
RESOLUTION NO. 2009.3 

RESOLUTION OF THE BOARD OF DIRECTORS OF THE 
SAN GORGONIO PASS WATER AGENCY 

ESTABLISHING WHOLESALE WATER RATES 

WHEREAS, the SAN GORGONIO PASS WATER AGENCY (Agency) is a State 
Water Project (SWP) Contractor authorized to acquire or contract to acquire 
waterworks, waters, and/or water rights, including, but not limited to, water from the 
State of California from the SWP, and to provide, sell, and deliver that water under the 
control of the Agency to cities and other territory, persons, corporations or private 
agencies within the Agency for use within the service area of said Agency. (Agency 
Law, Water Code Appendix §101-15, hereinafter referred to as the 11Agency Act".) 

WHEREAS, The San Gorgonio Pass Water Agency's mission is "to import 
supplemental water and to protect and enhance local water supplies for use by present 
and future water users and to sell imported water to local water districts within the 
service area of the San Gorgonio Pass Water Agency. The San Gorgonio Pass Water 
Agency promotes water conservation, education and efficient use of our water 
resources. The Agency's goal is to maximize the quality, quantity and reliability of 
available water in the most financially responsible and environmentally sensitive 
manner." 

WHEREAS, the Board of Directors (Board) is authorized to fix the rates at which 
water should be sold and to establish different rates for different classes or conditions of 
service. (Agency Act, §101-16.) So far as practicable, the Board shall fix a rate or rates 
for the Agency's water that will result in revenues, which will pay the operating 
expenses of the agency, provide for repairs and depreciation of works, provide a 
reasonable surplus for improvements, extensions, and enlargements, pay the interest 
on any bonded debt, and provide a sinking or other fund for the payment of the principal 
of such debt as it may become due. (Agency Act, §101-25; Draft Water Rate Study, 
February 2, 2009, (hereinafter, "Study"}, p. 2.) 

WHEREAS, the Agency entered into a contract with the Department of Water 
Resources (DWR) in 1962 to bring supplemental water to the Agency service area from 
the State Water Project ("SWP"). The Agency's current SWP Table A Amount is 17,300 
acre-feet per year (AFY). (Study, p. 4.) 

WHEREAS, the Legislature allocated water from the SWP to the Agency, 
intending that highest priority be given to eliminating groundwater overdraft conditions 
within any agency or district receiving the water. (Agency Act, §101-15.5.) 

WHEREAS, in 2004, the Beaumont Storage Unit (BSU), one of the major 
groundwater basins in the Agency service area, was determined by the Riverside 
County Superior Court to be in overdraft. (Study, p. 4.) 

WHEREAS, despite having a SWP Table A Amount of 17,300 AFY, in 2005, 
DWR projected the Agency's long-term reliability of water supply delivery from the SWP 
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to be 77 percent of its 17,300 AFY Table A Amount, which equates to less than 13,500 
AFY. Subsequent changes in climate conditions, and shortages in rainfall and 
snowmelt have combined with cutbacks in SWP water deliveries due to environmental 
court challenges and the ecological crises in the Delta to further reduce the current 
long-term delivery reliability of the Agency's SWP water supply to an even greater 
amount. 

WHEREAS, SGPWA Ordinance No. 8 mandates that the Agency, at a minimum, 
shall establish and charge rates for: "The delivery of SGPWA Water sufficient to cover 
SGPWA's variable costs (including off-aqueduct costs) for delivery of SGPWA Water, 
internal SGPWA costs and other amounts as determined by the SGPWA Board of 
Directors reasonably related to the cost of delivery." Cost of delivery means the costs 
related to securing water commensurate with the Agency's SWP Table A Amount, 
currently set at 17,300 AFY, and any other sources of water that the Agency Board 
deems necessary and prudent. Cost of delivery includes operations, administrative 
overhead, SBVMWD pass-through, dry year transfer costs, rate stabilization surplus 
reserves, new water purchase surplus reserve contributions, and DWR imported water 
purchase. 

WHEREAS, the existing revenues from water rates are insufficient to cover all of 
the related costs of delivery, including, meeting the needs of the Agency to purchase 
new water, funding Agency operations, and establishing a surplus for repairs, 
improvements, extensions, and enlargements, which will benefit all existing users within 
the Agency's service area. 

WHEREAS, the Agency has directed the preparation of a water rate study, which 
sets forth the costs of providing service and delivery and the anticipated sources of 
revenues available to cover those costs, and the Agency has distributed the draft water 
rate study to the retail water purveyors within the Agency's service area. 

WHEREAS, the California Environmental Quality Act ("CEQA") is set forth in 
Sections 21000 to 21178 of the Public Resources Code. 

WHEREAS, CEQA sets forth certain types of activities that are not subject to 
review under CEQA. 

WHEREAS, Section 21080(b)(8) of the Public Resources Code states that "the 
establishment, modification, structuring, restructuring, or approval of rates, tolls, fares, 
or other charges by public agencies which the public agency finds are for the purpose of 
(A) meeting operating expenses, including employee wage rates and fringe benefits, (8) 
purchasing or leasing supplies, equipment, or materials, (C) meeting financial reserve 
needs and requirements, (D) obtaining funds for capital projects necessary to maintain 
service within existing service areas, or (E) obtaining funds necessary to maintain those 
intracity transfers as are authorized by city charter" is not subject to CEQA. 

WHEREAS, Section 15273(a) of the CEQA State Guidelines states that "CEQA 
does not apply to the establishment, modification, structuring, restructuring, or approval 
of rates, tolls, fares, or other charges by public agencies which the public agency finds 
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are for the purpose of: (1} Meeting operating expenses, including employee wage rates 
and fringe benefits, (2) Purchasing or leasing supplies, equipment, or materials, (3) 
Meeting financial reserve needs and requirements, (4) Obtaining funds for capital 
projects, necessary to maintain service within existing service areas, or (5) Obtaining 
funds necessary to maintain such intra�city transfers as are authorized by city charter." 

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the San 
Gorgonio Pass Water Agency that it hereby makes the following findings and 
determinations: 

1) 

2) 

3) 

4) 

5) 

The Agency's Board has carefully reviewed and considered the Draft Water 
Rate Study dated February 2, 2009 ("Study"), the Kennedy/Jenks 
Memorandum dated July 16, 2008, on the probable cost of water transfers 
("July 16th Memorandum"), and the Kennedy/Jenks Consultants 
Memorandum dated January 2, 2009, on water reliability ("January 2nd 

Memorandum"); and has considered the public and Board comments, and the 
oral and written presentation by the Agency's staff and consultants made at 
the February 2, 2009, public Board meeting, as well as any written public 
comments. 

The Board adopts the Findings, attached as Exhibit "A," determines that the 
record for the establishment of the wholesale water rates contains substantial 
evidence to support the Findings; and further finds that the conclusions 
reached in the Study are supported by substantial evidence. 

The Board further determines that the conclusions contained in the July 16th 

Memorandum and in the January 2nd Memorandum are supported by 
substantial evidence, and adopts the conclusions in each memorandum, 
including the recommendation to utilize 63 percent as the projected average 
annual SWP Table A delivery reliability. This percentage equates to less than 
11,000 AFY of the Agency's current SWP Table A Amount. 

Based upon substantial evidence before the Board, it is determined that the 
Agency will need to acquire at least 10,000 AFY of additional SWP supplies 
to repair annual SWP delivery reliability that the agency has already lost to 
date, and it is further determined that the costs associated with the acquisition 
of 10,000 AFY of additional water supplies through the current expiration date 
of the Agency's SWP water supply contract with DWR is approximately $40 
million depending upon a variety of market forces. 

Based upon substantial evidence presented to the Board, it is determined that 
it is in the best interest of the retail water purveyors and the residents within 
the Agency's service area to have long term reliability of wholesale water and 
to maintain a stable water rate. Based upon substantial evidence, it is further 
determined that the set of water rates the Board is enacting by this Resolutlon 
will be sufficient to fund Agency operations, to purchase additional water to 
repair the lost reliability of SWP water, to replenish groundwater basins within 
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the Agency's service area, and to obtain a reasonable surplus for repairs, 
improvements, extensions, and enlargements of the Agency's existing 
system. 

6) The wholesale water rate applicable to a l l  water sold by the Agency to retail 
water purveyors within the Agency's jurisdiction downstream of Cherry Valley 
Pump Station (CVPS) shall be a uniform rate of $277 per acre-foot, as 
provided in Agency Resolution # 2008-6, adopted April 21 , 2008, which shall 
become effective immediately, 

7) In order to offset expected energy cost increases from DWR and low 
expected sales, the wholesale water rates will increase for Fiscal Year 2009-
201 O from $277 per acre-foot to a uniform rate per acre-foot charged to retail 
purveyors downstream of CVPS in the amount of $317 per acre-foot effective 
July 1 ,  2009. 

8) The wholesale water rate applicable to all water sold by the Agency to retail 
water purveyors within the Agency's jurisdiction upstream of CVPS will be $8 
less than the rates set for water sold to retail water purveyors downstream of 
Cherry Valley Pump Station. 

9) New water purchased by the Agency using the revenues from water rates 
paid by areas overlying overdrafted groundwater basins will be given pro-rata 
priority to purchase new water according to their contribution into the surplus 
reserve for the purchase of new water. If after al l  purveyors with new water 
priorities have been given an opportunity to exercise their priorities, the 
Agency will offer any remaining new water for sale to any other purveyor 
within the Agency's service area. The Agency finds that this new water 
priority policy is consistent with the policy set forth in Agency Ordinance No. 8 
( i .e. "SGPWA sale of water and dedication of Return Flows resulting from 
use of SGPWA water to eliminate overdraft in SGPWA groundwater basins 
provides the highest priority that is reasonably available to eliminate overdraft 
conditions.") . 

10) As more fully set forth in the Findings, attached as Exhibit "A", the Board is 
adopting the wholesale water rates in order to meet the Agency's operating 
expenses, purchase materials (water) and meet the Agency's reserve needs. 
Therefore, the Board finds and determines based upon substantial evidence 
that the establishment of the wholesale water rates are exempt from CEQA, 
pursuant to Section 21080(b)(8) of the Public Resources Code and Section 
1 5273(a) of the State CEQA Guidelines because the establishment of the 
water rates is for the purpose of meeting operating expenses, purchasing 
materials (water) and meeting the Agency's reserve needs. 

11) The Agency only sells water to retail water purveyors and does not sell water 
to landowners; therefore, the wholesale water rates adopted by this 
Resolution do not involve a property�related service, and the requirements of 
Proposition 218 and Government Code section 53750, et. seq., do not apply. 
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12) This Resolution shall become effective immediately ("effective date"), and the 
wholesale water rates provided herein shall apply to all water delivered from 
the effective date and thereafter until such time as the rates are changed by 
action of the Board. It is the intent of the Board that the wholesale water rates 
established herein shall continue for a minimum of five (5) years from and 
after the effective date (2008-2009 to 2012-2013). 

1 3) If any section, subsection , paragraph, sentence, clause, or phrase of this 
Resolution or its application to any person or entity is held or decided to be 
invalid ,  inoperative or unenforceable for any reason by any court of 
competent jurisdiction, such reason shall not have the effect of rendering any 
other provision(s) invalid, inoperative or unenforceable. Provided, however, 
that if the water rate(s} established by this Resolution is declared invalid, or is 
otherwise struck down, the water rate in effect prior to the effective date of 
this Resolution shal l  be restored , revived, and brought to full force and effect. 

1 4) The Secretary of the Agency is hereby directed to mail copies of this 
Resolution to every retail water purveyor that purchases water from the 
Agency. 

The foregoing resolution was duly passed at a regular meeting of the Board of Directors 
of the San Gorgonio Pass Water Agency on February 1 7, 2009 by the following roll call 
vote: 

Ayes: 
Noes: 
Abstain: 
Absent: 

Haring, Voigt, Morris, Workman, Dysart, Dickson and Jeter 
None 
None 
None 

I certify that this is a true, ful l and correct copy Resolution 2009�03, approved by the Board of 
Directors of the San Gorgonio Pass Water Agency at its meeting held on February 17,  2009. 



EXHIBIT "A" 

FINDINGS 

SUPPORTING THE ADOPTION OF WHOLESALE WATER RATES 

I. Introductory Findings 

a. The San Gorgonio Pass Water Agency ("Agency") is one of 29 State Water 
Contractors, and is a special act district formed, existing and exercising its powers 
and purposes pursuant to specific enactment by the California Legislature. (San 
Gorgonio Pass Water Agency Law, Wat. Code-App. § 1 0 1 - 1 ,  et seq. ,  hereinafter 
referred to as the "Agency Act."). Its boundaries extend through the cities of 
Calimesa, Beaumont, and Banning and Riverside County areas from Cherry 
Valley to Cabazon. 

b. The Agency is mandated by the Legislature to import supplemental water and to 
protect and enhance local water supplies to serve the needs of present and future 
water users and to sell imported water to local water districts within the Agency 
service area, and in so doing to give the highest priority to eliminating 
groundwater overdraft conditions within any agency or district receiving State 
Water Project ("SWP") water delivered by the Agency. (Cal. Wat. Code-App. § §  
1 0 1 - 1 5  & 1 5 .5 ;  see also Swanson v. Marin Municipal Water Dist. (1 976) 56 
Cal.App.3d 5 1 2, 524 [water district has a "continuing obligation to exert every 
reasonable effort to augment its available water supply in order to meet increasing 
demands"); Glenbrook Development Co. v. City of Brea ( 1 967) 253 Cal.App.2d 
267, 277 ["county water district has a mandatory duty of furnishing water to 
inhabitants within the district's  boundaries."]) 

c. For purposes of implementation of this water rate, the Beaumont Storage Unit 
(BSU), one of the major groundwater basins in the Agency's service area, is 
deemed in overdraft as defined in Agency Ordinance No . 8 .  

d. The Agency's current SWP Table A Amount is 17,300 acre-feet per year 
("AFY"). While the Agency Act encourages the Agency to import supplemental 
water from any source providing the highest quality at the lowest price, currently 
the Agency has only SWP water as its water supply. 

II . Cost of Delivery 

a, The common terminology for costs paid by water rates is "cost of service." The 
American Water Works Association Manual Ml broadly defines "cost of service" 
as: "The operating and capital costs incurred in meeting various aspects of 



providing water service, such as customer billing costs, demand related costs, and 
variable costs." 

b. The terminology "cost of delivery" refers to a limited group of costs falling within 
the broad definition of "cost of service." The San Gorgonio Pass Water Agency' s  
("Agency") costs discussed in  the Draft Water Rate Study for San Gorgonio Pass 
Water Agency, dated February 2, 2009, are l imited to "cost of delivery," which 
include costs related to operations, administrative overhead, SBVMWD pass
through, dry year transfers, rate stabilization surplus reserves, new water purchase 
surplus reserve contributions, and DWR imported water purchases. Dry year 
transfers operate as a means to ensure water reliability. 

III. Lost Reliability 

a. In 2005, the Department of Water Resources ("DWR") issued its State Water 
Project Delivery Reliability Report 2005 ("2005 Reliability Report"), which used 
a computer simulation model to project long-term reliability of SWP water supply 
delivery to be 77 percent. Therefore, in 2005, the Agency could expect average 
annual deliveries of 77 percent of its SWP Table A Amount, or less than 1 3 ,500 
AFY. 

b .  The reliab ility of SWP deliveries was last fully analyzed by California 
Department of Water Resources ("DWR") in its State Water Project Delivery 
Reliability Report 2007 (2007 Reliability Report) . The report estimates SWP 
delivery reliability based on anticipated regulatory standards, population growth, 
levels of water conservation and recycling, water transfers, hydrology, and 
climate change. 

c. The 2007 Reliability Report presents a statistical analysis of SWP delivery 
reliability using twelve scenarios are presented: two estimate the 2007 delivery 
reliability and ten estimate the 2027 delivery reliability. The two 2007 
simulations of 2007 conditions represent higher and lower levels of flow targets 
for the Old River and Middle River established to protect the delta smelt. The ten 
2027 simulations represent four climate change scenarios and a no climate change 
scenario under higher and lower levels of flow targets for the Old River and 
Middle River. The scenarios also reflect the pumping limitations imposed by 
Interim Order of the United States District Court for the Eastern District of 
California to protect the delta smelt until completion of a new Biological Opinion 
by the United States Fish and Wildlife Service. 

d. The Kennedy/Jenks Memorandum dated January 2, 2009, concerning water 
supply reliability ("January 2nd Memorandum") recommends that the Agency 
utilize the most conservative projection from the 2007 Reliability Report of the 
average annual SWP Table A delivery reliability, which is 63 percent. Substantial 
evidence supp011s this recommendation and the Board finds that utilization of 63 



percent is appropriate under the current circumstances for the Agency for the 
following reasons: 

1. There is significant uncertainty in DWR' s modeling analysis. This 
uncertainty is discussed in detail in the 2007 Reliability Report. 

11. The reliability analyses are based on 2027 conditions. The modeling 
results for 2050 climate change emissions generally show lower delivery 
reliabilities (60 to 72 percent) . 

111. In addition to the pumping restrictions imposed to protect the delta smelt, 
the California Fish and Game Commission imposed new emergency 
regulations to protect the longfin smelt. The emergency regulations were 
imposed after the 2007 Reliability Report was issued, and were not 
included in the modeling scenarios. The SWP operational changes 
resulting from the emergency regulations are expected to further reduce 
SWP delivery reliability. 

1v. Additional reductions in long-term SWP delivery reliability are expected 
as a result of further SWP pumping limitations imposed to protect Delta 
smelt as part of the implementation of the new Biological Opinion for the 
Proposed Coordinated Operations of the Central Valley Proj ect (CVP) and 
SWP which was recently issued by the United States Fish and Wildlife 
Service. The pumping limitations that will result from the implementation 
of the new Biological Opinion will be much greater than those previously 
imposed as an interim remedy by the United States District Court for the 
Eastern District of California in the legal challenge to the earlier 
Biological Opinion. The new Biological Opinion was issued after the 
2007 Reliability Report was issued, and the resulting SWP pumping 
limitations from its implementation were not included in the modeling 
scenarios .  Once implemented, these pumping limitations will result in 
30% reductions in SWP supply on average, and under dry-year conditions, 
as much as 50% reductions. 

v. Additional pumping limitations to protect the Fall Run Chinook salmon 
are expected in 2009 . These limitations were also not included in the 
modeling scenarios, and are expected to further reduce SWP delivery 
reliability. 

v1. To achieve the most conservative estimated delivery reliability in the 2007 
Reliability Report of 63 percent, SWP contractors must take delivery of all 
SWP water made available through the annual allocations. When high 
delivery allocations are made available, SWP contractors must have 
sufficient users available or have banking facilities capable of receiving 
these allocations . Cmrently, the Agency is unable to receive and utilize its 
full SWP Table A Amount. To the extent that the Agency is unable to 



maximize receipt and utilization of the SWP water made available, its 
delivery reliability must be further reduced from 63 percent accordingly. 

e. The Agency currently can expect average annual deliveries of less than 63 percent 
of its SWP Table A Amount, or less than 1 1 ,000 AFY. 

f. The Agency needs to replace the reduced water supply with new water supplies to 
repair the lost reliability of the SWP. 

IV. Relying both on the Kennedy/Jenks Consultants Memorandum dated July 1 6, 2008, 
on probable cost of water transfers ("July 1 6th Memorandum"), and on the January 2nd 

Memorandum, the Draft Water Rate Study dated February 2, 2009 ("Study"), 
concludes that it is reasonable and prudent for the Agency to acquire 10 ,000 acre-feet 
of new water supplies for reliability and that the costs to acquire such new water 
supplies will be in the range of approximately $40 million for 1 0,000 acre-feet 
depending upon a variety of market forces. The. Board adopts these conclusions from 
the Study, and finds that the conclusions are supported by substantial evidence for the 
following reasons: 

a. Recognizing that with annual SWP Table A average delivery reliability at 63 
percent, the January 2nd Memorandum determines that the Agency will require 
1 0,200 AFY of additional SWP supplies (the equivalent of 6,400 AFY of a firm 
supply) in order to compensate for the reduction in the annual delivery reliability 
of its SWP Table A Amount. 

b. The July 1 6th Memorandum utilized the comparable sales method of valuation to 
determine the expected costs of acquiring additional new water supplies . Three 
comparable sales were identified, and using the key provisions of the comparable 
water sales and consideration to current market factors, an economic evaluation of 
the probable costs of water transfers to the Agency was performed, which was 
adjusted for present day value. The Memorandum provides an opinion on the 
probable cost of a water transfer to the Agency, excluding the cost of banking and 
conveyance, in the range of $450 to $550 per AF annually. 

c. By taking the cost range determined in the July 1 6th Memorandum of $450 to 
$550 per AF annually, and assuming an average cost of $500 per AF, the January 
2nd Memorandum concludes that the anticipated costs of an additional water 
supply for the Agency to account for lost SWP Table A delivery reliability is $3 .2 
million per year in 2008 dollars. 

d. Using an average cost of $500 per AF, the January 2nd Memorandum concludes 
that the anticipated costs to secure an additional water supply for the Agency to 
repair lost SWP Table A delivery reliability would be $3 .2 million per year in 
2008 dollars. It is, therefore, reasonable to conclude, given that the current SWP 
water supply contract between the Agency and DWR will terminate in 203 5, and 



assuming likely extensions or renewals or that contract, and adjusting to 2008 
dollars, that it will cost the Agency at least $40 million to repair its SWP delivery 
reliability already lost. 

V. DWR's Pass Through Cost 

a. The largest component of the water rate is DWR's pass through cost, which 
includes energy and transmission costs, that DWR charges the Agency as part of 
its water rate under its SWP Contract. The following substantial evidence 
supports concluding that DWR's energy and transmission related pass through 
costs will increase in the next few years: 

1. General inflation will raise costs as raw materials, transportation, and 
labor costs increase. 

1 1 .  AB 32 (cited as Section 3 8500 of the Health and Safety Code, "The 
California Global Warming Solutions Act of 2006"), passed by the 
legislature and signed by the governor, will require the DWR to gradually 
transition to "greener" energy sources over time. At this time, "greener" 
energy is expected to be more costly than conventional energy sources 
such as fossil fuels. 

111. The least expensive energy sources have already been utilized. The cost of 
producing additional energy will increase as more costly sources, whether 
"green" or not, must be used. As overall energy demands in California 
increase, it is expected that the marginal cost of producing this additional 
energy will increase. 

b. The wholesale water rate applicable to all water sold by the Agency to retail water 
purveyors within the Agency' s  jurisdiction upstream of CVPS will be $8 less than 
the rates set for water sold to retail water purveyors downstream of Cherry Valley 
Pump Station. This price differential is due to DWR's lower energy and 
transmission costs upstream of Cherry Valley Pump Station. 

VI. Agency Operational Expenses 

a. Agency operational expenses are allocated to SWP operations and maintenance 
costs, and local operations and maintenance costs. SWP operations and 
maintenance costs are funded through pre-Proposition 1 3  ad valorem tax 
revenues, with the exception of 50% of the Operations Manager' s  salary and 
benefit cost. 

b. The Study concludes that is reasonable to charge 50% of the Operations 
Manager' s  salary and benefit cost to revenues collected by the Agency from water 



rates. The Board finds that this conclusion is supported by substantial evidence 
and adopts this conclusion for the following reasons: 

1 .  The Study' s  conclusion is based on an analysis of typical duties and 
responsibilities of the Operations Manager with respect to the delivery and 
purchase of imported water from the SWP and represents a reasonable 
allocation of the Operations Manager's time. 

11 .  A recent audit of the Operations Manager's time charges over the past six 
months confirmed the daily duties and responsibilities of this position still 
result in a 50/50 ratio, within a 1 0% margin of error, between SWP related 
work activities and work activities related to local operations and 
maintenance. 

c. For the base year, the Agency's  Finance Department estimates the salary and 
benefit cost of the Operations Manager to be $ 1 32,200. 

d. Assuming 50% of the Operations Manager' s  costs are paid from revenues 
collected from rates, the Study concludes that the Agency will need to collect $ 1 0  
per acre-foot based on sales of 6,479 acre-feet (or 50% x $ 1 32,200 = $66, 1 00 or 
approximately $ 1 0  per acre-foot based on sales of 6,479 acre-feet) . The Agency 
adopts this conclusion and finds that it is based on substantial evidence. 

e . Budget increases in subsequent years for Operations Manager' s  costs are largely 
dependent on industry wide increases in labor costs. The Study recommends that 
in subsequent years the 50% allocation of the Operations Manager's salary and 
benefit budget should be escalated at 3 .9% annually. The recommendation is 
based on an average of annual labor compensation increases, by percentage, over 
the last six (6) years, as provided by the U.S .  Department of Labor. The Board 
adopts the Study' s recommendation and finds that it is based on substantial 
evidence. 

VII. Agency Administration Cost 

a. The Agency charges a portion of direct and indirect costs of administrative 
overhead to revenues collected from water rates. The Study recommends a 5% 
allocation of the total salary and benefit budget to the water rate, which will result 
in an approximately $3 .50 per acre-foot water rate charge based on water sales of 
6,479 acre-feet in the base year (or 5% x $455,383 = $22,769 or approximately 
$3 . 50 per acre-foot based on water sales of 6,479 acre-feet in the base year) . The 
Board adopts the recommendation and finds that it is supported by substantial 
evidence for the following reasons: 

1 .  It is reasonable to conclude that the General Manager, Finance Manager 
and Administrative Assistant spend approximately 4 hours per week each 



related to planning, delivering and billing for imported water related 
services. 

11. This amounts to approximately 1 0% of the SGPW A salary and benefit 
budget on an annual basis. 

111 .  Since the total percentage can fluctuate in the future due to many 
operational variables, it is conservative to assume a 5% allocation to 
insure that the proposed rate does not cover administrative costs other than 
those related to water delivery services. 

b. The Study further recommends that as with annual escalations for Operational 
Expenses discussed above, Administrative Overhead is labor intensive and the 
same 3 .9% escalation rate should, therefore, be used. The Board adopts this 
recommendation and finds that it is supported by substantial evidence. 

VIII. SBVMWD Pass Through 

a. To reach the Agency service area, SWP water must be conveyed from the Devil 
Canyon delivery point through the East Branch Extension facilities that are owned 
by San Bernardino Valley Municipal Water District ("SBVMWD"), subj ect to the 
Agency 's  capacity rights . 

b. Last year's total billing from SBVMWD amounted to $95,206. At present, 50% 
of this total cost is funded through general fund revenues and 50% is allocated to 
water rate, based on the assumption that the benefits received and the costs 
allocated from the delivery of SWP water through SBVMWD facilities are 
equally split between property tax based revenues and consumption related water 
rates. The results of continuing this allocation would be an approximately $8 per 
acre-foot water rate charge based on water sales of 6,479 acre-feet in the base 
year (or 50% x $95,206 = $47,603, or approximately $8 per acre-foot based on 
water sales of 6,479 acre-feet in the base year) . The Board finds the current 50/50 
allocation of SBVMWD pass through costs is a reasonable allocation of costs and 
is based upon substantial evidence, and the Board further finds that this allocation 
shall continue to the be allocation used by the Agency for SBVMWD pass 
through costs . 

c. The Study recommends that as with annual escalations for Operational Expenses 
discussed above, this pass through component is labor intensive and the Agency 
should use the same 3 .9% escalation. The Board adopts the recommendation of 
the Study and finds that it is suppmied by substantial evidence. 



IX. Dry Year Transfer Program Cost 

a. The Agency has the ability to purchase additional water through an agreement to 
purchase supplemental water from Yuba County Water District at clearly defined 
prices. Presently this is the least expensive supplemental water available to 
SGPWA. 

b. The Study assumes that Yuba water costs will be at the conservative price of $ 125 
per acre-feet, and that the Agency will annually purchase approximately 200 acre
feet of additional water through the Yuba Dry Year Transfer Program. The Board 
finds that the assumptions made by the Study with respect to Yuba water costs 
and annual amount are supported by substantial evidence for the following 
reasons: 

1. There are four categories of water in the Yuba Dry Year Transfer Program 
agreement (i. e., Component 1 ,  Component 2, Component 3 ,  and 
Component 4) with each category of water having its own specific price 
per acre-foot. The price depends upon whether that particular year' s 
conditions are considered dry, normal, wet or critical year conditions. 

11 . The critical year price for water under the agreement for water is $ 125 per 
acre-foot, which is the most expensive price for water. 

iii . This past year the Agency purchased 68 acre-ft of Component 2 water and 
1 24 acre-ft of Component 1 ,  3 and 4 water, for a combined annual 
purchase of 1 92 acre-ft. 

c. Based upon the above, and as the delivery costs attributable to Dry Year Transfers 
are already included in DWR pass through costs, the Study recommends charging 
$3 .86 per acre-foot based on water sales of 6,479 acre-feet (or $ 125 x 200 acre
feet = $25,000, or $3 .86 per acre-foot based on water sales of 6,479 acre-feet). 
The Board adopts this recommendation and finds that it is supported by 
substantial evidence. 

X. The Agency' s  existing water rate revenues are inadequate to meet the short-term and 
long-term needs of the Agency's  cost of service, including operations, administrative 
overhead, pass-through costs, dry year transfer costs, rate stabilization surplus 
reserves and new water purchase surplus reserve contributions. 

a. Revenues from the general fund have been used to subsidize the water rate 
account to meet any short falls. (p. 8) 

b. The water rates set forth herein are set at a constant rate with the intent that no 
subsidy from the general fund will be needed. (p. 8) 



XI. The Agency's  retail customers share common major goals, such as BSU 
replenishment and long term reliability of water sources. 

XII. Need for and Reasonableness of Water Rates 

a. There is a reasonable relationship between the established water rates and the 
benefit to each retail water purveyor within the Agency's  service area, including, 
but not l imited to, the need to ensure water reliability within each retail water 
purveyor' s service area, the need for water rate stabilization, and the need to 
replenish overdrafted groundwater basins, particularly as a result of drought 
conditions, increased pumping from the groundwater basin, and uncertainty of 
imported water . 

b. The water rate set forth in the Resolution does not exceed the funds required to 
provide the related services, including the estimated reasonable cost to meet 
operational expenses, avoid subsidies from the general fund, adequately fund 
water rate reserves, purchase new water, and/or provide the service for which the 
water rate is being imposed. 

c .  The allocation of costs to existing water users to pay for a portion of the costs of 
repairing and replacing the lost water reliability of the SWP through new water 
purchases is fair and equitable and will benefit existing water users. 

d. The water rate set forth herein will not be used for any purpose other than that for 
which the rate is imposed. None of the revenue from the proposed water rates set 
by this Resolution will be nor shall be used in connection to fund new 
development. 

e. The purchase of new water, estimated to cost $40 million will be funded by other 
sources of revenue in addition to a portion of the water rate set forth herein. 

f. The water rate set forth herein will provide a surplus reserve to accumulate for 
contribution to a rate stabilization reserve of $ 1 1 per acre-foot of water sold. The 
rate stabilization fund will be capped at 1 50% of the maximum annual revenue 
shortfall year in the five year study, which equates to $ 1 50,000 as discussed in the 
Study. Any rate stabilization contribution over and above the cap will flow over 
into the reserve fund for the purchase of new water. (Study, p. 1 5  .) 

g. The water rate set forth herein will provide a surplus reserve to accumulate for 
contribution to the future purchase of new water, the purchase of rights to new 
water supplies, or both at the rate of $22 per acre-foot of water sold. As the rate 
stabilization contribution reaches over and above the cap of 1 50% of the 
maximum annual revenue sh01ifall year in the five year study, the full $3 3 per 



acre-foot contribution will flow to the surplus reserve for the purchase of new 
water. (Study, p. 1 5 .) 

XIII. Surplus Reserves 

a. The rate stabilization surplus reserve will be implemented in order to manage the 
effects of fluctuations in energy costs, delivery costs, facility maintenance costs 
and sales volume on the ability of the Agency to meet expenses on an annual 
basis. The rate stabilization surplus reserves will also be used to meet obligations 
in dry years. 

1 .  Consistent with Resolution No . 2009-2, enacted concurrently with the 
Resolution and Findings herein, and which rescinds Resolution #2007- 1 6, 
the rate stabilization fund will be capped at 1 50% of the maximum annual 
revenue shortfall year in the five year study, which equates to $ 1 50,000 as 
discussed in the Study. Any rate stabilization contribution over and above 
the cap will flow over into the reserve fund for the purchase of new water. 
(Study, p. 1 5 .) 

11 . This surplus reserve avoids as much as practical any Agency rate 
fluctuations that would otherwise result from DWR's variable costs and 
from fluctuations in sales. 

iii . This surplus reserve fully complies with the Agency's  reserve policy and 
pursuant to that policy cannot be used for any purpose other than its stated 
purpose. 

b .  As the rate stabilization contribution reaches over and above the cap of 1 50% of 
the maximum annual revenue shortfall year in the five year study, the full $33 per 
acre-foot contribution will flow to the surplus reserve for the purchase of new 
water. 

c. The surplus reserve for the purchase of new water will be used for the purchase of 
new water, the purchase of rights to new water supplies, or both, in order to repair 
the SWP delivery reliability that has been lost, meet future increased demand 
from retail agencies and meet groundwater replenishment goals. (Study, pp. 1 6-
17 .) 

d. Consistent with Resolution No. 2009-2, enacted concmTently with the Resolution 
and Findings herein, and which rescinds Resolution #2007- 1 6, the surplus reserve 
for the purchase of new water may continue to accumulate for contribution 
together with other Agency funds for the future purchase of new water, the 
purchase of rights to new water supplies, or both. 



XIV. New water purchased by the Agency using the revenues from water rates paid by 
areas overlying overdrafted groundwater basins will be given pro-rata priority to 
purchase new water according to their contribution into the surplus reserve for the 
purchase of new water. If after all purveyors with new water priorities have been 
given an opportunity to exercise their priorities, the Agency will offer any remaining 
new water for sale to any other purveyor within the Agency' s  service area. The 
Agency finds that this new water priority policy is consistent with the policy set forth 
in Agency Ordinance No. 8 ( i .e . "SGPW A sale of water and dedication of Return 
Flows resulting from use of SGPW A water to eliminate overdraft in SGPW A 
groundwater basins provides the highest priority that is reasonably available to 
eliminate overdraft conditions .") .  

XV. A surplus reserve for the purchase of new water is complementary to and will assist 
the Watermaster in fulfilling its duty under the Judgment in San Timoteo Watershed 
Management Authority v. City of Banning (RCSC Case No. RIC 3 89 1 97) to replenish 
the Beaumont Storage Unit. This surplus reserve will permit the Agency to secure 
supplemental water that will be available when needed by the Watermaster. 

XVI. There are other spreading grounds within the Agency service area controlled by other 
agencies with the authority and capability to spreading water imported by the 
Agency, and the Agency is reviewing these additional opportunities to spread water at 
this time. 

XVII. Notwithstanding the foregoing, the Board shall review the wholesale water rate 
annually, as a part of its budget process, and may increase or decrease the wholesale 
water rate any time if it determines that an adjustment is necessary. 

XVIII. The Agency only sells water to retail water purveyors and does not sell water to 
landowners; therefore, the wholesale water rate set forth herein is not a property
related service, and the requirements of Proposition 2 1 8  and Government Code 
section 53750, et. seq. ,do not apply. 

XIX. Because the procedural and substantive requirements of Proposition 2 1 8  and 
Government Code section 53750, et. seq. ,  do not apply, the Resolution and Findings 
herein shall become effective immediately. 
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I .  Introduction 

In September, 200& the San Gorgonio Pass Water Agency ("SGPW A'1), a State Water Project 
("SWP") Contractor, authorized David Taussig and Associates, Inc. ("DTA") to prepare a 
comprehensive rate study for proposed wholesale water rates that SGPW A would charge to its 
retail water districts. This study incorporates the guidelines of Amedcan Water Works 
Association publication Ml 1. and will determine the revenue requirements necessary to fund the 
appropriate SGPWA operating and Department of Water Resources ("DWR") SW:P water 
purchase pass through costs, dry year water purchases, reserves for new water purchases and 
related reserves ovt�r a five year period. Furthermore, this study will demonstrate that the 
proposed wholesale water rate will: 

• Generate revenues that will not exceed the :fonds required to provide the related services 
• Generate revenues that will not be used for any pmpose other than that for which the rate 

is imposed. 
• Will be uniformly charged to the retail customers 

SGPW A was fonned pursuant to Water Code Appendix Sections l 0 1 � 1 to 52 ("Act"). Section 25 
of the Act provides for the charging of water rate.s as follows: 

"The board of directors ) so for as practicable, shall :fix such rate or rates for water in the 
agency i:md in each improvement district therein as will result in revenues that will pay 
the operating expenses of the agency, and the improvement district, provide for the 
repairs and depreciation of works, provide a reasonable surplus for improvements, 
extensions and enlargements, pay the interest on bonded debt, and provide a sinking or 
other ft:.nd for the payment of the principal of such debt as it may become due. Said rates 
for water in each improvement dish·ict may vary from the rates of the agency and from 
other improvement districts therein." 

SGPW A Ordinance No. 8 mandates that the Agency, at a minhntun, shall establish and charge 
rates for: 

Tf]he delivery of SGPWA Water sufficient to cover SGPWA's variable costs 
(including off-aqueduct costs) for delivery of SGPW A Water, internal SGPWA 
costs and other amounts as determined by the SGPWA Board of Directors 
reasonably related to the cost of delivery." 

This study and its supporting rate model will focus upon the use of the SGPWA water :rate for 
funding of the seven (7) cost components of SO PW A's Cost of Delivery, which are ( 1) 
operations cost, (2) administrative overhead cost, (3 ) SBVMWD pass through cost, (4) DWR 
pass through cost, (5) dry year transfer program cost, (6) rate stabilization reserve contribution, 
and (7) new water pm-chase surplus reserve contribution. Each of these seven cost components is 
described in Section 25 of the Act and each is a cost of delivery of SGPW A Water, and internal 
SGPW A cost and/or reasonably related to the cost of delivery of SOP WA water. 

1 American Water Works Association, P.dt1cipals of Water Rates, Fees, and Charges (Manual of Water Supply 
Practices M 1 ), Fifth Edition 
San Gorgonia P(lss Water Agency 
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As an exarnple, a key element in this study and its supporting rate model will be the funding of a 
reasonab1e surplus for repairs, improvements, extensions, and enlargements, principal and 
interest on bonded debt dedicated to the purchase of additional water to assist in offsetting the 
reduction i.n reliability of the SWP. With the amount of water deliveries from DWR uncertain 
from year to year, as well as drought conditions within the local watershed, it is essential that 
SGPWA maintain the ability to fund additional water purchases in any given year in order to 
maintain the high level of water reliability that the service area demands. As a result, these 
expenses a:re considered SGPWA "operath1g expenses'' and Hrepairs" under Section 25 of the 
Act to repair the lost reliability of SWP and ''costs for di).livery" under SGPWA Ordinance No. 8. 

Stm Gorgonio Pass Water Agency 
Water Rate Stm{v 

February 2, 2009 
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I I .  Background 

In 1 96 1  SGPWA was formed pursuant to the Act as a result of the approval by the votei·s of 
California of the BurnsMPorter Act, which authorized the financing and construction of the SWP. 
SGPWA entered into a contract with DWR in 1 962 for Table A Amo1.mt2 capacity in the SWP, 
which is currently 1 7,300 acre-ft per year ("AFY") to bring suppleme.n.ta1 water to the SGPWA 
service area3

. The SWP system originates at Oroville Reservoir in Northern California and water 
is delivered through a series of dams 1 pipelines, rivers , Sacramento Delta canals ,  sloughs, 
reservoirs and pumping stations to the SGPWA turnout at Devil Canyon in San Bernardino 
County. From that point it is delivered by pipeline, pu.rnp stations and reservoir to the SGPWA 
SWP terminus at Cherry Valley, in Northern Riverside County. 

The primary source of local water supply to the SGPWA service area at the present time is 
.natural surface runoff and groundwater basins. The major groundwater basin is the Beaumont 
Storage Unit ("BSU"), which serves the City of Beaumont thrnugh the Beaumont�Cherry Valley 
Water District ("BCVWD"), the Cities of Calimesa and Yucaipa through the Yucaipa Valley 
Water District ('1YVWD"), the City of Bruming and the South Mesa Mutual Water Company 
("SMMWC"), The BSU was determined by the Riverside Superior Court in 2004 to be in 
overdraft and a watermaster was appointed to mrma.ge the BSU through controlled overdraft 
(temporary surplus) tl1rough 2013 .4 

California has been experiencing recent shortages in rainfall and snowmelt, in addition to 
cutbacks in SWP water deliveries due to environmental court challenges. SOPWA's current 
long�term reliability of water supply from the SWP is estimated to be reduced to 63%, or to 
about 1 1 ,000 AFY, of SGPWA' s 1 7,300 AFY Table A Amount.5 SGPWA needs to replace the 
reduced water supply with water supplies to repair the lost reliabi lity of the S WP ("new water"). 
A sm.aU percentage of the SGPWA water rate ($22 per acre-ft) will be all.ocated to provide a 
reasonable surplus reserve to finance the acquisition of new water to repair the lost reliability of 
the SGPWA SWP supplies. 

A more detailed discussion is set forth in Appendix A attached hereto. 

2 Table A water is SGPWA 's annual entitled water amounts from DWR pursuant to Contract Between the State of 
Q5J.lifo111ia, Dept. of W�teT Resot1rces and San Gorgonio Pass Wat£t.A.&.�ru;y..,Jor a Water Supply, dated 1611' day of 
November, 1 962, and its subsequent Amendments 
3 An acre-ft of water is the volume of water that will approximately cover a football field one foot deep. The average 
household water use in the SGPWA service area ls presently calculated .63 AFY 
4 See also, San Gorgonio Pass Water Agency Report on Water Conditions (Reporting Period 2006-2007), dated 
December 2008. 
5 Kennedy/Jenks Consultants Memorandum, "Water Supply Reliability of  the San Gorgonio Pass Water Agency", 
dated January 2, 2009. 
Smt Gorgonto Pms W11te.r Agency 
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I l l .  Revenues 

SGPWA has four basic revenue components available to finance its Mission. These are pre
Proposition 1 3  ad valorem taxes, shared 1 % ad valorem taxes, water rates and capacity fees. The 
Mission statement for SGPWA is quoted herein: 

"The San Go:rgonio Pass Water Agency' s  mission. is to import supplemental 
water a11d to protect and enhance local water supplies for use by present and 
future water users and to sell imported water to local water districts withi.n 
the service areas of the San Gorgonio Pass Water Agency, 

The San Gorgonio Pass Water Agency promotes water conservation, 
education and efficient use of our water resources. 

The Agency's goal is to maximize the quality, quantity and reliability of 
available wate1· in the most financially responsible and environmentally 
sensitive manner." 

SGPWA's three princip,tl sources of revenue c1.me:ntly in place are prn�Proposition 1 3  ad 
valorem taxes, 1% revenues and water rates6

• Pre�Proposition 13  ad valorem revenues are 
basicaJly dedicated to the debt service famd fol' repayment of the SWP costs. The revenues 
received from the 1 % ad valorem property taxes pay for SGPW A .local operations and 
maintenance, a majot pottion of SGPWA administrative costs and a proportionate share of 
capital improvement costs and expected new water supply purchases. SGPWA policy dictates 
that: the 1%  revenues fond the District's operations, except for 5% of the adi.ninistrative overhead 
costs and 50% of the Opemtions Manager's time, which are funded through the water rates. 
Water rates are charged to SGPW Ns retail agency customers for the purchase of imported 
water. See Section IV for a detailed description of the ite1ns fu:nded through the water rates. In 
the near future SGPW A is planning to augment annual revenues by instituting a capacity fee that 
will insure that new development will pay its fair share of facility costs ne1�ded to mitigate the 
impacts of future growth and a proportionate share of the cost to pmchase new wateI requfred to 
serve new growth and to maintain and repair the lost reliability of the SWP that SGPW A requires 
to adequately serve H1e needs of the area. In essence, the capacity fee wili pay for new water 
needed for growth and a small portion of the water rate will pay for new water needed for 
reliability for existing users. 

6 Ad valorem taxes were limited and I %i revenues established as a result of Proposition 13 (Jarvis Amendment to the 
Cali/omia Constitution) adopted by the voters in 1 977. Proposition 2 1 8, passecl by the voters in I 996, created new 
procedures for ndcpting retail water rates. SGPWA's water rates proposed in this study are not impacted by 
Proposition 2 1 8 .  See Append ix B fol' a more deta.iled discuss ion, 
S11r1 GMgo11io Pa,�s Water Agency 
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Relationship of Four Sources of Revenue and the Cost of 

Purchase of New Water 

r n order to carry out its Mission to import supplemental watei:� it is estimated SGPW A 
will need to import approximately of 70,000 acre�feet of imported water by the time the 
study area reaches build out conditionit In order to provide that amount of water, 
SGPW A will need to build pipelines, pump stations, turnouts, reservoirs and spreading 
grounds and acquire new additional reliable water sources, It is estimated by reasonable 
engineering estimates that, in ctuTent dollar values� $54J 8 million will be needed to be 
invested in SGPW A facilities and supplemental new water purchases over the next 5�8 
years. These facilities include pipeline extensions to Banning, a new groundwater 
recharge facility and purchase of new water rights. These are near term facility needs and 
by 110 means represent the kmg term build out facility needs of SGPW A. Present 
planning does not require that all of the needed fonds be raised at the outset, but it does 
require that money be raised at strategic points in advance of the time that the demand for 
additio:nal supplies will be needed. The water rates proposed in this study cover the costs 
of maintaining and repaLring lost water supply reliability of the SWP for existing users 
throughout the service area, while funds for pipelines and recharge facilities will be 
fl.mded through other revenue sources. SGPW A intends to utilize its four basic revenue 
components to fund projects in a manner that meets SGPW A goals as well as the 
requirements of the public agency financial markets. 

At this time, it is determined reasonable and prudent to acquire 1 0,000 acre-feet of new 
water supplies for reliability as the next step towards carrying out SGPWA's Mission. It 
is estimated by reasonable market analysis that costs to acquire such new water supplies 
will be in the range of a�proximately $40 million for 10,000 acre-feet, depending upon a 
variety of market forces . A portion of the water rates will be devoted to the acquisition 
of new water eithe1' through debt financing or dfrect "pay:-as-you�go" purchase, or a 
combination of both. New water supplies required for new develc,pment will be funded 
through the proposed capacity fee program. 

The negotiations for acquisition of new water wiU commence early in 2009, and the 
water rate with the "new wate1·" component will enl1ance the oppmiunities for successful 
completion of such negotiations. 

[t must be pointed out that the cost of new water and the conditions of the public agency 
financing market may require an adjustment of the water rate "new water" component as 
more information becomes known. However, at this time at the beginning of the 
acquisition process, the "new water" component of the water rate is believed to be at a 
reasonable and prudent level. 

This study focuses on the revenue requirements of the wholesale water rate in order to 
pay for the costs related to the delivery of imported water and a. reasonable surplus for 

7 Draft Supplemental Watel' Plan by Albert Webb and Assoc,, 2008 
8 Of the $54. 1 M, $40M is allocated to new water purchase for supply and improved reliability, $5.SM is allocated 
to the over sizing of the pipeline to Banning and the remainder to a water recharge facility for the BSU, 
9 Kennedy/Jenks Consultants Memoran!hrm, "Probable Cost of Water Transfers", dated July 1 6, 2008, 
S11n Gorgonio Pass Wtlter Agency Febmary 2, 2009 
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needed repairs to the SWP water supply reliability by the purchase of new water 
necessary to insme a safe and reliable water supply to its customer retail agencies. 

The initial new water purchase, estimated to cost $40 million plus the cost of issuance of 
a:ny bonded debt, will be funded by other sources of revenue in addition to a small 
portion of the water rate. Although it is fair for existing water users to pay for a portion 
of the costs of repairing the lost water reliability of the SWP through new water 
pm·chases, it is also fair for futw:e water users to pay their fair share of a portion of such 
water from facility capacity fees imposed as a condition of land development. Thus 
existing users and future users will equitably share in the overall costs of the new water 
supplies. For instance, the BSU is in. need of replenishment and all BSU overlyers have a 
significant interest in replenishment of the BSU to improve BSU l.ong�terrn reliability. 
Thus, it is a significant advantage and benefit to the BSU rate payers to contribute to the 
cost of new water purchases. 

In order to maintain :flexibility in allocating the new water supply to all water rate payer 
areas within the SGPWA service area,, and not just the BSU service area1 the SGPWA 
policy is to give the highest priority to overlying areas with overdraft groundwater basins. 
Thus, new watf.;r purchased from water rates paid by areas overlying overdnrfted 
groundwater basins would be given first priority to purchase new water to the extent of 
the contribution for replenishment purposes. If such water is not purchased, then it would 
be available for purchase by other user rate payers contributing to the purchase of new 
water. This .flexibility allows water to be allocated to maximize beneficial use as dictated 
by local choice. 

Water Rate Revenues 
Annual water rate revenues are based on the volume of water sales. Water sales are 
limited by delivery capacity, the availability of Table A water and the availability of new 
water supplies. Table l below shows the annual revenues and expenses for a five year 
period beginning with fiscal year (July 1 to June 30) 2008�2009. Fiscal year 2008�2009 is 
used as the base year :for both revenues and expenses. Water sales for the base fiscal year 
are expected to hold at the current estimated demand of 6 ,479 acre-feet. The base year 
water rate is determined by computing the weighted average between the existing rate 
($21 1 per acre-foot) and the new proposed rate ($277 per acreKft) to go into effect mid
FY (February 2, 2009). For example, the $2 1 1  per acre-foot rate was and will be in effect 
from July 1 ,  2008 to February 2, 2009, or 7.07 months, or 5 8 .93% of one year. Table 2 
below shows the average rate and revenue estimate for Fiscal Year 2008-2009. The 
revenue from water sales for the base year is calculated by multiplying the average rate 
by the water sales in acre�feet: 

$238 . 1 1  x 6,479 acre�feet = $1 ,542,696 

St111 Gorgo11io P(tss JJ/(lfet Agency 
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Table 1 
RATE ANALYSIS for DOWNSTRe.AJ\/1 OF CHERRY VALLEY PUMP STATION" 

Fiscal Year 
1/\JE\ter Sales (acre-it) 

Water Reta ($ per acre-rt) 

REVENIJ!il 
water s ala� 

(annual rate lncrea$e) 

gener"I fund mvenu11 contribution 
Total R avenue 

·OPERATIONAL EXPENSES: 
SGPWA OperaUons1 

SGPWA Admlniatraffve Overheatl Allooa\10111 

5% otT;tal Mmini�tr�tive Ovorhei;d, 

Sal�rls1u 
Payri,11 Taxes 
wo,xl)1an'.a Cq111_p lnsurii\nc.a 
Pi::RS . 
Health 111sur1Jnce 

$ 

$ 
$ 
$ 

$ 

$ 

$ 
$ 
$ 

' 
$ 

200$-200/1 
6,479 

238 .1 1  $ 

1 ,542,696 $ 
$4,125 ; s 

1,636,821 � 

66,100 $ 

22,769 !, $ 
1 

275,()()0 ; $ 
18,691 \ $ 
4,000 $ 

1 0:},8!)0 $ 
4?,!140 $ 
4,661 $ 

2009-201 0  2010-201 1  
4,000 7,000 

31 7.00 , $ 31 7.00 $ 
33. 1 3%: 0.00%: 

I 1 ,268,000 i $ 2,219,000 ; $  
$ • ' $  

1,268,000 : $ 2,219,000 $ 

68,678 $ r,8,678 $ 

23,667 ' $ 24,_580 $ 

285,725 j $ 296,,068 , $ 
1 9,3 15 ' $ 20,069 ' $ 
4 , 1 56 : $ 4,31$ i $ 

1 Q7,91 1 : $ 1 1 2 , 1 '1 9  $ 
44 ,5 11  . $ 46,247 : $ 
4 ,739 ; $ 4,924 ! $ 

20 1 1 -201 2  201lM!013 
8,000 1 2,000 

31 7.00 : $ 3 1 7.00 
0.00%: 0,00% 

:?.,536,000 $ 3,804,000 
$ 

2,536,000 $ 3,804,000 

68,878 i $ 68_,678 
! 

26,638 l $ 26,534 
i 

308,446 ! $ 320,4713 : 
20,852 : $ 
4,486 ! $ 

2 1 ,665 
4,iis·J : 

1 1 6A92 1 $ 1 2_1 ,035 , 
4_8,050 ' $  4$,9:?4 

5, 1 1 6  !_ $ 5,315 Dei)tal !ri°auian�a 
SGPWAStatT Misc. Medical 
Lorio Term. Dl�•\l?ilily 

$ 4,;!93 $ 4,;l_G7 , $ 4,(,3_7 : -� 4,71 4 , _$ 4,896 
, L,_,....,,k.fl� 

Total Admlniatmtive Overhead : iii  455,3�3 . 
$ 
$ 

2,41 9 ' L...__..2-..§.:1] 
47?,143 : $ 491 ,596 

. L_-2.,§H i L_......klli 

. $ 510,768 ! $ 530,688 

SAN BERNARDINO VALLEY MUNICIPAL PASS iHROUGH' 
. 

$ 

CALIF. OF.PT. OF WAiER RESOURCES PA$� THROlJGH\ 

47,603 $ 49,460 i _$ 51,388 $ 

Energy 
'franamlssion 

: $  
, $  

. l 1 ,326,853 , $ 948,614 \ $ 1 ,669,900 , $ 

: ,t __ _.,,.., 
�6,�82 ! $ 

(36,3001: $ 
59,875 ! $ 

- ' $  
1 04,781 $ .. !L Prl?r YE111,r,/:�Jus1ments1 

Sub Total ' $. 1 ,387,535 / $ 1 ,008,389 ! $ 1 ,764,681 $ 

AOOrrlONAL. WATO:R " YUBA DRY YEAR TRANSFER PROGRAM" 
purchase cost 
Sub Total 

25,0QO \ ' 
251000 i � 

25,000 $ 
25,000 , $ 

25,000 $ 
25,000 $ 

TOTA� l".XPENSES 1,549,008 $ 1,176,184 $ 1 ,934,327 $ 

NET OPERAilNG Rf.VENUE (total revenue minus tolal expenses) 
Lees: 

Raserve Fund �o•lrl�u_ll,ins .ii �33 pe\ a.ore-ft ($Ile bre�Kdow11 oolow) • $ 

N1>t Op_aratl�Q Surplij� (Oefleit) : $ 
Tr<>n,,"fer.fron:i .13!l�.$!�.blllzation)�c1rph/S Ra! e1Ves 
Transfer of. r.�venue a_Lrpl�•- to R0sel','es for Purchase of New Wa_ler 

OporatinlJ /11.>c,;,_1.mt B�tan,;:o ' $ 

Rate S_labilizat1oi1 Su�pl�s.R�•e�es@ $11 max per Mre-�7 

Less.: _t_r�11ste,s __ \o_Q'il_t 9p�r!')t.l_og Fund 
$ 

: $ . $ Add: transf�rs from _11e.! op�mttn9 _Income 
f,cr,uniulate_d' ·_$ 

1\1,aximum Allowo�le Rate $12!bll�alion Fund Balanc_e, � 

Raaerves (or Pwc1111�0 of New Wal!)r @ $�2/acre-ft7 

excess contrlbutlons from rate slabllizatlon 
�xoes� conirib�\lgns_i;·()rri nei�i,eratinQ.SUrplus 
annual ,even�e stream 

Notas· 

: $  
Ac�umulatetj $ · 

87,814 $ 

87,� 14 ' �-

(} :  $ 
I $  

o : $  

29,271 ; $ 
. .  : $ 

- ! $ 
2�.�if ! if 

1so,ooo L 

SS,542 : $ 

58,_5'12 : � 
58,642 ; $ 

92,8 1 8  , $ :ZB41673 $ 

1 32,000 ' $ 231 ,000 
. .  

$ 

(38,·la4)
0 

$ ss,sn � 
39,1 64 

$ (53,673) $ 
� - . -� 

44,000 . $ 77,001) $ 
(39,1 84), $ . . .. ! $ 

34,0_1)7 : $ 1 1 1 ,087 ; $ 

88,000 . $ 1 54,00Q : $ 
i :fl. .. . $ 
; $  53,�?3 : $ 

88,0()t:) : $. 20'i'.,6'('3 ! � 
146,642 , $ 35_4,215 , $ 

1. 'sGPWA oporation$ oost (yl)de� enllroly thr<lLIQtl ad v,,lornrn iiixos. except for 50% or oparalional manager salary and benefit costs 
_2. 6°/4 <.i(SGPWii_aiiii11iiiiitrnt1w,-_o1eihe�d a1iaoa1a_� to riila rrilaloci acti�U•� e_erftJn;n•d_by n�,i oi>•f�tfon.s":•foff . , . . .. 
3. SBVMWD op•mtlon,1 costs passed lhrowgh I• bosod on amual 12 montl1 billlnq amount wl 50% allocated lo rale requirements 
4 DWR cos to aro PB•siicfifirouiiii an a po'r iic'ie-il liasia, Th• '08-'00 FY ratos ara $196. 729 roi ani,rg)i'11iif �-14.568 for transmission. Therororo, 

roraxanipie, i,neiiw'coi1• In 2008 = $196, 7!l)iioro-tt X6,47� acra-n � $1 ,274,607. 
. . . . ·:- ·-· . . : . 

S. B13PIV'.' .I• expe_ctl_!� � .. •r•�I\ <>f..���?,goc>fo_r '0.9'.'19  FY. ii (a oasuiiied th�t· °."'': the lonp lonn the 0'1'/fl_!!�jli�_t•n�nts, \'lilt_ "'�·'"Q" oul 19 aero 

63,393 $ 

1 ,897,029 . $ 
rn,,750 ! $ 

2,016,779 ! $ 

25,000 $ 
25,900 $ 

2,189,387 $ 

346,613 ,. $ 

264,tfoo : $ 

�2,61 3 : $ 

(S2,613f 
$ 

• ' $ 

38,f/ 13  $ . $ 

1so,oao $ 

1 76,000 i $ 
. 4s,Qiii : $ 

�2.61 3  i $ 
�□7,799. : $ 
661,915 : $ 

55,475 

q,1 30,098 
1 97,587 

3,327,685 

2�,000 
2$,000 

3,503,372 

300,��8 

396,000 

(95,372) , 

!i!5,372 : 

($5,372) 

54,626 

264,000 
1 32,000 

396,000 
i ,o51;ihs 

:e. Rate -�•-'d qwmtlty of PLlr<:hased water Is depended on O¼'lllabllly . .  �o,!) Olh�r ��urcos, lhare _1_,, n_o ,vay lo pt�dlct year le year so Ina assumption . .. . . . . 
is mad> lo assume Mue years purchaso at lhe '08.'09 FY le\lllS. TrOl\omlsslon co.is ara included In "CAl.lr-. DWR PASS 'THROUGH" 00010 hMlin, "T,onsmisslon" lino !tom 

7, RaseMJ conlributlon for 1110 baae yeiir'1ii'iiiitam11iioct by· myltipiying thiiiii,racra rate ($11 or �22) by Iha p,ora\o� wii\a,·s·!Ji·•• afier Febri,o;y -� ,is sti"OWll in Tnbl• 2 
0. Since most o(th·e co·,i•ooeur"iliiwiisiriiam af Charry Valley Pump Saiion, the a·nalysl$ was potfo;niod O'.llr tho downslream rsaoh. Upslrnairi'ttia DWR costs 

�i're approxin\ahil y �9 lo�r {Se� S8(?U�n IV, S\!�S\.\CtiQl1 110ePart��nt of Wl.lte:if"'Res·olirCa�-PasS i:t1rou�f1°�. . . 
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The rate analysis in Table 1 (Page 8) was performed on a Fiscal Year basis using actual 
and projected ammal revenues and costs. Table 2 below shows the calculation for the 
average 1·ate and estimated revenue for FY 2008�2009, based on pro�ration of the new 
rate of $277 per acre--ft to be implemented on February 21 2009. 

Table 2 
Average Rate and Estimated Revenue for 2008·2009 

Percent of 
Prorated 

Rate Months in 
Fiscal Year in water Sales 

($ per AF) effect 
effect 

sales Re1.enue 

(AF) 
$21 1 . 00 7.07 58. 93% 3,8 1 8  $ 805,594 

$211:00 4. 93 
' '  

41 .07% 2,Eii:i1 " $ ' itf1:·1 02 
$238.1 1  12.00 ' 1 00:00°/4 

w ·  ... .. . 
6,479 $ 1 ;542:696 

Table 3 (Page 1 0) shows the summary of .revenues and costs for the next two fisca.l years 
and those costs shown as dollars per acre�ft, based on projected water sales for each fiscal 
ye/:lf, 

In the past, as in the base year, l'evenues from water rates have not been sufficient to 
cover alI of the related costs of delivery. Revenues from 1he general fond have been used 
to subsidize the water rate account to meet any sho1t falls. For the base year as shown on 
Table 3 (Page 1 0), $94, 125 will be needed fr.om general fund revenues to meet the total 
cost of delivery. In future years (2009�2010  to 2012-2013 )  the nites are set at a constant 
rate of $3 17.00 with the intent that no subsidy from the general ftmd wil l  be needed. This 
strategy is based on the following key factors: 

1 .  The water rate is calculated to offset the energy cost increases from D WR, and 
2. Expected growth in sales volume will result in additional revenue to meet fixed 

and variable cost obligations 

Table 3 (Page 10) indicates that for Fiscal year 2009-20 10 an increase in the water rate of 
33 . 1 3% (from $277 per acre-ft to $ 3 17  per acre-ft) will be needed to meet costs. A large 
increase in D WR energy costs and low expected sales are the two primary factors in the 
need for the large increase. In subsequent fiscal years no increase in rates wi.1.1 be needed 
as expected increased water sales volume and assumed steady levels of DWR enet'gy 
costs contribute to generally maintaining revenues at the same level of costs. The rate 
stabilization reserve fund will be used to mitigate years of negative cash flow, yet 
revenues in subsequent years are sufficient to repay the rate stabilization fund quickly. 
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Table 3 
Re.enues and 't�xpenses In $ per Acre-ft 

Wah,ir Sales (acre�ft) 

Water .R.�te. ($ per acre-ft) 

REVENUE 
wale, sales 

Description 

0Qe'nei�1 fund rewinue �00tri�utlon 
Total Re\ianue 

OPERATIONAL EXPENSES: 
· ·ti'i3rv_vAQi:ieratforis .. .. · · · ·  

s GPWA Adminl$tratiw OWJrhead Aliooation . 
e01� of total aeimirii"startli.e owirhead 

sA� .�·�:���Fio\No vALL�v M
1

JN'.ic·1PAL rA�§l rH�P.UGH 

¢ALIF. DE PT: OF WATER RESOURCES PASS THROUGH 
energy 

· · · · · · · · · ·· ·· · ···· · · · · · 
· ·ti-a"nsm1ss16ii 
· ·· Prio?vai.i'rAdfusimeiiiii" ···· 

suh"iofoi 
•· ···· · · · 

.. . . . . . , ,  . .  ' 
. . .. 

ADDITIONAL WATER - YUBA DRY YEAR. PROGRAM 
S Ub }O�l:11 

. R.ate Stabliization SurplLIS ReseMS@ $1 1. max per acr�-ft 

Ras�rvss ior f'urchas� of _New Water @_ ���/��re�ft 

TOTAL EXPENS ES . ·· - . . .... .... , .. 

San Gorga11lo Pass Water Agency 
1Fater Rafe Study 

,__ __ F_Y_2_o_oa-.-'-20-0�9-----F-Y_2_0_0_9."""20_1_0 __ 

$ 

Amount 
6,479 

238: 1 1  

$ $ 
per acre .. ft 

$ 

Amount 

4'.?Dq .. 

317.00 

per a.ore-ft 

1 , 542,696 �j" 238 �$ 1 ,268,000 "$  ,, 3 17  
. 9.4, 12�, - L.J]_ll_i-$;,c..:··· ·�-·-·_·· ·-·_· '.- ::L--: 

1 ,636,821 ' .��.t $ 1 ,268,000 Ji 31 7 

$ . . .  gi,?�?. j 4 I<$ . . 23,,6()7 $ 6 

J .  47,i.ios . . � :r· ¢ . 49t4W I 12  

$ 1 ,326,853 $ 205 .. $ . 948,51 4 _ . $, . 237 
. .  f 96,982 $ 

.
... . fi§" i>'"f . 59,876 $ 15 

. §i' ' 
' 

(�!4�Q9J _$ ,., . {A L.,,,...� . L......:: 
$ 1 , 9�?!��� $ '' 21_4 t 1_,q9�.3�9. $ 252 

f ·· · 2._s:000. $ 

. $ .2� i??t :j . 

$ '' 
4 $ ?51 000 � 

s· .. $ · 44.qoo· · $ 

9 � . : : . __ 8�,900 ' .� 
•• • - ""T.-

6 

1 1  

22 

,$_ . 1 :63,?.:��� -� 253 $ _ 1 ,3.01, 184 J 327 
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IV. Cost of Del ivery 

The common terminology for costs paid for by water raies is Cost of Service. The American 
Water Works Association Manual Ml  broadly defines Cost of Service as: 

wrhe operating and capital costs incurred in m.eeting various aspects of providing water service, 
such as customer billing costs, demand related costs, and variable costs.n 

Costs identified in this report are related to the delivery o:f SGPWA water and fall weU within 
and are consistent with the broad limitations of the Ml  Manual . For the purposes of thi s report, 
the more specific term, "Cost of Delivery" will be used and means the costs related to securing 
water commenslll'ate with SOPWA 's SWP Table A Amount, currently being 17,300 AFY, and 
any other sources of water that the SGPWA Board deems necessary and prudent. 

Cost of Delivery includes operations, administrative overhead, SBVMWD pass•through, dry 
year transfer costs, rate stabilization suxplus reserves and new water purchase surplus reserve 
contributions. The largest component of SGPW A annual costs is the purchase of imported water 
from DWR. At this time, the best information available indicates that the cast of energy to 
operate SWP will continue to increase in the future, pri1:narily due to general :infiation and the 
"green" energy requixem.ents of AB 32, more fully discussed under the ';Department of Water 
Resoui-ces Pass Through" section below. DWR has indicated by their annual forecast of expected 
energy costs that the energy cost for 2009 will rise by almost 1 6%. lncreases thereafter are 
uncertain, mainly due to uncertain future weather conditions and the corresponding levels of 
reservoirs and hydroelectric power generation. Lower reservoir levds reduce the output of 
hydroelectric generators, thereby increasing tl1e demand for more expensive fossil fuel related 
power. Due to these expected increases in DWR energy costs over the five year period, it will be 
necessary to raise water rates once in FY 2009-2010 (in addition to the February 2, 2009 
increase) over the five year study period to cover the costs of delivery (see Table 1 } page 8). The 
one-time annual increase of 33 . 1 3% (from $277 per acre-ft to $3 17  per acre-ft) in fiscal year 
2009-2010 is necessary to offset both increased DWR energy rates and decreased forecasted 
water sales. By implementing the substantlal increase in FY 20019-20 10  and holding the rate 
constant over the next tlu·ee fiscal years, it is reasonable to estimate SGPWA can most closely 
match revenues with ex11enses on both an annual basis and on a cumulative basis over the five 
year study period . 

Use of the 2008-2009 budget is a reasonable assumption because the actual costs to date are very 
close to budget predictions and there are no major foreseen diffeiences in cost assumptions for 
the first half of calendar year 2009. In addition to tl1e planned increases in water rates over the 
next five (5) years, SGPWA is including a rate stabilization reserve. It is believed that the rate 
stabilization reserve will adequately fund negative net operating revenues in any given year 
caused by energy cost fluctuations and lower than expected revenues that occur when there is 
less water available to sell. The total Cost of Delivery is the aggregate of the following 
categories: 

• SGPW A Operations Cost 
• SGPW A Administrative Overhead Cost 
• SBVMWD Pass Through Cost 
• DWR Pass Thl'ough Cost 
• Dry Year Transfer Program Cost 

San Gorgonio Pass Water Agency 
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• Rate Stabilization Surplus Reserve Contribution 
• New Water Purchase Surplus Reserve Contribution 

The rate design used for this study is the unifol'm volume rate for wholesale service, as discussed 
in AWWA Ml manual 10. Applying a uniform rate to the vo lume of water purchased is a straight 
forward method to calculate water rates and is consistent with the current rate structure. The 
wholesale water rate applicable to water sold by the Agency to retail water purveyors within the 
Agency's jurisdiction upstream of Cherry Valley Pump S1ation will be $8 less than the rates set 
for water solcl to retail water purveyors downstxeam of Cherry Valley Pump Station. 1 1  This price 
differential is due to DWR's lower ene1·gy and transmission costs upstream of Cherry Valley 
Pump Station, The SGPWA retail customers share common major goals, such as BSU 
replenishment and long term reliability o:f water sources. Therefore, other than the cost 
difierence upstream and downstream from Cherry Valley Pump Station, there is no need to 
allocate costs of delivery by customer class or seasonal demands at this time. 

Operational Expenses 
SGPWA's operational expe11ses are allocated to SWP operations and maintenance costs 
and local operations and maintenance costs. S WP operations and maintenance costs are 
funded through pre-Proposition 1 3  ad vaforem tax revenues, with the exception of 50% of 
the Operations Manager's salary and benefit cost. This is based 011 an analysis of typical 
duties and responsibil ities of the Operations Manager with respect to the delivery and 
purchase of imported water from the SWP and represents a reasonable allocation of the 
Operations Manager's time. A recent audit of the Operations Manager's time charges 
over the past six months confirmed the daily duties and responsibilities of this position 
still result in a 50/50 ratio, within a 1 0% margin of el'ror, between SWP related work 
activities and work activities related to local operations and maintenance. F'or the base 
year, SGPW A Finance Department estimates the salary and benefit cost to be $ 132,200. 

50% x $132,200 = $66, 1 00 or approximately $1. 0  per acre-foot based on sales of 6,479 
acre-feet 

The other 50% of the costs of the operations manager are charged to SGPW A's share of 
debt service and operations of the SWP. These costs are funded from pre-Proposition 1 3  
ad valorem tax revenues. 

Budget increases in subsequent years for Operations Managefs costs are largely 
dependent on industry wide increases in labor costs. For subsequent years the 50% 
allocation of the Operations Manager' s salary and benefit budget is escalated at 3 .9% 
annually, which is based on an average of annual labor compensation increases, by 
percentage, over the last six (6) years, as provided by the U.S .  Department of Labor (See 
Table 4 below). 

10 American Water Works Association, PriD,q,iJwls of Water Rates. Fe�..,'h.lllld.£il!!L.� (Manual of Water Supply 
Practices M l ), Fifth Edit.ion 
u "2008 Transportation Variable Plant Unit Rates (Energy and Transmission)", State Water Pr�ject Analysis Office, 
dated Febrnnrv 26,2008. 
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T able 4 

Percent Changes in the Employment Cost Index (EC I) 1 

.. · - · ·  . .  

Year 

I Peroe11t change in Employment Cost 
Index 

2003 

4.3 
Average annual: 3.9 1 

2004 2005 2006 

3.5 3.5 3.8 

· '  

2007 2008 

4.8 3.5 

1 .  U.S. Department of Labor, Bureau of Labor Statistics, see State and Local Governments Section, 
· "Compensation" 

Administrative Overhead A/location 
SGPWA charges a portion of direct and indirect costs of administrative overhead to water 
rates. It is reasonable to conclude that the General Manager, Finance Manager and 
Administrative Assistant spend approximately 4 houl's per week each related to planning, 
delivering and billing for impo1ted water related services. TI1is amounts to approximately 
1 0% of the SGPW A salary and benefit budget on �m annual basis. Table 1 (Page 8) lists 
the vadous line items that make up the s,11ary and benefit budget for the base year. Since 
these percentages can fluctuate in the future due to many operational variables, it is 
conservative to assume a 5% al.location to insure that the proposed rate does not cover 
administrative costs other than those related to water delivery services. The bolded line 
item described as "5% of the Total Administrative Overhead" on Table 1 (Page 8) 
represents 5% of the total salary and benefit budget which is allocated to the water rate. 

5% x $455,3 83 "'" $22,769 or approximately $3 .50 per acre-foot based on water sales of 
6.479 acre-feet in the base year, 

As with annual escalations for Operational Expenses discussed above, this 
Administrative Overhead component is labor intensive and therefore uses the same 3. 9% 
escalation rate. 

San Bernardino Valley Municipal Water Distrjct Pass Through 
As discussed in the Background section of this report, imported SWP water is conveyed 
frori1 the Devil Canyon delivery point through the East Branch Extension facilities that 
ate owned by San Bernardino Valley Municipal Water District (''SBVMWD"), subject to 
SGPWA's capacity rights. SBVMWD operates and maintains these facilities and charges 

SGPW A for a proportionate share of its operations labor cost at a melded rate of 
approximately $56 per hour, which is reflected in the costs shown on Table 1 (Page 8) for 
the base year. Last year's total billing from SBVMWD amounted to $95,206. At present, 
50% of thls total cost is funded through general fund revenues and 50% is allocated to 
water rate, based on the assumption that the benefits received and the costs allocated 
from the delivery of SWP water through SBVMWD facilities are equally split between 
property tax based revenues and consumption related water rates. Therefore: 

50% x $95 ,206 "" $47,603 ,  or approximately $8 per acre-foot based on water sales of 
6,479 acre-feet in the base year 

As with annual escalations for Operational Expenses dlscussed above, this pass through 
component is labor intensive and will use the same 3 .9% escalation. 
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Department of Water Resources Pass Through 
Energy and Transmission Costs 

The DWR water rate charged to SGPW A through the SWP Contract includes an 
energy component ( electric power)1 a transmission component (non.power related 
operating costs) and a prior year cost recovery adjustment (see Page 13 "Prior 
Year Adjustment" subsection). The amount of the energy and the transmission 
costs that are passed on to SGPWA depend upon the location of the delivery point 
of the Phase I facilities, For instance, the delivery costs for 2008� in $ per acre
foot: 

Upstream of Cherry Valley Pump Station: 
• Energy Cost $ 1 96.7289 
• Transmission Cost $ 14.5680 
• Total $2 1 1 .2969 

Downstream of Cherry Valley Pump Station: 
• Energy Cost $204.7929 
• Transmission Cost $ 14.9687 
• Total $21 9.76 16  

Conservative unit costs for downstream of Cherry Valley Pump Station were used 
because most of the water demand occurs downstream of this pump station, The 
calendar base year costs and the subsequent year escalated costs were taken from 
Table 5 (Page 1 5), "DWR Delivery Costs" for downstream of Cherry VaUey 
Pump Station. DWR costs are expected to jump dramatically in 2009 due to lower 
reservoir storage levels which results in reduced production of hydroelectric 
energy. DWR estimates the per mil energy rate that they 'WiJ l pay will jump from 
$3 8 to $44 in 2009, or a l 5 .8 % increase. Increases beyond 2009 are difiicult to 
determine as future rates will depend on climate, storage levels in reservoirs, 
environmental regulation and the cost of fossil fuel generated power. This study 
assumes the DWR estimate for 2009, i.e. energy costs will increase by 1 5 .8%, 
20 1 0  and 20 1 1  wil! hold constant and 2012 will see a l 0% increase. While it is 
speculative at this time to expect energy costs to xise almost 1 6% per year fol' all 
subsequent years, holding costs constant for two years (201 0  and 20 1 1 )  and 
increasing costs by 10% in the last year (20 12) is a reasonable assumption that 
takes into account an improvement in climate conditions and improved 
efficiencies in the overall SWP delivery system. This is strictly a best estimate 
and it must be tmderstood that rates will need to be acljusted if actual costs 
produce a trend that is different from that based on these assumptions. 

It is planned that transmission cost will be held constant over the five (5) year 
period because this number has historically held constmrt. 
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Table 5 

DWR Delivery Costs 
2008 2009 2010 201 1 

,. : 

2012 
Downstream of Cherry Valley Pump Station " 

. , .. · . . , , ,  
Energy Cost . 204.7929 231: 1286 237'. 1:iaa 
Transmission Cost 14.9687 14.9687 . .  14)3687 
Total Cost 21 9,7616 252.0973 252,0973 

231. 1 2a6 2ab:'ii,i1s 
14,9687 16.4656 

252.0973 277.3071 
Inflation adJustment In 2012 .  '1 0.00% 

t>rior Year Adjustment 

Since D WR cannot predict exact energy costs and volume demand each budget 
year, DWR bills SGPWA, in addition to its periodic charges, intennittent charges 
to account for the exact energy cost incl'eases within the calendar year. Also, an 
annual charge or credit at the end of the calendar year may be billed to cover any 
understating or overstating of the energy component of thei.r rate. In 2008 an 
additional $264, 1 00 was billed to SGPW A. However, for 2009 it is expected that 
DWR will refund $227,800. SGPWA's  Board has acted to combine these two 
DWR actions into one year and apply the difference between the debit and credit 
($36,300) to the 2008-2009 rate (or approximately $6 per acreMfoot). Table 1 
(Page 8) shows the prior year adjustment credit of $36,000 in Fiscal Year 2008-
2009. It is also expected that over the long run, the charges and refunds will tend 
to offset each other based on historical trends. For this reason it is assumed for 
Fiscal Year 201 0�201 l and beyond the annual adjustments will be assumed to be 
zero. 

Expected Power Cost Increases 

It is expected that energy costs will increase over the longMterm for at least three 
reasons: inflation, "green" energy legislation, and marginal cost increases, See 
Appendix C attached 

Yuba Dry Year Transfer Program 

SGPWA can. purchase additional water through an agteement12 to purchase supplemental 
watel' from Yuba County Water District at clearly defined prices. Presently this is the 
least expensive supplemental water available to SGPW A. There are four categories of 
water in the agreement; Component 1 ,  Component 2, Component 3 1 and Component 4 .  
Each category has its own specific price, in $ per acre�ft, depending on dry, normal, wet 
or critical year conditions. This past year SGPWA purchased 68  acre�ft of Component 2 
water and 124 acre�ft of Component I ,  3 and 4 water, for a combined annual purchase of 
1 92 acre-:A:. 

Obviously it is impossib1e to characterize future water years in terms of "dry" vs. "wet" 
vs, "critical". As indicated in the Yuba agreement, each type of year has a specific water 

11 Agreement for the Supply and Conveyance of WQ-,1.�r by the DeQartment of Wf\ter Resources for the State oJ 
Cal ifornia to the Partic ipating Sate Water Contractors Under the Dry Yeqr Wate;r Pttr..<;.hase Program, dated March 
3 1 ,  2008 
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rate varying between $25 per acre-ft in a wet year for Component 2 water to $ 1 25 per 
acre�ft in a critical year for Component 3 and 4 water. For the purposes of this study it is 
conservatively assumed that the price of Yuba water purchased will be the critical year 
price of $ 1 25 pel' acre-ft. Based on the recent annual purchase of 1 92 acre�ft, it is also 
assumed that SGPWA will continue to purchase approximately 200 acre-feet of 
additional water through the Yuba Dry Year Transfer Program as set forth in Table 1 
(Page 8). The base year water cost is assumed as follows: 

$ 1 25 x 200 acre-feet """ $25 ,000, o:r $3 ,86 per acre-.foot based on water sales of 6,479 
acre-feet 

No costs are shown on the "delivery cost" line item because the delivery costs 
attributable to Dry Year Transfers are included in DWR pass through costs. 

It is very difficult to predict, especially during these times of protracted water shortage, 
the levels of water purchases from this program. During wet years obviously SGPWA 
will not need to purchase large quantities of water. H.owever, during critical years, 
SGPW A might need to purchase as much water as possible, .limited by agreement to a 
percentage of SWP Table A water. Therefore, in the absence of any clear trends in 
historical data or any credible estimates, this study uses conservative assumptions as to 
the amount and price of expected purchases of Yuba water. 

Surplus Reserves 
Each yea-r funds from net operating revenue are set aside for the purpose of 

• Rate stabilization 
• Purchase o:f i1ew water 

A total of $33 per acre. �ft of annual water sales is dedicated to fully funding the rate 
program, consisting of both rate stabilization and new water purchase components. The 
rate stabilization fund will be capped at approximately 1 50% of the maximum annual 
revenue shortfall year in the five year study. Any rate stabilization contribution over and 
above the cap will flow over into the reserve fund for the purchase of new wak:r. 

Rate Stabilization Surplus Reserves 

In order to manage the effects of fluctuations in energy costs, deiivery costs, 
facility maintemmce costs and sales volume on the ability of SGPWA to meet 
expenses on an anmial basis, SGPW A will implement a rate stabilization surplus 
reserve. In dry years the availability of water to sell is reduced, possibly resulting 
in vadous fixed costs not able to be funded through rates and water safos . A rate 
stabilization reserve will be used to meet the obligations in such dry years. The 
rate stabilization surplus reserve will be funded at the :rate of $ 1 1  per acre ft of 
water sales until the rate stabilization surplus reserve bahmce reaches a maximum 
of at least 1 50% of the revenue shortfall in the year of maximum deficit. Table 1 
(Page 8) indicates that FY 201 2�2013  generates a deficit of $95,372, just under 
$ 1 00,000. Therefore the maximum balance is set at $ 150,000. Also, the maximum 
rate stabilization surplus reserve balance is projected to occur in FY 20 1 1-2012 .  
The contribution to  the rate stabi lization surplus reserve in base year 2008-2009 is 
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derived from contributions after the February 2, 2009 inception date (41 .07% of 
one year) and is estimated to be: 

$ 1 1 x 6,479 acre�feet x 41 .07% "'"' $29,270 

As shown on Table I (page 8), for FY 20 12-20 13  an operating deficit o:f $95,372 
will be offset by a contribution from the rate stabilization. stirplus reserve, leaving 
a balance in that fi.md of $54,628 to carry over into the next five year period. 
These balances in the rate stabilization surplus reserve provide a reasonable fund 
over the five year study period needed to avoid as much as practical any rate 
ffuctuations. 

Surplus Reserve for the Pul'ehase of New Water (Repah' Lost ReliabUity, 
SWP) 

The rate revenue will provide a surplus reserve to accumulate for contribution 
together with other SGPWA funds for the future purchase of new water, the 
purchase of rights to new watei.· supplies, or both. The annual fixed amount to be 
set aside in early years is calculated by applying a $22 per acre�foot allocation to 
1he annual water sales volume in acre�feet. As the maximum rate stabilization 
surplus reserve reaches its maximum target, the excess rate stabilization funds 
will flow to the surplus reserve for the purchase of new water. In addition, excess 
operating revenues in any fiscal year will also be transferred to the surplus reserve 
for the pmchase of new water. As indicated in Table 1 (Page 8), beginning ln year 
three the revenue stream for purchase of new water sharply increases. The fund 
contributions will vary year to year dependent on water sales and rate stabi.li.z.ation 
siu-plus reserve balances. 'Orn surplus reserve contribution for the purchase of new 
water for FY 2008�2009 is calculated as follows: 

S22 per acr<:Aoot x 6A69 acreMft x 4 1 .07% "" $58,540 

Fund Balances 
For each fiscal year the beginning and ending balance for the vvater rate operating 
account is sho½n near the bottom of Table 1 (Page 8). The stmiing fund balance is zero, 
and as mentioned in the Revenue section of this report, a contribution from the general 
fund account will be needed to insure that there is no shortfall. in the base year. The 
second year the s tudy shows again a zero ending balance as a rate increase and a 
contribution from the rate stabilization surplus .reserve is sufficient to meet costs and 
require no transfers from the general fund. Subsequent years will show modest sm11luses 
and shortfalls, with a closing balance of approximately $50,000 in the rate stabilization 
fund at the end of 1he study period. This demonstrates that the rates proposed will be the 
minimum to generate revenues sufficient to meet expenses and reserve requirements over 
a five year period, with occasional borrowi.ng from and repayment to the rate stabilization 
reserve fond to meet needs on an annual basis. 

Table 1 (Page 8) also shows the accumulation of surplus reserves balances for both rate 
stabilization surplus reserves and surplus reserves for the purchase of new water over the 
five (5) year s tudy under the line items described as 1'Accumulated''. 
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V. Recommendation 

I.11 order to fund the Cost of Delivery related to imported water activities, it is recommended that 
a uniform water rate of $277 per acre�foot (See Table 2, Page 9) be implemented for the service 
tu:ea downstream of Cheny Valley Pump Station ("CVPS"), effective February 2, 2009. The new 
uniform water rate for the service area upstream of CVPS wil l  be slightly lower due to lower 
DWR pass through costs. In fiscal year 2009-20 10 it will be necessary to increase the uniform 
water rate to $3 17.00 per acre-foot for the service area downstream of CVPS in order to meet 
operational expenses, twoid subsidies from the general fund and adequately fund water rate 
reserves. Again, the increased rate for the servi.ce area upstream of CVPS will be slightly lower 
due to anticipated lower DWR pass thxough costs for the upstream segment. It is expected that 
DWR energy costs will increase over the five year study period requiring SGPWA to increase 
the rate to $317.00 per acre-foot (33 . 1 3% increase over the previous year) in Fiscal Year 2009-
20 10 .  In subsequent years it is assumed that the volume of water sales will increase and the level 
of energy costs from DWR. will hold relatively steady, resulting in no need to increase the 
SGPWA water rate. Of course if any of these assumptions, or any of the assumptions made with 
respect to the otl1er cost components discussed in this report become significantly different from 
trends in actual costs incurred, the water rate level will need to be reviewed. 

The proposed water rates will provide sufficient revenue to pay for the costs related to deli very 
of SWP water, contribute to a rate stabilization reserve of $ 1 1 per acre-foot of water sold, and 
contribute to a reserve fond for a portion of the cost for the purchase of new water at the rate of 
$22 per acre�foot of water sold. This fond and the expenditures that it wil.l suppo1t will assist to 
provide the much needed water supply that will improve lost SWP water supply reliability, meet 
futm·e increased demand from retail agencies and meet groundwater replenishment goals. 
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APPENOIX A 
Detailed Background 

In 1 960 the voters of the State of California approved the issuance of bonds to finance the 
construction of the nations largest state built water storage and delivery system. This project, 
referred to as the State Water Project C'SWP"), relies on 29 water contractors to fund the debt 
service on SWP :facilities financing incurred by the Department of Water Resources ("DWR")� 
the State agency responsible for the construction, operation and maintenance of the SWP. 
SGPWA (a SWP Contractor) pays for its fair share of the debt service through ad valorem taxes. 
The SGPWA Board sets the ad valorem rate each year. Currently the rate is $0 . 1 7  per $ 1 00 of 
assessed valuation. This tax revenue is referred. to in this report as pre�Proposition 1 3  ad valorem 
tax revenues. 

In 1 96 1  SGPWA was formed for the purpose of delivering wholesale imported SWP water to its 
customer water retailers for the purpose of groundwater recharge and to supplement the demands 
of new growth in the area. The SGPWA service area includes the communities of Banning, 
Beaumont, Calimesa, Cherry Valley, Poppet Flat, Morongo Indian Reservation and Cabazon. 
SGPW A overlies several local groundwater basins of which the Beaumont Storage Unit ("BSU") 
is the major groundwater supply. The BSU provides the potable water source for most of the 
retail agencies within the SGPW A service al'ea. Because the annual water demands of the 
growing communities increased over the years, those demands began to exceed the water 
supplied by local rttnoff: and now the BSU is currently in a managed overdraft (see ''Managed 
Basin" beiow) . It is now necessary to replenish the basin to not only meet the local water 
demands but also restore groundwater levels. 

In 1 962 SGPWA and DWR entered into a contract for capacity in the SWP ("SWP Contract") 
whereby SGPWA would have a right to receive 1 5,000 acre�feet per year of imported water to 
2035 and extended periods thereat1er ("Table A Amount") . SGPW A would then pay its 
proportionate share of the SWP debt financing, operations and maintenance costs to DWR on an 
annual basis. S ince I 962 the entitled amount has been amended several times, with the cuuent 
Table A Amount of 17,300 acre-ft per year. The SWP Contract and debt financing was approved 
by the California voters in 1 960 and, thus, is exempt from the limitations of Proposition 13 
limiting the use of ad vaLorem taxes to pay for the SWP Co11tract obligations, 

Water Supply 

The SWP turnout that delivers water to the SGPW A service area is located at Devil Canyon, 
located in the hills behind California State University, San Bernardino, SGPW A owns capacity 
rights in the pipelines, pmnp stations and reservoirs (collectively known as the East Branch 
Extension) from this point to Garden Air Creek, on the common boundary of San Bernardino and 
Riverside Counties. Downstream from this point SGPWA owns 1 00% of ca11acity rights in all of 
the water storage and conveyance facilities in the system. Most of the cost for these facilities is 
financed by DWR bonds, with the debt servic.e for SGPWA's proportionate share repai.d by 
SGPWA through pre-Proposition 1 3  ad valorem tax revenues. 

Water users and retailers in tht� SGPWA service area primarily depend upon natural surface 
rnnoff and local groundwater basins to meet local water supply demands. The BSU is currently 
in overckaft, as the water demand of a growing population continues to exceed the natural 
recharge rate of the BSU. A local joint powers agency consisting of members dependant on 
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water from the BSU has been suppo1ii11g the management of the BSU by a watermaster through 
agreements and. legal proceedings (see below). SGPWA has been replenishing the BSU with 
imported water since 2003. Beaumont-Cherry Valley Water District ("BCVWD") has also been 
replenishing the BSU with imported water purchased from SGPWA since 2006. It has been 
determined by SGPWA and the Watermaster that there is a need to increase the rate of 
replenishment of the BSU with imported water .in the very near future. 

Managed Basin 

011 February 20, 2003, the San Timoteo Watershed Management Authority, a joint powers public 
agency ("STWMA"), whose members are the Bea-umont•Cherry Val1ey Water District 
("BCVWD'), the City of Beaun:1ont (HBeaumont''), the South Mesa Mutual Water Company 
("SMMWC"), and the Yucaipa Valley Water District (YVWD") filed a complaint in the 
Riverside S t1perior Court for adjudication ofwater rights, inj unctive relief, and the imposition of 
a physical solution against the City of Banning ("Banning"), each of the members of STWMA, 
and various other alleged overlying landowners, pumpers, and appropriators within the 
boundaries of a certain area defined as the BSU. On February 1 7, 2004, a judgrnent pursuant to 
stipulation, was entered which provided, among other specifics, the BSU had a safe yield of 
8,650 acre�feet per year e'AFY"), appointed a Waterm.aster consisting of representatives from 
Beaumont, Banning, BCVWD, SMMWC, and YVWD, authorized a controlled overdraft 
(temporary surplus) of 1 6,000 AFY up to 1 60,000 AF over a ten�year period, and required each 
appropdator to provide funds to enable the Watermaster to replace water pumped in excess of 
the safe yield of 8,650 AFY. The ten-year period for the controlled overdraft rnns out in 20 1 3. 

Lost Reliability 

Sho11ages in rainfall and snowmelt within California and the Colorado River basin, and recent 
cutbacks in deliveries from the SWP due to environmental court challenges. have made it 
increasingly difficult for water purveyors to m.aintain and plan for sustained and reliable water 
deliveries. SGPWA is continuously looking for opportunities to pmchase additional water for 
storage and BSU replenishment in order to maintain and repair lost reliability of the SWP within 
its service area. The primary sources of SGPW A general fund revenue are 1 % Revenue ("share 
of County 1 % ad valorem tax revenue") ,md wholesale water rates . In the near future SGPW A 
plans to implement a capacity fee program. to insure that new development pays its fair share of 
c.apital improvem.ents and new water purchases necessary to mitigate the impacts of growth. The 
SGPW A wholesale water rate must be calculated such that the expected revenues adequately and 
fairly recover the DWR pass through costs, proportionate SGPW A overhead costs, additional 
short term dry year water purchases, rate stabilization reserves and contributions to the portion of 
the cost of new water purchases that are necessary for repair of SWP lost water delivery 
reliability. 
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APPENDIX U 
Legal Limitations 

Proposition 13 

In 1978 the voters of the State of California passed. Proposition 13 which placed a cap on 
ad valorem taxes of 1 % of the then cummt assessed property value. The law farther 
provides any new state taxes need a 2/3 vote by the legislature and any new local taxes 
also require a 2/3 vote of the local voters. The cap on ad valorem ta.xes does not apply to 
ad valorem taxes or special assessment to pay interest and redemption charges on any 
indebtedness approved by the voters prior to July 1 ,  1978. The Burns�Po:rter Act was 
approved by the voters in a State election in 1 960, which authorized payments to the 
State DWR for the SWP from revenues including those derived from ad valore111 taxes on 
real property (Goodman v. County of Riverside (1 983) 140 Cal . App 3rd 900). SGPWA 
has been levying an ad valorem tax on real. p.roperty within its boundaries since it 
acquired capacity in the SWP by executing the SWP Contract in 1962 . The current ad 
valorem tax wte is $. 1 7  per $1 00.00 of valuation to pay for the SWP Contract obligations 
and res�1rves, amounting to about $ 1 3,000�000 per year. This source of revenue will be 
used to pay for Phase I and Phase n extensions of the SWP into the service area. 

In addition to the ad valorem ta,"X levy to pay for the SWP, pursuant to Proposition 13,  
SGPWA receives its proportionate share of the 1%  on all ad valorem real property taxes 
levied in the County of Riverside each year. As assessed property values increase, the I%  
share ofrevenues increases. The current amount received per year is about $2,200,000. 

Proposition 218 

In 1 996, Proposition 2 1 8  was adopted adding Article XIII C and D to the California 
Constitution dealing with the initiative process and procedures involving real property 
related fees and charges. While some real property fees and charges require voter 
a:pproval, it is clear that water agencies are exempt from such requirement. However, 
water agencies that serve water to landowners are still sul�ject to certain requirements of 
Proposition 2 1 8, including:. 

1 .  Revenues derived from the fee or charge shall not exceed the funds required to 
provide the property related service; 

2. Revenues derived. from the fee or charge shall not be used for any purpose other 
than that for which the fee charge was imposed; 

3 .  The amount of  foe or  change imposed upon any parcel o r  person as an  incident of 
property 0v,-11ership shall not exceed the proportional cost of the senrice 
attributable to that parcel; 

4. No fee or change may be imposed for a service unless that service is actually used 
by, or immediately available to, the owner of the property in question. 
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SGPW A only sells water to retail water purveyors and does not sell water to landowners and, 
therefore, under Proposition 2 1 8, does not charge a water rate as a property�related service. 
However, in the interest of insuring a fair and equitable rate to SGPW A retail water purveyors 
and to assist them in complying with Proposition 21. 8, this study wil l  incorporate the intent of the 
above mentioned requirements of Proposition 2 1 8  as an integral part of the study, 

San Gorgonio Pass Water Agency 
Water Rate S1w�v 

Febnmry 2, 2009 
Page B-2 



APPENDIX C 

Expected DWR Energy Cost Increases 

It is expected that energy costs will increase over the long-term tor at least three reasons : 
inflation, "green" energy legislati.on, and marginal cost increases. 

First, general inflation will raise costs as raw materials, transportation, and labor costs 
increase. 

Second, AB 32 (cited as Section 38500 of the Health and Safety Code, "The California 
Global Warming Solutions Act of 2006'1) ,  passed by the legislature and signed by the 
governor, will require the DWR to gradually transition to "greener" energy sources over 
time. At this time, "greener" energy is expected to be more costly than conventional 
energy sources such as fossil fuels, Most green energy production is located far from the 
power grid, meaning that additional transmission lines will have to be co11stmcted to 
allow this energy source to be widely used. With regard to energy sources 13

, i) green 
energy in the form of solar power is inefficient (silicon photovoltaic technology converts 
about 1 1  % of the total solar energy reaching the panel), has a high first cost and is area 
or land intensive as compared to conventional sources .  For instance, while photovoltaic 
technology is getting more affordable with time, currently installation costs range from 
$4,000 to $5,000 per kW as compared to $450 per kW for natural gas plants. ii) DWR 
already maximizes is use of ltydraelectric power) iii) a previous attempt by DWR to 
generate power from geoiJtennal sources resulted in much higher costs for various 
reasons, In fact, geothermal capacity peaked in 1989 and has been on the decline since, 
due to plant retirement and reduced steam :tlow, It can be expected that expansion of 
capacity would require high capital costs contributing to higher overall energy mtes, and 
iv) although power produced by older wiml turbines is definitely not cost competitive., 
newer technologies show promise as a. competitive option in the future. Cummtly wind 
power installation averages approximately $1 ,000 per kW, significantly less than solar 
but greater than the $450 per kW for natural gas power plants. Hence, the increased cost 
realized from installation of renewable power generatio11 and in most cases costs related 
to Jess efficiency and reliability will result in higher energy rates from DWR. 

Third, the least expensive energy sources have already been tapped. T11e cost of producing 
additional energy will increase as more costly sources, whether �'green" or not, must be used. As 
overall energy demands in California increase, it is expected that the marginal cost of producing 
this additional energy will increase. 
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t, Managing Greenhou�e Gas Emiss ions in CaU,fomia, The Califomian Climate Change Center at UC Berkeley, 
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