both the operating costs and capital asset related costs incurred to accommodate the peak flow demand
are generally allocated to each customer class based upon the class’s contribution to the peak months.
5
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Because the MET Capacity Charge is imposed based on peak demands, these costs are recovered from
potable water users in proportion to their seasonal peak. While all water usage is allocated a portion of
the Capacity Charge costs, peak demand users (i.e., Out-of-Budget water demands) are allocated a higher
portion of these costs, which drives the District’s annual Capacity Charge payment. In other words, absent
the high peak demand, the District’s share of the Capacity Charge would be much less.

Water Use Efficiency
The District has a strong water use efficiency (WUE) program, which provides outreach to customers about
the necessity to use water wisely. It also provides onsite landscape audits to high volume water customers in
order to help them optimize their water usage and administers programs such as turf replacement and lowflow appliance rebates. Staff in this department reviews usage patterns and identifies opportunities to
decrease the District’s overall demand, as well as ensuring compliance with any guidelines or regulations
from the State of California. The District’s WUE program had a significant role in helping the District reach
its potable water demand reduction targets during the water shortage emergency.

1% Property Tax Offset
As indicated in Section 4 (Revenue Requirement), the District allocates its share of 1% property tax revenues
to each service line based on its proportionate share of capital project costs over the next 5 years. As
indicated in the table below, with respect to potable water’s share of these revenues, the District further
applies approximately 80% to commodity charges for in-budget usage. The remaining property taxes
allocated to potable water are available to fund public fire protection related costs.

Recycled Water Commodity Cost Categories
The recycled water commodity rates are comprised of a number of cost recovery elements, including the cost
of treatment, purchase of supplemental supplies, pumping for distribution, seasonal storage and conservation
costs. These cost components are as follows:

Recycled Water Production
The District produces recycled water, by reclaiming its wastewater collections. Additionally, the District is
finalizing an agreement with the City of San Clemente to buy excess recycled water from the City that would
otherwise be wasted and discharged into the ocean. These costs are recovered through the recycled water
commodity charge.

Trampas Canyon Dam and Reservoir
Trampas Canyon Dam and Reservoir (Trampas Reservoir) is a seasonal recycled water storage reservoir,
with a total of 5,000 AF capacity, of which 2,500 AF is available to meet the District’s projected base
recycled water demands, leaving 2,500 AF to meet other future water supply needs, absent excessive peak
demands by the District’s customers. As indicated in the previous section, 20% of the Trampas Reservoir costs
are allocated to potable water.
The remaining 80% of the costs of Trampas Reservoir are recovered through the recycled water commodity
charges. While this system capacity is utilized to serve recycled water in general, it is a seasonal storage
system, which provides a high benefit to those that are peaking on the system during the height of the
summer. Consequently, costs for the reservoir are proportionately allocated to the three recycled water tiers
based on demand they place on the recycled water system and supplies.
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Supplemental Potable Water
The District‘s FY 2020 Budget an assumed cost for purchasing imported water to meet a portion of peak
summer recycled water demand. Absent this peak summer usage, the District would be able to meet its
recycled water demand with locally produced recycled water. Therefore, these costs are exclusively
allocated to peak, Tier 3 usage. In time, the District hopes to cease this activity with the completion of future
recycled water projects. To the extent imported water is no longer utilized in future years, the District would
adjust the rates for Tier 3 accordingly.

Potable and Recycled Water Functional Allocation Results
Table 5-1 shows the results of the functional cost allocation analysis. The costs indicated in the table below
are based on the District’s FY 2020 Budget, adjusted to reflect the calendar year starting January 1, 2020.
TABLE 5-1

FUNCTIONAL ALLOCATION CALCULATION AS PERCENT OF REVENUE

FUNCTIONAL COST CATEGORIES

PROPOSED COST OF SERVICE RESULTS

DESCRIPTION

Fixed Base Charge Categories
Customer

42%

$8,673,873

Recovered on a per account basis

Capacity

58%

$11,828,342

Recovered on a meter equivalent basis

Potable Water Commodity Categories
Baker Plant Water

31%

$8,113,793

Allocated to and available for essential usage

MWDOC & Other Supplies

64%

$16,754,346

Allocated to other water usage

MET Capacity Charge

1%

$389,940

Recovered based on peak demands

Water Use Efficiency

4%

$917,678

Allocated to peak demands, tied to District’s costs
and focus

1% Prop. Tax Offset

($2,210,375)

Recycled Water Commodity Charge Categories
64%
Water Production

Applied to In-Budget use only

$4,568,491

Allocated to all recycled water usage

Trampas Reservoir

35%

$2,508,593

Allocated to each tier based on proportionate peak
summer demands

Supplemental Potable
Water

1%

$52,206

Allocated to Tier 3 water, which solely benefits from
these supplemental supplies

Potable Water Power
Surcharge

64%

$953,231

Recovered from potable customers through a
pumping charge by zone

Recycled Water Power
Surcharge

36%

$533,929

Recovered from recycled water customers through
a pumping charge by zone

Other Rate Categories

The detailed allocation to each cost category is shown in Appendix A of the report. The operating budget
is allocated to each service line – potable water; recycled water; and wastewater. These service line
operating budgets are further allocated to cost categories as shown in Table 5-1. The fixed costs for potable
and recycled water are combined, as these costs are recovered collectively from all water customers based
on their meter size of their respective potable or recycled water meter. The commodity costs for potable
and recycled water are shown separately in the table above, as these costs will be recovered by each
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service line – i.e., potable water costs will be recovered only from potable water users; and recycled water
costs will only be recovered from recycle water customers.

Customer Class Allocation
Fixed Revenue Cost Allocation
The two fixed rate components—customer, and capacity—are all collected on either a per account or per
meter size equivalent basis. District reviewed each cost line item and assigned based is it a general benefit
and therefore an equal burden from all customers, or does the benefit related to the size of the demand on
the system. Regardless of customer class, all potable water and recycled water, other than fire service
customers are charged a common monthly fixed service charge, as shown in Chapter 6. The District is
proposing to charge a separate private fire meter rate, accounting for the specific costs to provide this
service. Additionally, the small incremental costs incurred to support public fire suppression are funded using
a portion of the District’s 1% property tax revenues and therefore not included in the District’s monthly fixed
charges.

Commodity Charge Recovery Overview

The tiered rate components are designed
to proportionately allocated to customers
the additional costs the District incurs to
meet this seasonal peaking behavior.

Cost of Service

Figure 5-2 provides a conceptual
overview of how a typical water system
experiences demand behavior throughout
the year. The District’s customers place
different levels of demand on the system,
with minimum/winter demand reflecting
the baseline indoor demand, while
max/summer usage combines to produce
the maximum peak demand.

System Capacity

FIGURE 5-2 SEASONAL PEAKING PROFILE

Max
Demand
Summer
Demand
Average

Summer
Demand

Min/Winter

January

December

*Conceptual diagram not drawn to scale or intended to reflect actual demand data.

The allocation methodology for minimum
and average demand is based on the
usage pattern for each customer class as the basis of the tier and demand distribution patterns. This allocation
is intended to cover standard costs that may not be direct production costs, but do have a correlation with
peak demand, such as the MET Capacity Charge, and conservation programs. All customers benefit from
these programs either directly by receiving, for example a rebate or water conservation auditor indirectly
by, for example, making additional potable water available. Consequently, all tiers are assessed a portion
of these costs. However, because these costs are not incurred in a linear manner based on usage—increasing
usage incurs these costs at a non-constant rate—higher tiers are allocated a greater share of these costs.
Similarly, customer classes with a higher absolute peak are allocated a greater share of these costs.

Potable Water Cost Allocation
Potable water commodity charges recover the cost to purchase and treat water (from Baker Plant and
MWDOC), the MET Capacity Charge for peak summer usage, and costs associated with the District’s
conservation / water use efficiency efforts. Each of these cost elements is allocated to the three customer
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classes based on the most relevant metric. A portion of the 1% percent property tax is used to offset the
commodity charge and is allocated to all three customer classes based on their proportionate share of total
annual water usage.
Table 5-2 below shows the allocation of commodity related costs to customer class. Table 5-3 shows this
allocation as a percentage.
TABLE 5-2

POTABLE WATER FUNCTIONAL ALLOCATION CALCULATION - AMOUNTS

COST CATEGORY

ALLOCATION BASIS

RESIDENTIAL

Baker Plant Water

Essential Indoor
Usage

$7,243,491

MWDOC & Other
Supplies

Annual Water
Demand

MET Capacity
Charge

COMMERCIAL

CONSTRUCTION

TOTAL CUSTOMER
CLASSES

$0

$870,302

$0

$8,113,793

$10,808,428

$5,546,251

$55,665

$344,002

$16,754,346

Incremental Summer
Usage

$221,162

$151,904

$11,728

$5,147

$389,940

Water Use
Efficiency

Incremental Summer
Usage

$527,439

$362,270

$27,969

$0

$917,678

Water Asset Value

Construction Meters

$109,123

$109,123

1% Prop Tax
Offset

Annual Water
Demand

Total Functional
Areas

Note:
•

IRRIGATION

($1,568,838)

($543,966)

($97,571)

$0

($2,210,375)

$17,231,682

$5,516,459

$868,093

$458,272

$24,074,506

Totals above may not sum due to rounding.

TABLE 5-3

POTABLE WATER FUNCTIONAL ALLOCATION CALCULATION – PERCENTAGE SPLIT

COST CATEGORY

ALLOCATION BASIS

RESIDENTIAL

IRRIGATION

COMMERCIAL

CONSTRUCTION

TOTAL
CUSTOMER
CLASSES

Baker Plant Water

Essential Indoor
Usage

89%

0%

11%

0%

100%

MWDOC & Other
Supplies

Annual Water
Demand

65%

33%

0%

2%

100%

MET Capacity
Charge

Incremental Summer
Usage

57%

39%

3%

1%

100%

Water Use Efficiency

Incremental Summer
Usage

57%

39%

3%

0%

100%

Water Asset Value

Construction Meters

0%

0%

0%

100%

100%

1% Prop Tax Offset

Annual Water
Demand

71%

25%

4%

0%

100%
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Once costs have been assigned to each customer class, there is a secondary allocation to each tier for those
customer classes with tiered rates. Construction meters are non-permanent connections to the District’s system
and typically draw water from a temporary meter connected to one of the District’s water hydrants. The
construction rates account for the cost of water and for the use of the District’s system. Table 5-4 and Table
5-5 show the cost allocation to the residential tiers – Tier 1 - Indoor Budget; Tier 2 - Outdoor Budget; Tier
3 - Out-of-Budget; and Tier 4 – Excessive.
TABLE 5-4

POTABLE WATER RESIDENTIAL TIER ALLOCATION CALCULATION

RESIDENTIAL TIERS

BAKER PLANT WATER

MWDOC & OTHER
SUPPLIES

MET CAPACITY
CHARGE

WATER USE
EFFICIENCY

1% PROP TAX OFFSET

Based on
Essential Indoor
Usage

Based on
Annual Water
Demand

Based on
Incremental
Summer Usage

Based on
Incremental
Summer Usage

Based on InBudget Use
Only

Tier 1 - Indoor
Budget

$7,243,491

$3,326,474

$32,010

$0

($941,303)

Tier 2 - Outdoor
Budget

$0

$4,897,527

$49,786

$0

($627,535)

Tier 3 - Out-ofBudget

$0

$2,224,390

$61,978

$281,301

$0

Tier 4 - Excessive

$0

$360,038

$77,387

$246,138

$0

Total Residential
Tiers

$7,243,491

$10,808,428

$221,162

$527,439

($1,568,838)

TABLE 5-5

POTABLEWATER RESIDENTIAL TIER ALLOCATION CALCULATION – PERCENTAGE SPLIT
BAKER PLANT WATER

MWDOC & OTHER
SUPPLIES

MET CAPACITY
CHARGE

WATER USE
EFFICIENCY

1% PROP TAX
OFFSET

Based on Essential
Indoor Usage

Based on
Annual Water
Demand

Based on
Incremental
Summer
Usage

Based on
Incremental
Summer
Usage

Based on InBudget Use
Only

100%

31%

14%

0%

60%

Tier 2 - Outdoor Budget

0%

45%

23%

0%

40%

Tier 3 - Out-of-Budget

0%

21%

28%

53%

0%

Tier 4 - Excessive

0%

3%

35%

47%

0%

100%

100%

100%

100%

100%

RESIDENTIAL TIERS

Tier 1 - Indoor Budget

Total Residential Tiers

Note:
•

Totals above may not sum due to rounding.
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Table 5-6 and Table 5-7 show the cost allocation to the irrigation tiers – Tier 1 – In-Budget; Tier 2 – Outof-Budget; and Tier 3 – Excessive.
TABLE 5-6

POTABLE WATER IRRIGATION TIER ALLOCATION CALCULATION

IRRIGATION TIERS

MWDOC & OTHER SUPPLIES

MET CAPACITY CHARGE

WATER USE EFFICIENCY

1% PROP TAX OFFSET

Based on Annual
Water Demand

Based on
Incremental Summer
Usage

Based on
Incremental Summer
Usage

Based on In-budget
Use Only

$4,310,675

$31,851

$0

($543,966)

Tier 2 - Out-of-Budget

$943,530

$53,390

$155,259

$0

Tier 3 - Excessive

$292,046

$66,663

$207,012

$0

$5,546,251

$151,904

$362,270

($543,966)

Tier 1 – In-Budget

Total Irrigation Tiers

Note:
•

Totals above may not sum due to rounding.

TABLE 5-7

POTABLE WATER IRRIGATION TIER ALLOCATION CALCULATION – PERCENTAGE SPLIT

IRRIGATION TIERS

MWDOC & OTHER SUPPLIES

MET CAPACITY CHARGE

WATER USE EFFICIENCY

1% PROP TAX OFFSET

Based on Annual
Water Demand

Based on
Incremental Summer
Usage

Based on
Incremental Summer
Usage

Based on In-Budget
Use Only

Tier 1 – In-Budget

78%

21%

0%

100%

Tier 2 - Out-of-Budget

17%

35%

43%

0%

Tier 3 - Excessive

5%

44%

57%

0%

100%

100%

100%

100%

Total Irrigation Tiers

Recycled Water Cost Allocation
The recycled water commodity charge includes the cost to produce recycled water, Trampas Reservoir peak
charge and Supplemental Portola water cost. Each of these cost components is allocated to the two customer
classes based on the most relevant metric as shown in the tables below.
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Table 5-8 below shows the allocation of commodity related costs to customer class. Table 5-9 shows this
allocation as a percentage.
TABLE 5-8

RECYCLED WATER FUNCTIONAL ALLOCATION CALCULATION

CATEGORY

ALLOCATION BASIS

IRRIGATION

UNIFORM

Water Production

Annual Water
Demand

$4,184,491

$384,000

$4,568,491

Trampas Reservoir

Annualized Summer
Water Usage

$2,320,847

$187,745

$2,508,593

$52,206

$0

$52,206

$6,557,544

$571,745

$7,129,289

Supplemental
Potable Water

Irrigation Only

Total Functional
Areas

Note:
•

TOTAL CUSTOMER
CLASSES

Totals above may not sum due to rounding.

TABLE 5-9

RECYCLED WATER FUNCTIONAL ALLOCATION CALCULATION AS PERCENT OF REVENUE

COST CATEGORY

ALLOCATION BASIS

IRRIGATION

UNIFORM

TOTAL CUSTOMER
CLASSES

Water Production

Annual Water
Demand

92%

8%

100%

Trampas Reservoir

Annualized Summer
Water Usage

93%

7%

100%

Irrigation Only

100%

0%

100%

Supplemental
Potable Water

Table 5-10 and Table 5-11 show the cost allocation to the recycled water tiers – Tier 1 – In-Budget; Tier 2
– Out-of-Budget; and Tier 3 – Excessive.
TABLE 5-10

RECYCLED WATER IRRIGATION TIER ALLOCATION CALCULATION AS A PERCENT OF REVENUE

NON-DOMESTIC IRRIGATION
TIERS

Tier 1 – In-Budget
Tier 2 – Out-of-Budget
Tier 3 - Excessive
Total Non-Domestic
Irrigation Tiers

WATER PRODUCTION

TRAMPAS RESERVOIR

SUPPLEMENTAL POTABLE WATER

Based on Annual
Water Demand

Based on Annualized
Summer Usage

Applicable to Excessive
Tier Only

$3,944,227

$2,103,462

$0

$194,416

$159,356

$0

$45,848

$58,029

$52,206

$4,184,491

$2,320,847

$52,206
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TABLE 5-11

RECYCLED WATER IRRIGATION TIER ALLOCATION CALCULATION AS PERCENT OF REVENUE

NON-DOMESTIC IRRIGATION TIERS

Tier 1 – In-Budget

WATER PRODUCTION

TRAMPAS RESERVOIR

SUPPLEMENTAL POTABLE WATER

Based on Annual
Water Demand

Based on Incremental
Summer Usage

Applicable to Excessive
Tier Only

94%

91%

0%

Tier 2 – Out-of-Budget

5%

7%

0%

Tier 3 - Excessive

1%

3%

100%

100%

100%

100%

Total Non-Domestic
Irrigation Tiers

Note:
•

Totals above may not sum due to rounding.

The detailed calculations for Section 5.1 Water System Cost of Service Analysis are included in Appendix A
and B of this report. For Appendix A refer to tables for District Revenue and Operation and Maintenance
Allocation, and Water Purchases. For Appendix B refer to tables Functional Allocation – Potable Water,
Customer Allocation – Potable Water, Functional Allocation - Recycled Water, and Customer Allocation –
Recycled Water.

5.2 WASTEWATER SYSTEM COST OF SERVICE ANALYSIS
The District’s wastewater rates are comprised of a flat monthly charge, which recovers the District’s fixed
costs, and a commodity charge based on a customer’s discharges into the wastewater collection system. The
commodity charge is customer class specific and is comprised of both a quantity and a strength component.
Quantity, or Flow, is a measure of the total amount of wastewater discharged to the collection system.
Strength is a measure of the loading within the wastewater. The District measures biochemical oxygen
demands (BOD) and total suspended solids (TSS) as the two indicators of wastewater strength. The higher
the strength, the higher the costs to treat the wastewater.

Fixed Service Charge Function Cost Categories
Customer
Customer costs are fixed expenditures that relate to operational support activities including accounting,
billing, customer service, and administrative and technical support. These expenditures are essentially
common to all customers, regardless of meter size and wastewater strength.

Capacity
Capacity costs are fixed expenditures related to system operations and maintenance and capital
reinvestments. Capacity charges are further allocated into Flow, BOD, and TSS components.

Wastewater Commodity Charge Cost Categories
The wastewater commodity charge rates are comprised of Flow, BOD, and TSS. These cost components are
as follows:

Flows
Flow costs are variable costs incurred to treat wastewater based on the quantity of water discharged to the
system.
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Biochemical Oxygen Demands (BOD)
BOD costs are variable costs incurred to remove organics from the wastewater, which is a measure of the
quantity of oxygen needed to promote biological treatment.

Total Suspended Solids (TSS)
TSS costs are variable costs incurred to remove and dispose of suspended solids from the wastewater, which
is a measure of the quantity of suspended matter discharged by customers.

Wastewater Functional Allocation Results
Table 5-12 shows the functional allocation of cost categories for the wastewater commodity charge.
TABLE 5-12

PROPOSED WASTEWATER COMMODITY CHARGE CALCULATION

CALCULATION STEP
Cost Allocations

FLOW

BOD

TSS

TOTAL

$2,039,592

$2,492,412

$696,727

$5,228,731

39%

48%

13%

100%

Resulting %

TABLE 5-13 SHOWS THE FUNCTIONAL ALLOCATION OF COST CATEGORIES FOR THE WASTEWATER FIXED CHARGE
FUNCTIONAL COST CATEGORIES

PROPOSED COST OF SERVICE RESULTS

DESCRIPTION

Fixed Base Charge Categories
Customer

38%

$7,304,892

Recovered on a per account basis

Flow

47%

$10,808,035

Recovered based on the quantity of wastewater
discharged to the sewer collection system

BOD

5%

$620,426

Recovered based on the quality of the
wastewater discharged as measured by the
biochemical oxygen demand

TSS

5%

$620,426

Recovered based on the quality of the
wastewater discharged as measured by the total
suspended solids

The detailed calculations for Section 5.2 Wastewater System Cost of Service Analysis are included in Appendix
A and D of this report. For Appendix A refer to tables for District Revenue and Operation and Maintenance
Allocation, and Water Purchases. For Appendix D refer to tables for Functional Allocation – Wastewater, and
Customer Allocation – Wastewater.
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6 RATE DESIGN ANALYSIS
The rate design analysis links the customer class costs with the water rates necessary to achieve cost recovery.
The focus of this process is to achieve full cost recovery and substantiate that each customer class is paying
its fair and proportionate share of the system costs of providing service.

6.1 RATE STRUCTURE OBJECTIVES AND GOALS
As outlined in the Cost of Service Analysis in Chapter 5, the District must proportionally and equitably allocate
the costs of providing service to customers. Within the structure of that methodology, the District has some
flexibility in meeting its strategic policy objectives. In evaluating rate structure modifications, the District
considered the impacts to both the District and its customers.
The District’s rate structure must achieve several key metrics as outlined in Figure 6-1 below:
FIGURE 6-1

RATE STRUCTURE KEY METRICS

Clear and understandable
Easily administered

Proportionally recovers costs
Aligns with cost of service principles
Provides revenue stability
Complies with legal and regulatory requirements
Given the numerous and, at times, competing elements of rate design, selection of an appropriate rate
structure is complex. There is no single structure that meets all objectives equally. Furthermore, not all
objectives are valued equally by all agencies. Each objective has merit and plays an important role when
implementing changes and evaluating the overall effectiveness of proposed changes. These elements and
competing objectives were discussed and evaluated at length throughout the financial and rate Study
process.
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6.2 FIXED SERVICE CHARGES FOR WATER SERVICE
The District currently collects fixed water revenue through a monthly fixed service charge. Both potable and
recycled water customers pay this charge, as well as fire service customers. The District evaluated several
proposed changes to the monthly fixed service charges. The four primary changes evaluated were:
1. Adjustments to the meter ratios to bring them closer in line with industry standards and current
customer usage patterns;
2. Aligning the 1-inch meter charge with the ¾-inch charge, acknowledging that new building
standards require single-family homes to install a 1-inch meter to supply required fire protection
devices;
3. Continue to recover fixed operational and capital costs through the monthly fixed service charges;
4. Maintain a uniform fixed service charge that would apply to all potable and recycled water
customers, recognizing the interconnected nature of these the general water delivery system for
domestic and irrigation usage and the storage and delivery system required to provide water for
emergencies when required; and
5. Implement a unique fire meter monthly fixed charge to account for the fact that these users do not
contribute to certain fixed costs of the water system, as they do not regularly draw water from the
District’s system.
The District’s monthly fixed service charge, like most agencies, is comprised of both an account and a meter
capacity charge component. All customers pay a flat account portion, intended to recover uniform costs like
meter reading and customer service. Additionally, all customers pay a capacity-based portion that varies
based on the size of the meter their property. The District must size its system to be able to accommodate
these larger meters due to a greater potential water demand they may place on the water system, so there
are greater capital costs. Regardless of how much water a customer uses, the District has incurred costs to
make that water available at any time to that customer. Consequently, the monthly fixed service charges
recover capacity-related costs in proportion to the hydraulic capacity of the customer’s water meter, or
potential to draw of water from the District’s system.

Meter Ratio Realignment
The meter ratio is a measure of the maximum flow of water that can pass through a meter. As part of this
rate update, the District revisited the current meter ratios to confirm that they align with current industry
standards and accurately reflect specific demands within the District’s service area.
Based on hydraulic capacity, a ¾-inch meter can draw 30 gallons per minute. A 1-inch meter can draw 50
gallons per minute or 67 percent more than a ¾-inch meter. Under the current rates, an account with a 1inch meter pays a higher monthly charge than an account with a ¾-inch meter for the increased hydraulic
capacity.
Of note, the realignment is intended to bring the District’s billing ratios closer in line with current industry
standards, customer usage patterns, and cost-of-service based on updated data. This realignment is
recommended for both potable and recycled water customers.
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The District’s current meter equivalent factors are a combination of an account ratio, a meter ratio, and a
demand ratio. The monthly fixed service charge and meter ratio is shown in Table 6-1.
TABLE 6-1

CURRENT MONTHLY FIXED SERVICE CHARGE

METER SIZE

RATIO

AMOUNT

¾”

1.00

$23.05

1"

1.23

$28.30

1 ½”

1.68

$38.82

2"

2.43

$56.03

2 ½”

4.36

$100.50

3"

6.29

$144.96

4"

9.09

$209.45

6"

16.38

$377.55

8”

25.50

$587.70

10”

38.21

$880.80

The account charge is uniform for users at all meter sizes, while the meter and demand components are both
escalated according to meter size. The hydraulic ratio for the ¾- and 1-inch residential meters are given
the same flow capacity ratio due to installation of 1-inch residential meters based on plumbing regulations.
All other meters are scaled based on hydraulic capacity relative to the ¾-inch flow rate of 30 gallons per
minute.
Based on this analysis, the District’s meter ratios are updated per industry standards using meter ratios
developed by the American Water Works Association (AWWA) and published in the Principles of Water
Rates, Fees, and Charges: Manual of Water Supply Practice M1 (M1 Manual). These ratios are based on
standard maximum operating capacities for each meter type and size. The ratios are calculated as the ratio
of the given meter size maximum hydraulic capacity to the baseline meter size maximum capacity. In the
District’s case, the ¾-inch meter serves as the baseline and has a hydraulic capacity of 30 gallons per minute.
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The AWWA ratios are found in Table 6-2. For example, column two of Table 6-2 shows that the flow through
a 2-inch meter is 5.33 times that of a ¾-inch meter and therefore the meter capacity component of the fixed
base charge is 5.33 times that of the ¾-inch meter.
TABLE 6-2

AWWA METER CAPACITIES AND RATIOS

METER SIZE

MAX CAPACITY
(GALLONS PER MINUTE)

RATIO TO ¾”

¾” & 1” Res.

30

1.00

1" Commercial

50

1.67

1 ½”

100

3.33

2"

160

5.33

2 ½”

230

7.67

3"

320

10.67

4"

500

16.67

6"

1,000

33.33

8”

1,600

53.33

10”

2,400

80.00

The proposed meter ratios and the updated total MEUs is summarized in Table 6-3.
TABLE 6-3

PROPOSED WATER METER RATIOS
METER SIZE

PROPOSED RATIO

NUMBER ACCOUNTS (FY 2020)

TOTAL METER EQUIVALENT UNITS

¾” & 1” Res.

1.00

51,783

51,783

1" Commercial

1.67

102

170

1 ½”

3.30

1,072

3,539

2"

5.30

3,987

21,132

2 ½”

7.70

87

669

3"

10.70

42

446

4"

16.70

136

2,279

6"

33.30

126

4,206

8”

53.30

208

11,094

10”

80.00

14

1,131

57,558

96,449

Total

Monthly Fixed Service Charges
Because of the highly integrated nature of the recycled and potable water systems, the District charges a
blended fixed charge for all water connections to the system – potable water, recycled water, and fire
service customers to cover costs unrelated to the amount of water used. These various water users benefit
from the joint operations of the systems and the inherent reliability from use of both potable and recycled
water. Therefore, a blended approach makes sense in order to recognize the overlapping needs of these
systems, from both an operational and a capital standpoint.
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Fixed Charge Calculation
The District’s monthly fixed service charges are composed of two components, as described previously. The
first portion is the customer component, which is assessed on a per account basis. The second portion is the
meter capacity component. The calculation for both components (the revenue requirement ÷ the number of
accounts ÷ the number of months in the fiscal year) is shown in Table 6-4.
TABLE 6-4

MONTHLY FIXED SERIVCE CHARGE
CALCULATION STEP

CUSTOMER

CAPACITY FIRE & NON-FIRE

CAPACITY NON-FIRE

$8,673,873

$10,382,394

$1,445,948

57,558

96,449

75,594

Component Charge (A) ÷ (B) ÷ 12

$12.56

$8.98

$1.59

Monthly Service Charge (Base ¾-inch)

$12.56

$8.98

$1.59

Revenue Requirement (A)(1)
Number of Accounts

(B) (2)

Notes:
(1) From Table 5-1.
(2) From Table 6-3.
The customer and capacity rates are forecasted for the next five years, outlined in Table 6-4 and Table
6-5, respectively, with the total monthly service charge (the sum of the capacity and customer components)
in Table 6-5. These rates apply to all water customers – potable water customers; recycled water customers;
and fire service customers.
The charges by meter size are shown in Table 6-5 below:
TABLE 6-5

FY 2020 WATER MONTHLY FIXED SERVICE CHARGE

METER SIZE

METER RATIO

CUSTOMER
COMPONENT

CAPACITY
COMPONENT:
FIRE & NON-FIRE

¾” & 1” Res.

1

$12.56

$8.98

1" Commercial

1.7

$12.56

1 ½”

3.3

2"

TOTAL CHARGE:
RESIDENTIAL,
COMMERICAL &
IRRIGATION
METERS

TOTAL CHARGE:
FIRE METERS

$1.59

$23.13

NA

$14.96

$2.66

$30.18

$27.52

$12.56

$29.62

$5.26

$47.45

$42.19

5.3

$12.56

$47.58

$8.45

$68.59

$60.14

2 ½”

7.7

$12.56

$69.12

$12.27

$93.96

$81.69

3"

10.7

$12.56

$96.05

$17.06

$125.67

$108.62

4"

16.7

$12.56

$149.91

$26.62

$189.10

$162.48

6"

33.3

$12.56

$298.93

$53.08

$364.57

$311.49

8”

53.3

$12.56

$478.47

$84.96

$575.99

$491.03

10”

80

$12.56

$718.15

$127.52

NA

$730.72

Notes
•

Total has been rounded up to the nearest $0.01.

•

Rates for FY 2021 and beyond are estimated.
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Proposed Changes to Tiers and Water Budgets
Tier Structure Changes
In addition to updating the charge per hundred cubic feet (ccf) for the commodity charge rates in order to
reflect current costs and customer demands, the District is changing the tier structure for residential and
irrigation customers. While the individual budgets would not change, the number of tiers by customer class
would be reduced. Residential customers would see five tiers be reduced to four, and irrigation customers
tiers would decrease from five to three. The District believes that this simplification will be easier for customers
to understand and administer, particularly for irrigation accounts. This modification does not affect nontiered customers.

Household Budget Changes
The District currently allocates 55 gallons per capita per day (GPCD) for residential customers’ indoor water
budgets. Equation 6-1 outlines the proposed changes to the monthly indoor allocation equation used by the
District.
EQUATION 6-1

INDOOR MONTHLY BUDGET ALLOCATION

𝐼𝑛𝑑𝑜𝑜𝑟 𝐵𝑢𝑑𝑔𝑒𝑡 = 𝐻𝑜𝑢𝑠𝑒ℎ𝑜𝑙𝑑 𝑆𝑖𝑧𝑒 ×

55 𝑔𝑎𝑙𝑙𝑜𝑛𝑠
𝑑𝑎𝑦𝑠
𝐶𝐶𝐹
×
×
𝑝𝑒𝑟𝑠𝑜𝑛𝑠 𝑝𝑒𝑟 𝑑𝑎𝑦 𝑏𝑖𝑙𝑙𝑖𝑛𝑔 𝑐𝑦𝑐𝑙𝑒 748 𝑔𝑎𝑙𝑙𝑜𝑛𝑠

For single-family residential customers, the District assumes four people per household, which equates to nine
ccf per account. For multi-family residential customers, it is assumed that the average household has three
occupants. The household sizes are based on data from the US Census Bureau’s American Community Survey,
rounded up to the nearest whole person. Accordingly, the District is modifying the multi-family tiers so that
Tier 1, or the indoor budget equivalent, is set up to seven ccf per month, which is an increase from three ccf
per month.

Irrigation Budgets
The District currently allocates the outdoor budget based on landscaped area size and utilizes the average
evapotranspiration to determine the needed irrigation volume for reasonable outdoor needs. No changes
are recommended at this time for either of these components. The District’s outdoor allocation formula also
includes a conservation factor that is intended to adjust the ETo to bring it in line with reasonable landscape
needs.
Equation 6-2 outlines the monthly outdoor allocation equation used by the District.
EQUATION 6-2

OUTDOOR MONTHLY BUDGET ALLOCATION

Landscape Budget

=

(Eto x ETAF x Area)
1,200

Where:
•
•
•
•

ETO = reference evapotranspiration, a measure of landscape irrigation needs due to climate factors
(rainfall, humidity, temperature, and other variables). This value changes each month, and is typically
higher in the summer and lower in the winter
ETAF = irrigation efficiency and plant adjustment factor, which is set at 0.8 for potable water users
and 1.0 for recycled water users
Area = landscape area, measured in square feet
Conversion Factor = is used to convert the value to hundred cubic feet
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As noted in Chapter 3, the District’s irrigation efficiency factor aligns with the California Department of
Water Resources (DWR) Model Water Efficient Landscape Ordinance. DWR has recommended that all
customers with a “non-rehabilitated” landscape—landscaping that has not been converted to a droughtresistant species, and still consists primarily of turf grasses—receive an evapotranspiration adjustment factor
(ETAF)6 of 0.8. For recycled water irrigation customers, this factor was recently modified to align with the
Ordinance at 1.0.

Tier Changes
The District’s single-family residential customers will continue to receive indoor and outdoor water budgets,
while irrigation customers will receive only an outdoor water budget. Multi-family residential customers will
remain on a tiered rate structure, but the tier sizes will be modified slightly to account for assumed indoor
water demands.
Under the District’s current rate structure, residential Tier 1 and 2 water allotments align with the indoor and
outdoor water budgets, respectively. The District proposes to maintain this structure as part of the new rate
package. Irrigation customers, which use water for outdoor purposes only, would have Tier 1 and 2 combined
into a single In-Budget tier.
FIGURE 6-2

PROPOSED RESIDENTIAL BUDGET & TIER REALIGNMENT

Landscaping can lose water through either evaporation from soil or other surfaces, or from transpiration from plants.
Evapotranspiration (ET) is the measurement and summation of those two sources of water loss. The reference ET for a
given climate zone is a measure of water loss using turf grass that completely shades the soil. The ETAF is used to either
increase or decrease the allocated water based on this reference ET, taking into account both irrigation efficiency and
plant needs. An ETAF of 1.0 assumes no adjustment, and is used for 100% turf grass landscaping, while a lower ETAF
assumes that there is some other ground cover with a reduced need for supplemental irrigation.
6
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FIGURE 6-3

PROPOSED IRRIGATION BUDGET & TIER REALIGNMENT

Multi-Family Considerations
Multi-family customers do not currently have individual water budgets. Rather, the tier sizes are uniform for
all class users. The current tier breaks were originally developed in the early 2000s. With the District’s
general proposal to reduce the number of rate tiers, as well as a result of our detailed review of multifamily demand patterns, the District is recommending a change to the tier breaks as follows:
TABLE 6-6

MULTI-FAMILY TIERS
CURRENT

PROPOSED

Tier 1

0-3 ccf

Tier 1

0-7 ccf

Tier 2

4-6 ccf

Tier 2

8-12 ccf

Tier 3

7-12 ccf

Tier 4

13-24 ccf

Tier 3

13-24 ccf

Tier 5

25+ ccf

Tier 4

25+ ccf

This modification assumes three people per household and is similar to the approach for assigning the singlefamily indoor budget. The tier change will better apportion costs to multi-family customers and will
incidentally result in a cost savings to most customers within this class.
The detailed calculations for Section 6.2 Fixed Service Charges for Water Service are included in Appendix B
and C of this report. For Appendix B refer to tables for Customer Allocation – Potable Water, and Customer
Allocation – Recycled Water. For Appendix C refer to the table on Water and Recycled water Fixed Charges.

6.3 POTABLE WATER COMMODITY CHARGE RATE DESIGN
Residential Commodity Charge Tiered Rate Calculation
The water commodity charges recover the costs of the District’s potable water supplies. The District’s
residential customers include single-family and multi-family accounts. These customers are charged a common
unit cost per tier for each ccf of water they consume. As discussed in Section 5 and shown in Table 5-1, the
District allocates a portion of its 1% property tax revenues to offset commodity charges for in-budget usage.
This is detailed in the tables below for Residential Tier 1 and Tier 2.
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Tier 1
The Tier 1 rate is the combination of available water treated through the Baker Plant, with a small portion
of MET treated water.

Supply Component
TABLE 6-7

RESIDENTIAL TIER 1 SUPPLY UNIT COST CALCULATION
CATEGORY

Supply Costs (A)
Projected Tier 1 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A ÷ B)

FY 2020
$10,569,965
4,394,204
$2.41

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

MET Capacity Charge Component Calculation
TABLE 6-8

MET CAPACITY CHARGE UNIT COST CALCULATION
CATEGORY

Costs (A)

FY 2020
$32,010

Projected Tier 1 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A÷B)

4,394,204
$0.01

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

1% Property Tax Offset Calculation
TABLE 6-9

1% PROPERTY TAX OFFSET CALCULATION
CATEGORY

FY 2020

Offset (A)

($941,303)

Projected Tier 1 Demand
(CCF) (B)

4,394,204

Per Unit Offset ($/CCF)
(A÷B)

($0.21)

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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Residential Tier 1 Commodity Charge Rate Calculation
TABLE 6-10

RESIDENTIAL TIER 1 RATE CALCULATION
CATEGORY

Supply (A)

FY 2020
$2.41

(1)

MET Capacity Charge (B)

(2)

WUE (C)

$0.01
$0.00

1% Property Tax Offset

(D) (3)

Tier 1 Rate ($/CCF) (A+B+C-D)

($0.21)
$2.20

Notes:
(1) From Table 6-7.
(2) From Table 6-8.
(3) From Table 6-9.

Tier 2
The Tier 2 rate recovers the cost of MET treated water, a portion of the MET Capacity Charge, and the
District’s Water Use Efficiency costs.

Supply Component
TABLE 6-11

RESIDENTIAL TIER 2 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Supply Costs (A)

$ 4,897,527

Projected Tier 2 Demand (CCF) (B)

1,683,333

Per Unit Cost ($/CCF) (A÷B)

$2.91

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 2 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

MET Capacity Charge Component Calculation
TABLE 6-12

TIER 2 MET CAPACITY CHARGE UNIT COST CALCULATION
CATEGORY

Costs (A)
Projected Tier 2 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A÷B)

FY 2020
$49,786
1,683,333
$0.03

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 2 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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Water Use Efficiency (WUE) Component Calculation
TABLE 6-13

WUE UNIT TIER 2 COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$0

Projected Tier 2 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A÷B)

1,683,333
$0.00

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 2 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

1% Property Tax Offset Calculation
TABLE 6-14

1% PROPERTY TAX OFFSET CALCULATION
CATEGORY

FY 2020

Offset (A)

($627,535)

Projected Tier 2 Demand (CCF)
(B)

1,683,333

Per Unit Offset ($/CCF) (A÷B)

($0.37)

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 2 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Residential Tier 2 Commodity Charge Rate Calculation
TABLE 6-15

RESIDENTIAL TIER 2 RATE CALCUALTION
CATEGORY

Supply

FY 2020

(A) (1)

$2.91

MET Capacity Charge (B)
WUE

(2)

(C) (3)

1% Property Tax Offset

$0.00
(D) (4)

Tier 2 Rate ($/CCF) (A+B+C-D)

Notes:
(1)
(2)
(3)
(4)

$0.03
($0.37)
$2.57

From Table 6-11.
From Table 6-12.
From Table 6-13.
From Table 6-14.
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Tier 3
The Tier 3 rate recovers the cost of MET treated water, a portion of the MET Capacity Charge, and the
District’s WUE costs.

Supply Component
TABLE 6-16

RESIDENTIAL TIER 3 SUPPLY UNIT COST CALCULATION
CATEGORY

Supply Costs(A)

FY 2020
$2,224,390

Projected Tier 3 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A÷B)

764,547
$2.91

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 3 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

MET Capacity Charge Component Calculation
TABLE 6-17

TIER 3 MET CAPACITY CHARGE COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$61,978

Projected Tier 3 Demand (CCF) (B)

764,547

Per Unit Cost ($/CCF) (A÷B)

$0.08

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 3 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Water Use Efficiency (WUE) Component Calculation
TABLE 6-18

WUE UNIT TIER 3 RATE CALCULATION
CATEGORY

FY 2020

Costs (A)

$281,301

Projected Tier 3 Demand (CCF) (B)

764,547

Per Unit Cost ($/CCF) (A÷B)

$0.37

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 3 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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Residential Tier 3 Commodity Charge Rate Calculation
TABLE 6-19

RESIDENTIAL TIER 3 RATE CALCULATION
CATEGORY

Supply

$2.91

MET Capacity Charge
WUE

FY 2020

(A) (1)
(B) (2)

(C) (3)

$0.08
$0.37

Tier 3 Rate ($/CCF) (A+B+C)

$3.36

Notes:
(1) From Table 6-16.
(2) From Table 6-17.
(3) From Table 6-18.

Tier 4
The Tier 4 rate recovers the cost of MET treated water, a portion of the MET Capacity Charge, and the
District’s WUE costs.

Supply Component
TABLE 6-20

RESIDENTIAL TIER 4 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Supply Costs (A)

$360,038

Projected Tier 4 Demand (CCF) (B)

123,749

Per Unit Cost ($/CCF) (A÷B)

$2.91

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 4 Demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

MET Capacity Charge Component Calculation
TABLE 6-21

TIER 4 MET CAPACITY CHARGE UNIT COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$77,387

Projected Tier 4 Demand (CCF) (B)

123,749

Per Unit Cost ($/CCF) (A÷B)

$0.63

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 4 Demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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Water Use Efficiency (WUE) Component Calculation
TABLE 6-22

WUE UNIT TIER 4 RATE CALCULATION
CATEGORY

FY 2020

Costs (A)

$246,138

Projected Tier 4 Demand (CCF) (B)

123,749

Per Unit Cost ($/CCF) (A÷B)

$1.99

Notes:
• From Table 5-4. All values are in thousand dollars.
• Tier 4 Demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Residential Tier 4 Commodity Charge Rate Calculation
TABLE 6-23

RESIDENTIAL TIER 4 RATE CALCULATION
CATEGORY

FY 2020

Supply(A) (1)

$2.91

MET Capacity Charge (B)
WUE (C)

$0.63

(2)

$1.99

(3)

Tier 4 Rate Cost ($/CCF) (A+B+C)

$5.53

Notes:
(1) From Table 6-20.
(2) From Table 6-21.
(3) From Table 6-22.

Residential Tiered Rate Summary
TABLE 6-24

PROPOSED TIER RATE SUMMARY
PROPOSED

RESIDENTIAL

FY 2020

FY 2021

FY 2022

PROJECTED
FY 2023

Tier 1

$2.20

$2.38

$2.51

$2.71

$2.93

Tier 2

$2.57

$2.79

$2.91

$3.11

$3.36

Tier 3

$3.36

$3.64

$3.81

$3.87

$3.92

Tier 4

$5.53

$6.06

$6.52

$6.52

$6.51
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Irrigation Commodity Charge Tiered Rate Calculation
As with residential customers, all outdoor irrigation demands are provided treated water purchased from
MET through MWDOC. As discussed in Section 5 and shown in Table 5-1, the District allocates a portion of
its 1% property tax revenues to offset commodity charges for in-budget usage. For irrigation customers this
is depicted in the tables below for Tier 1 commodity charges.

Tier 1
The Tier 1 rate is the combination of the District’s supplies, a portion of the MET Capacity Charge, and a
share of the District’s Water Use Efficiency Program costs.

Water Supply Component
TABLE 6-25

IRRIGATION TIER 1 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Supply Costs (A)

$4,310,675

Projected Tier 1 Demand (CCF) (B)

1,481,626

Per Unit Cost ($/CCF) (A÷B)

$2.91

Notes:
• From Table 5-6. All values are in thousand dollars.
• Total has been rounded up to the nearest $0.01.

MET Capacity Charge Component Calculation
TABLE 6-26

TIER 1 MET CAPACITY CHARGE UNIT COST CALCULATION
CATEGORY

FY 2020

Projected Tier 1 Demand (CCF) (B)

1,481,626

Costs (A)

$31,851

Per Unit Cost ($/CCF) (A÷B)

$0.02

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Water Use Efficiency (WUE) Component Calculation
TABLE 6-27

WUE UNIT TIER 1 RATE CALCULATION
CATEGORY

Costs (A)
Projected Tier 1 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A÷B)

FY 2020
$0
1,481,626
$0.00

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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1% Property Tax Offset Calculation
TABLE 6-28

1% PROPERTY TAX OFFSET CALCULATION
CATEGORY

FY 2020

Offset (A)

($543,966)

Projected Tier 1 Demand (CCF) (B)

1,481,626

Per Unit Offset ($/CCF) (A÷B)

($0.37)

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Tier 1 Commodity Charge Rate Calculation
TABLE 6-29

IRRIGATION TIER 1 RATE CALCULATION
CATEGORY

Supply

FY 2020

(A) (1)

$2.91

MET Capacity Charge (B)
WUE (C)

$0.02

(2)

$0.00

(3)

1% Property Tax Offset (D)

(4)

Tier 1 Rate ($/CCF) (A+B+C-D)

Notes:
(1)
(2)
(3)
(4)

($0.37)
$2.57

From Table 6-25.
From Table 6-26.
From Table 6-27.
From Table 6-28.

Tier 2
The Tier 2 rate is the combination of the District’s supplies, a portion of the MET Capacity Charge, and a
share of the District’s Water Use Efficiency Program costs.

Water Supply Component
TABLE 6-30

IRRIGATION TIER 2 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Supply Costs (A)

$943,530

Projected Tier 2 Demand (CCF) (B)

324,301

Per Unit Cost ($/CCF) (A÷B)

$2.91

Notes:
• From Table 5-6. All values are in thousand dollars.
• Total has been rounded up to the nearest $0.01.
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MET Capacity Charge Component Calculation
TABLE 6-31

TIER 2 MET CAPACITY CHARGE UNIT COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$53,390

Projected Tier 2 Demand (CCF) (B)

324,301

Per Unit Cost ($/CCF) (A÷B)

$0.16

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 2 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Water Use Efficiency (WUE) Component Calculation
TABLE 6-32

WUE UNIT TIER 2 RATE CALCULATION
CATEGORY

FY 2020

Costs (A)

$155,259

Projected Tier 2 Demand (CCF) (B)

324,301

Per Unit Cost ($/CCF) (A÷B)

$0.48

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 2 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Tier 2 Commodity Charge Rate Calculation
TABLE 6-33

IRRIGATION TIER 2 RATE CALCULATION
CATEGORY

Supply

MET Capacity Charge
WUE

FY 2020

(A) (1)

$2.91
(B) (2)

(C) (3)

Per Unit Cost ($/CCF) (A+B+C)

$0.16
$0.48
$3.56

Notes:
(1) From Table 6-30.
(2) From Table 6-31.
(3) From Table 6-32.
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Tier 3
The Tier 3 rate is the combination of the District’s supplies, a portion of the MET Capacity Charge, and a
share of the District’s Water Use Efficiency Program costs.

Water Supply Component
TABLE 6-34

IRRIGATION TIER 3 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Supply Costs (A)

$292,046

Projected Tier 3 Demand (CCF) (B)

100,379

Per Unit Cost ($/CCF) (A÷B)

$2.91

Notes:
• From Table 5-6. All values are in thousand dollars.
• Total has been rounded up to the nearest $0.01.

MET Capacity Charge Component Calculation
TABLE 6-35

TIER 3 MET CAPACITY CHARGE UNIT COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$66,663

Projected Tier 3 Demand (CCF) (B)

100,379

Per Unit Cost ($/CCF) (A÷B)

$0.66

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 3 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Water Use Efficiency (WUE) Component Calculation
TABLE 6-36

WUE UNIT TIER 3 RATE CALCULATION
CATEGORY

FY 2020

Costs (A)

$207,012

Projected Tier 3 Demand (CCF) (B)

100,379

Per Unit Cost ($/CCF) (A÷B)

$2.06

Notes:
• From Table 5-6. All values are in thousand dollars.
• Tier 3 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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Irrigation Tier 3 Commodity Charge Rate Calculation
TABLE 6-37

IRRIGATION TIER 3 RATE CALCULATION
CATEGORY

Supply (A)

$2.91

MET Capacity Charge
WUE

FY 2020

(1)

(B) (2)

$0.66

(C) (3)

$2.06

Tier 3 Rate ($/CCF) (A+B+C)

$5.64

Notes:
(1) From Table 6-34.
(2) From Table 6-35.
(3) From Table 6-36.

Power Surcharge Costs
In addition to recovering a base unit cost of water, the District also recovers the cost of pumping water
through a power surcharge by elevation zone. The proposed rates for the power surcharge for FY 2020
are as follows:7
TABLE 6-38

PROPOSED POTABLE WATER PUMPING CHARGE CALCULATION

CALCULATION STEP

ZONE 3

ZONE 4

ZONE 5

Revenue Requirement (A)

$190,547

$582,440

$180,243

Total CCF Sold (B)

1,872,577

3,319,815

608,015

$0.11

$0.18

$0.30

Per Unit Charge (A÷B)

Notes:
• Refer to Appendix C.

7

The District had previously referred to Zones 3, 4, and 5 as Zones 3, 4, and 5 in its billing system.
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Based on power surcharge calculations in Table 6-38, the forecasted rates for the power surcharges for all
potable water usage is as follows:
TABLE 6-39

POWER SURCHAGE RATES FIVE YEAR OUTLOOK

WATER ZONE

CURRENT
FY 2019

PROPOSED
FY 2022

PROJECTED
FY 2023

FY 2020

FY 2021

FY 2024

3

$0.28

$0.11

$0.11

$0.11

$0.12

$0.12

4

$0.40

$0.18

$0.19

$0.19

$0.20

$0.20

5

$0.55

$0.30

$0.31

$0.32

$0.33

$0.34

Recycled Water Commodity Charge Rates
Approximately, one-fourth of the retail water sold by the District is recycled water. The District has been
successful in converting irrigation customers to recycled water where feasible. And, while there is an upfront
capital investment, implementing recycled water has allowed the District to reduce the cost of buying
imported water through MWDOC and its reliance on non-local supplies.
Similar to potable water rates, the recycled water commodity charge rates recover the cost of recycled
water supplies, storage, and pumping. The District produces the majority of its recycled water supplies at its
water reclamation plants, through the collection of urban return flows, and with the purchase of supplemental
flows from Irvine Ranch Water District and Moulton Niguel Water District, groundwater from Rancho Mission
Viejo. The District also is entering into a long-term agreement with the City of San Clemente to purchase
supplemental supplies. The Trampas Canyon Dam and Reservoir (Trampas Reservoir) will allow the District
to store recycled water in the winter and draw on that water during the peak summer months. In the interim,
until the reservoir is operational and filled, the District will need to continue to buy some supplemental
imported potable water from MWDOC to meet its peak summer demands.
Tier 1 recycled water commodity charges recover general recycled water supply and storage costs. As
customers exceed their budget, especially during the peak summer months, the District must maintain excess
seasonal storage and buy supplemental imported potable water. When the Trampas Reservoir begins
operations in FY 2021, the recycled water commodity charge rates will increase to fund these costs, which
includes the debt service on the loan used to finance a portion of the project. As noted in Chapter 5, Trampas
Reservoir related costs are allocated to all recycled water commodity charge rates. However, as a seasonal
storage reservoir, customers using water in excess of their recycled water budget, particularly in the summer
months, will more heavily rely on the District having this stored water. Consequently, out-of-budget usage
will fund a slightly greater share of these costs. As result, the Tier 2 and 3 rates incorporate an incrementally
higher share of Trampas Reservoir seasonal storage costs.
Tier 3 rates include the estimated costs of imported, potable water purchased to meet peak summer recycled
water customer demand. Absent this peak summer usage, the District would be able to meet its recycled
water demand with locally produced recycled water. In time, the District hopes to cease purchasing this
potable water for recycled water demands, with the completion of future recycled water projects. To the
extent imported water is no longer utilized in future years, the District would adjust the rates for Tier 3
accordingly.
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Tier 1
The Tier 1 rate is the combination of the District’s general recycled water distribution, supply, and storage
costs.

Rate Components
TABLE 6-40

RECYCLED WATER TIER 1 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$6,047,689

Projected Tier 1 Demand (CCF) (B)

2,742,265

Per Unit Cost ($/CCF) (A÷B)

$2.21

Notes:
• From Table 5-10. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Tier 2
The Tier 2 rate is the combination of the District’s distribution, supply, and greater share of seasonal storage
costs.

Rate Components
TABLE 6-41

RECYCLED WATER TIER 2 SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$353,772

Projected Tier 2 Demand (CCF) (B)

135,170

Per Unit Cost ($/CCF) (A÷B)

$2.62

Notes:
• From Table 5-10. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.
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Tier 3
The Tier 3 rate incorporates a portion of the District’s seasonal storage costs and supplemental potable
water purchases currently required to meet peak demands.

Rate Components
TABLE 6-42

RECYCLED WATER TIER 3 SUPPLY UNIT COST CALCULATION
CATEGORY

Costs (A)

FY 2020
$156,083

Projected Tier 3 Demand (CCF) (B)
Per Unit Cost ($/CCF) (A÷B)

31,876
$4.90

Notes:
• From Table 5-10. All values are in thousand dollars.
• Tier 1 demand is capped based on available supplies.
• Total has been rounded up to the nearest $0.01.

Recycled Water Uniform Rate
For customers that use recycled water for non-irrigation purposes (e.g. general commercial purposes), the
District charges a uniform recycled water rate. Any recycled water usage for construction activities or nonpermanent connections will be charged uniformly at Tier 2 recycled water rate. This construction rate,
commensurate with the Tier 2 recycled water commodity rate, accounts for the cost of recycled water,
charged at the Tier 1 rate, plus a cost for accessing the District’s water systems. The District’s infrastructure
was primarily funded using tax supported bonds paid for by ongoing customers with a permanent connection
to the District’s system through their annual property taxes. Conversely, construction meters are temporary
meters and do not pay property taxes nor have ongoing costs once the meter is removed. Consequently, the
construction rate includes an incremental cost to pay for access to the system and reimburses the District’s
ongoing customers for the system that they funded.

Rate Components
TABLE 6-43

RECYCLED WATER UNIFORM RATE SUPPLY UNIT COST CALCULATION
CATEGORY

FY 2020

Costs (A)

$571,745

Projected Tier 3 Demand (CCF) (B)

263,690

Per Unit Cost ($/CCF) (A÷B)

$2.17

Notes:
• Refer to Appendix B.
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The summary of the proposed and projected recycled water commodity charge rates is presented as follows:
TABLE 6-44

RECYCLED WATER FIVE YEAR OUTLOOK ($/CCF)

RECYCLED – TIERED

CURRENT
FY 2019

FY 2020

PROPOSED
FY 2021

FY 2022

PROJECTED
FY 2023

FY 2024

Tier 1

$1.82

$2.21

$2.41

$2.67

$2.71

$2.76

Tier 2

$2.39

$2.62

$2.87

$3.22

$3.23

$3.24

Tier 3

$2.44

$4.90

$5.22

$5.72

$5.67

$5.64

Tier 4

$2.66

N/A

N/A

N/A

N/A

Tier 5

$5.32

N/A

N/A

N/A

N/A

RECYCLED – UNIFORM

FY 2019 (1)

FY 2020

FY 2021

FY 2022

FY 2023

FY 2024

All Usage

$1.82

$2.17

$2.36

$2.61

$2.66

$2.71

N/A
N/A

Similar to potable water, the District also recovers pumping costs from recycled water users.
TABLE 6-45

PROPOSED RECYCLED WATER POWER SURCHARGE CALCULATION

CALCULATION STEP

ZONE C

ZONE D

ZONE E

Revenue Requirement (A)

$209,823

$255,553

$68,554

Total CCF Sold (B)

892,658

612,934

129,617

$0.24

$0.42

$0.53

Per Unit Cost (A÷B)

Notes:
• Refer to Appendix C.
Based on the calculations in Table 6-45, the proposed rates for the power surcharges are as follows:
TABLE 6-46

POWER SURCHARGE RATES FIVE YEAR OUTLOOK
CURRENT
FY 2019

PROPOSED
FY 2020
FY 2021

C

$0.20

$0.24

D

$0.37

E

$0.53

RECYCLED WATER ZONE
IRRIGATION (NON-DOMESTIC)

FY 2022

PROJECTED
FY 2023

FY 2024

$0.25

$0.26

$0.26

$0.27

$0.42

$0.44

$0.45

$0.46

$0.48

$0.53

$0.55

$0.57

$0.59

$0.60

The detailed calculations for Section 6.3 Potable Water Commodity Charge Rate Design are included in
Appendix B and C of this report. For Appendix B refer to tables for Customer Allocation – Potable Water, and
Customer Allocation – Recycled Water. For Appendix C refer to tables for Water Commodity Rate Design,
Recycled Water Commodity Rate Design, and Power Surcharge Rate Design

6.4 WASTEWATER RATE DESIGN
Consistent with the District’s water rate structure, the wastewater rates consist of two charges:
1. Fixed Service Charge – Customers pay a fixed charge which varies based on their customer class
and meter size. The fixed charge recovers the District’s fixed operational costs of the wastewater
system, as well as the costs of wastewater capital projects.
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2. Commodity Charge – Customers pay a volume-based changed based on the wastewater estimated
to be discharged into the District’s collection system. These charges vary by customer class based on
the on differences in the strength of wastewater discharged.
The customer class-specific wastewater commodity charge rates are based on the estimated concentration
of biochemical oxygen demand (BOD) and total suspended solids (TSS). For example, the BOD loadings of
a restaurant will be higher than an office building due to the organics washed into the collection system
during food preparation and clean-up. The same criteria are applied to fixed service charge, as each
customer class and meter size group has different capacity requirement on the infrastructure.

Monthly Fixed Service Charge
The customer class-specific wastewater fixed charges are based on both meter size and the estimated
concentration of biochemical oxygen demand (BOD) and total suspended solids (TSS). For example, the BOD
loadings of a restaurant will be higher than an office building due to the organics washed into the collection
system during food preparation and clean-up. Each meter size group has different capacity requirement on
the infrastructure.
The table below shows the flow and strength assumptions.
TABLE 6-47

WASTEWATER FLOW AND STRENGTH ASSUMPTIONS

CUSTOMER CLASS

FLOW DISCHARGE

Single-Family Residential

Max. of 9
ccf/month

Multi-Family Residential

Max. of 7
ccf/month
90% of water
usage

Commercial – C1
Commercial – C2
Commercial – C3
Commercial – C4
Commercial – CR

90% of water
usage
90% of water
usage
90% of water
usage
90% of water
usage

BOD ASSUMPTION
(MG/L)

LBS OF BOD PER
CCF

TSS ASSUMPTION
(MG/L)

LBS OF TSS PER CCF

310

1.93

330

2.05

310

1.93

330

2.05

250

1.56

150

0.93

310

1.93

330

2.05

500

3.11

600

3.73

1,000

6.22

800

4.98

200

1.24

200

1.24
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Proposed Wastewater Fixed Charges
The District’s intent is to ensure wastewater fixed charges are equitable and correctly reflect each customer
class’s true share of the total fixed costs. The proposed fixed charges consider two categories of costs to be
recovered. First, costs such as billing, customer service and other administrative functions are allocated evenly
to each customer/account as it requires the same effort for all types of customers.
TABLE 6-48

PROPOSED WASTEWATER MONTHLY ACCOUNT SERVICE CHARGE CALCULATION
CALCULATION STEP

ACCOUNT SERVICE

Revenue Requirement (A)

$7,304,892

Total Accounts

53,267

Annual Bills (Accounts x 12) (B)

639,208

Monthly Fixed Charge (A÷B)

$11.43

Notes:
• From Table 5-13. Totals in thousand dollars.
Second, costs related to the treatment of wastewater based on the strength of the wastewater discharged
into the wastewater collection system, is allocated to each equivalent dwelling unit (EDU). As different
customer class and (water) meter size leads to different strength of wastewater discharge, EDU is derived
from benchmarking commercial and multifamily customers’ relative flow/loadings strength against that of
average single-family customers.

Multi-Family Common Meter Rates
The District serves approximately 620 Multi-Family Common (MFC) accounts. These are accounts with a single
common meter that serves multiple dwelling units. Based on the District’s customer account records, the 620
MFC accounts serve 6,942 dwelling units, yet each account currently pays the same fixed monthly charge as
a single-family home. The proposed structure will charge a fee per dwelling unit on top of the service fee
per account. For each of such MFC accounts, the proposed monthly rate structure will be: Service Fee for the
Account, plus the Capacity Fee per Dwelling Unit multiplied by the total number of Dwelling Units for the
account.

Commercial Rates
Commercial accounts are currently charged the same fixed monthly charges as residential wastewater
customers, irrespective of meter size. Charging a monthly fixed charge that accounts for the size of the meter
and strength of the wastewater discharged, will more closely capture the unique costs associated with meter
size and customer class. The proposed structure calculates each commercial class’s flow and loading strength
as a multiplier of single-family benchmark, and further distinguishes between large meters (2” and above)
and small meters (lower than 2”). As a result, most commercial accounts will see an increase in their fixed
charge to reflect higher discharge volume and loading strength factors. The proposed monthly fixed charges
for commercial accounts will consist of the Service Fee plus a Capacity Fee based on the customer class and
meter size. The benchmarked flow and loading metrics are further aggregated to create an “EDU ratio”
specific to each customer class and (water) meter size. The EDU ratio is then used to calculate fixed charges,
with a single-family residential unit equal to one EDU.
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TABLE 6-49

WASTEWATER FLOW AND STRENGTH ASSUMPTIONS FOR FIXED CHARGE
METER SIZE

FLOW
ASSUMPTION
(CCF)

FLOW RATIO

BOD
ASSUMPTION
(MG/L)

Residential Single-Family

all meters

100

1

310

1.00

330

1.00

1

Residential Multi-Family

all meters

77.8

0.8

310

1.0

330

1.0

0.82

Commercial - C1

<=2"meter

100

1

250

0.81

150

0.45

0.93

Commercial - C1

3"&above meter

1000

10

250

0.81

150

0.45

8.13

Commercial - C2

<=2"meter

500

5

310

1.00

330

1.00

4.2

Commercial - C2

3"&above meter

1000

10

310

1.00

330

1.00

8.2

Commercial - C3

<=2"meter

500

5

500

1.61

600

1.82

4.34

Commercial - C3

3"&above meter

1000

10

500

1.61

600

1.82

8.34

Commercial - C4

<=2"meter

500

5

1000

3.23

800

2.42

4.57

Commercial - C4

3"&above meter

1000

10

1000

3.23

800

2.42

8.57

Commercial - CR

<=2"meter

100

1

200

0.65

200

0.61

0.93

Commercial - CR

3"&above meter

100

1

200

0.65

200

0.61

0.93

CUSTOMER CLASS

TABLE 6-50

BOD RATIO

TSS
ASSUMPTION
(MG/L)

WASTEWATER CAPACITY CHARGE
Meter Size

Capacity Charge/EDU

EDU Ratio

Residential Single-Family

all meters

$17.67

1.00

Total Capacity
Charge
$17.67

Residential Multi-Family

all meters

$17.67

0.82

$14.49

Commercial - C1

<=2"meter

$17.67

0.93

$16.43

Commercial - C1

3"&above meter

$17.67

8.13

$143.66

Commercial - C2

<=2"meter

$17.67

4.20

$74.21

Commercial - C2

3"&above meter

$17.67

8.20

$144.89

Commercial - C3

<=2"meter

$17.67

4.34

$76.69

Commercial - C3

3"&above meter

$17.67

8.34

$147.37

Commercial - C4

<=2"meter

$17.67

4.57

$80.75

Commercial - C4

3"&above meter

$17.67

8.57

$151.43

Commercial - CR

<=2"meter

$17.67

0.93

$16.43

Commercial - CR

3"&above meter

$17.67

0.93

$16.43

Customer Class
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Proposed Wastewater Commodity Charges
Wastewater commodity rates are developed based on a detailed allocation of operating costs. For
example, the District’s wastewater power costs relate to both moving wastewater through the collection
system, as well as treating water at the reclamation plants. Consequently, power costs are specifically
assigned to each function appropriately – pumping sewage at the District’s lift stations is recovered based
on the quantity of wastewater discharge to the system, while power costs to operate the aeration system
are recovered based on the organic loadings, or concentration of BOD.
As part of this Study, the District reviewed the basis for the flow and wastewater strength assumptions. The
District assesses wastewater rates based on customer class strength and the total projected water discharged
into the system based on metered potable water usage and assumptions regarding how much of that water
is returned to the wastewater system. Each class has a loadings assumption (total dissolved solids and
biochemical oxygen demand).
Table 6-51 below shows the unit cost calculation for flow, BOD, and TSS.
TABLE 6-51

PROPOSED WASTEWATER COMMODITY CHARGE RATE CALCULATION

CALCULATION STEP

FLOW

BOD

TSS

Revenue Requirement (A)

$2,039,592

$2,492,412

$696,727

Total Units (B)

4,946,894ccf

9,776,209lbs

10,174,023lbs

$0.41

$0.25

$0.07

Unit Charge (A÷B)

Notes:
• From Table 5-12. Totals in thousand dollars.
Table 6-52 is based on the calculations from Table 6-51. The commodity charge rates by customer class are
as follows:
TABLE 6-52

WASTEWATER COMMODITY CHARGE RATE PER CCF CALCULATION – FY 2020 PROPOSED

CUSTOMER CLASS

FLOW

BOD

TSS

FY 2020 TOTAL

Single-Family Residential

$0.41

$0.49

$0.14

$1.05

Multi-Family Residential

$0.41

$0.49

$0.14

$1.05

Commercial – C1

$0.41

$0.40

$0.06

$0.88

Commercial – C2

$0.41

$0.49

$0.14

$1.05

Commercial – C3

$0.41

$0.79

$0.26

$1.47

Commercial – C4

$0.41

$1.59

$0.34

$2.34

Commercial – CR

$0.41

$0.32

$0.09

$0.82
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Based on the calculations above, the proposed wastewater commodity charges per ccf are summarized in
Table 6-53 below. These charges reflect the unique loading characteristics by customer class.
TABLE 6-53

PROPOSED AND PROJECTED WASTEWATER COMMODITY CHARGE RATES
CURRENT
FY 2019

FY 2022

PROJECTED
FY 2023

FY 2020

FY 2021

Commercial – C1

$0.80

$0.88

$0.90

FY 2024

$0.92

$0.95

$0.97

Commercial – C2

$0.95

$1.05

$1.08

$1.10

$1.13

$1.16

Commercial – C3

$1.35

$1.47

$1.51

$1.54

$1.58

$1.61

Commercial – C4

$2.32

$2.34

$2.41

$2.47

$2.52

$2.58

Commercial – CR

$0.72

$0.82

$0.84

$0.86

$0.88

$0.91

Residential

$0.95

$1.05

$1.08

$1.10

$1.13

$1.16

COMMODITY RATES - WASTEWATER

PROPOSED

The detailed calculations for Section 6.4 are included in Appendix D of this report. Particularly, tables for
Customer Allocation – Wastewater, and Wastewater Rates.

6.5 MASTER METERED COMMUNITIES
Potable Water Charges
Master metered communities that have a single or limited number of meters that serve the entire development
will be charged potable water and wastewater rates based on the following:
Potable Water Fixed Base Monthly Charge
Consistent with the calculation method of potable water fixed base monthly charge for all other customers
as described in Table 6-4 above, the monthly fixed service charge for master metered communities will also
consist of two portions: 1) Monthly Customer Charge per account; and 2) Capacity Usage Charge component.
The Capacity Usage Charge is based on the highest month’s usage, measured in CCFs delivered to the
property, in the preceding fiscal year. During the first year of operations, the customer’s assumed water
demand will be used to set the Capacity Usage Charge.
The calculation for the fixed monthly water charge is shown in Table 6-54.
TABLE 6-54

FY 2020 FIXED MONTHLY WATER CHARGE

CALCULATION STEP

CUSTOMER CHARGE

CAPACITY USAGE

$8,673,873

$11,828,342

District's Total Units

57,558 accounts

12,526,335 ccf

Component Charge

$12.56 per month

$0.94 per ccf

$12.56

$0.94 x highest month’s usage
in preceding fiscal year

Revenue Requirement

Monthly Service Charge

Notes:
• From Table 5-1. Totals in thousand dollars.
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Table 6-55 outlines the projected fixed water charges for the next five years starting with FY 2020.
TABLE 6-55

PROPOSED FIXED WATER CHARGE - FIVE-YEAR OUTLOOK
CUSTOMER CHARGE

CAPACITY USAGE

FY 2020

$12.56

$0.94 x highest month’s usage in preceding fiscal year

FY 2021

$12.56

$1.00 x highest month’s usage in preceding fiscal year

FY 2022

$12.84

$1.04 x highest month’s usage in preceding fiscal year

FY 2023

$13.15

$1.05 x highest month’s usage in preceding fiscal year

FY 2024

$13.48

$1.02 x highest month’s usage in preceding fiscal year

Potable Water Commodity Charge
If there is a master meter serving mixed-use buildings within such a community, the District’s potable water
Commodity Charge rates for Commercial customers will be applied. If there are separate sub-meters for
meters serving mixed-use buildings within such a community, the District’s potable water Commodity Charge
rates for Commercial customers will be applied. For meters serving residential buildings within master
metered communities, the District’s potable water Commodity Charge rates for Multi-Family Residential
customers will be applied.

Wastewater Charges
Monthly Wastewater Fixed Service Charge for Master Metered Communities Consistent with the calculation
method of wastewater fixed service monthly charge for all other customers as described in Section 6.4
above, monthly fixed service charge master metered communities will also consist of two portions: 1) customer
component of flat $11.43 per month per meter, which is assessed on a per account basis; and 2) capacity
component. The capacity component for master metered communities will be based on District’s capacity rate
per ccf of $2.44 times 90 percent of the highest month’s usage, in number of units (ccf) delivered to the
property, in the preceding fiscal year. During the first year of operations, the customer’s assumed water
demand will be used to set the monthly fixed service charge.
The calculation for the monthly wastewater fixed service charge is shown in Table 6-56.
TABLE 6-56

PROPOSED WASTEWATER FIXED CHARGE CALCULATION

CALCULATION STEP

CUSTOMER

CAPACITY

$7,304,892

$12,048,886

District's Total Units

53,267

4,946,894

Component Charge

$11.43 per month

$2.44 per ccf

$11.43

$2.44 x highest month’s usage in
preceding fiscal year x 90%

Revenue Requirement

Monthly Service Charge

Notes:
• From Table 5-13. Totals in thousand dollars.
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Table 6-57 outlines the projected fixed monthly wastewater charges for the next five years starting with FY
2020.
TABLE 6-57

PROPOSED WASTEWATER FIXED CHARGE - FIVE-YEAR OUTLOOK
ACCOUNT SERVICE

CAPACITY

FY 2020

$11.43

$2.44 x highest month’s usage in preceding fiscal year x 90%

FY 2021

$11.32

$2.46 x highest month’s usage in preceding fiscal year x 90%

FY 2022

$12.19

$2.47 x highest month’s usage in preceding fiscal year x 90%

FY 2023

$13.58

$2.54 x highest month’s usage in preceding fiscal year x 90%

FY 2024

$14.59

$2.61 x highest month’s usage in preceding fiscal year x 90%

Wastewater Commodity Charge
The wastewater commodity charges will be calculated based on 90% of the amount of domestic water
delivered to a customer. The rate for the wastewater commodity charge will be based on the customer’s
predominant discharge, which will dictate the customer class that a customer is assigned for purposes of the
wastewater commodity charge. For example, if a hospital (or high strength customer) is the predominant
discharger, the Commercial-C4 rate will apply and shall be calculated based on 90% of the water delivered
to the customer times the Commercial-C4 wastewater commodity rate. If the use is predominantly residential,
then the District’s residential wastewater rate will apply. (These rates are shown in the table “Variable
Volumetric Rates (per CCF) – Wastewater” in the previous section).
If there is no predominant discharger, or if the District believes it is necessary for determining the wastewater
strength characteristics, the District may require a sampling study to be performed twice a year at the
owner’s expense to determine the strength of the wastewater discharge, which will be then used to determine
the wastewater commodity charges. The strength of the wastewater discharge will be based on the
concentration of biochemical oxygen demand (“BOD”) and total suspended solids (“TSS”) within the sampled
wastewater. The wastewater commodity charges will be calculated based on 90% of the amount of domestic
water delivered to a customer along with the corresponding pounds of BOD and pounds of TSS discharged
into the system based on the measured concentrations of each constituent.
The rates per CCF of flow and pounds of BOD and TSS, which will apply in the event the District conducts a
sampling study, are set forth in the table below:
Table 6-58

PROPOSED WASTEWATER COMMODITY CHARGE - FIVE-YEAR OUTLOOK
FLOW

BOD

TSS

FY 2020

$0.42

$0.26

$0.07

FY 2021

$0.43

$0.27

$0.08

FY 2022

$0.44

$0.27

$0.08

FY 2023

$0.45

$0.28

$0.08

FY 2024

$0.46

$0.29

$0.08

Notes:
• Amounts are rounded up to the nearest $0.01.
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The detailed calculations for Section 6.5 Master Metered Communities are included in Appendix C and D of
this report. For Appendix C refer to tables for Water and Recycled Water Fixed Charges, and Water
Commodity Rate Design. For Appendix D refer to table Wastewater Rates.

86

Santa Margarita Water District |Cost of Service and Rate Study

7 LIST OF APPENDICES
APPENDIX A – GENERAL ASSUMPTIONS, OPERATION AND MAINTENANCE (O&M)
COSTS, REVENUES, CAPITAL COSTS, FUNDING
Appendix A includes detailed calculations for the subsequent items:
•
•
•
•
•
•
•

Assumptions (Escalation Factors)
Service Line Allocation
Revenue Requirement
Capital Funding Summary
Capital Projects
Debt
Water Purchases
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APPENDIX B – POTABLE AND RECYCLED WATER CUSTOMER AND DEMAND FORECAST,
FUNCTIONAL AND CUSTOMER ALLOCATIONS
Appendix B includes detailed calculations for the subsequent items:
•
•
•
•
•
•

Customer Forecast – Potable and Recycled Water
Customer Data
Functional Allocation – Potable Water
Customer Allocation – Potable Water
Function Allocation – Recycled Water
Customer Allocation – Recycled Water
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APPENDIX C – POTABLE AND RECYCLED WATER FIXED AND COMMODITY CHARGES AND
POWER SURCHARGE
Appendix C includes detailed calculations for the subsequent items:
•
•
•
•

Water and Recycled Water Fixed Charges
Water Commodity Rate Design
Recycled Water Commodity Rate Design
Power Surcharge Rate Design
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APPENDIX D – WASTEWATER SYSTEM FORECAST, FUNCTIONAL AND CUSTOMER
ALLOCATIONS, FIXED AND COMMODITY CHARGES
Appendix includes detailed calculations for the subsequent items:
•
•
•
•
•

Wastewater Customer Forecast
Wastewater Customer Data
Functional Allocation – Wastewater
Customer Allocation – Wastewater
Wastewater Rates
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