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Topics

e Update of Supply Reliability Analysis
* Postponed to July meeting

* Analysis of Rate Impacts



Reliability Analysis Updating

* Following my presentation last month, | received two items of feedback:

* A zoom call with Fallbrook and rainbow on May 21.

* The main thrust was a request that | extend my analysis to cover MWD IRP Scenarios A
& C, which | will do.

e A memo from SDCWA dated 5-24-2021.
e | also received EMWND’s Draft 2020 UWMP

* | decided to put off the update of the Reliability Analysis to our July meeting.

* | don’t have Rainbow’s Draft 2020 UWMP.
* | would like to have any final updates to the 2020 UWMPs for SDCWA, EMWD, and FPUD.

* The analysis | presented last month considers the supply reliability of SDCWA
and EMWD, but it does not address the supply reliability of MWD.

* Although my information on that question is limited, since it is not transparent in the IRP
analysis, | will address it to the best of my ability in the Analysis Update for July.



Analysis of Rate Impacts - outline
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1. Introduction

* | present here my preliminary analysis of the impact on SDCWA’s
water rates.

 Specifically, | analyze the net impact of FPUD and RMWD exit on SDCA
annual net revenue.

* To complete this, | will go on subsequently to analyze:

* The impact on SDCWA rates and charges
* The impact on FPUD and RMWD water rates

* This is a work in progress.
e Corrections and comments are welcomed.



2. Questions to be addressed

To assess the impact on SDCWA water rates if FPUD and RMWD both exit SDCWA, one first

needs to answer two []UEStiDFISZ

(1) if FPUD and RMWD both exit the SDCWA service area, how does that affect the amount
of revenue received annually by SDCWA? There are two components to this revenue:
the volumetric payments (how does the volumetric revenue received by SDCWA change
if it sells a unit more of water, or a unit less, to its member agencies?) and other fees
and charges paid to SDCWA (how do those revenues change?).

(2) f FPUD and RMWD both exit the SDCWA service area, how does that affect the costs
incurred by SDCWA to operate its water supply system? Some of those costs may be
volumetric (what is the marginal cost to SDCWA to supply an additional unit more of

water, or a unit less?) Some of the costs are non-volumetric.



aiven answers to those questions, one can then address the third question:

(3) If FPUD and RMWD both exit the SDCWA service area, how does that affect the water
rates and charges levied by SDCWA on the remaining agencies within its service area?



3. Fixed Costs as the Key Factor

* This can be illustrated with a simple example involving MWD.
Suppose SDCWA takes delivery of one acre-foot less of untreated
water from MWD. For that water, SDCWA would have paid MWD
(today) a total of $777. SDCWA saves an expenditure of $777 by
receiving an acre-foot of water less from MWD, and MWD loses S777
of revenue.

* MWD would also avoid some costs by delivering an acre-foot less to
SDCWA, but certainly less than $777. For example, it would not
actually avoid $373 in conveyance/ distribution costs since most of
those are fixed costs which remain the same regardless of whether
MWD delivers an acre-foot of water more, or less. Similarly, some
quantum of the supply rate and of the system power rate reflects
fixed costs that MWD does not avoid incurring when it delivers an
acre-foot less to SDCWA.



* Therefore, the change is not revenue neutral for MWD: it receives
S777 less of revenue but its costs fall by less than $777.

* In addition to the presence of fixed costs, another factor that could
make the change not revenue neutral for MWD is the presence of
fixed contractual purchase commitment. Suppose that MWD’s system
power rate of $161 is entirely a variable cost (i.e., it reflects just the
actual cost of electricity in S/kWh multiplied by the particular amount
of electricity (kWh) required for MWD to convey an acre-foot of water
to SDCWA), but MWD has a contractual commitment to purchase
5,000 kWh of electricity from the State Water Project (SWP). For
MWD, the S161 becomes, in effect a fixed cost, because MWD is
committed to purchasing a fixed amount of kWh regardless of
whether it actually needs that much electricity to convey water to

SDCWA.



In summary:

e Purchase commitments turn costs into fixed costs.

* And, however they arise, fixed costs are financially harmful to a
supplier when its sales decline.



4. FPUD and RMWD Compared to Other
SDCWA Member Agencies

FPUD and RMWD accounted for 1.7%2 of the population served by SDCWA in FY 2020
and 8.1%3 of the acreage in SDCWA'’s service area.

In FY2020, FPUD and RMWD together received 6.43% of the water delivered by
SDCWA in FY 2020 to member agencies, which represents a higher rate of usage per
capita, but not per acre, than the average across all member agencies.

One third — 33.6% -- of the water delivered by SDCWA to FPUD and RMWD in FY 2020
was for agricultural use, compared to the overall member agency average of 6.7%.

Agricultural use of SDCWA delivered water by FPUD and RMWD accounted for 32.0%
of total agricultural use by SDCWA member agencies.

M&I use of SDCWA delivered water by FPUD and RMWD accounted for 4.58% of total
M&I use by SDCWA member agencies.

* Thus, agricultural use per capita of SDCWA delivered water in FPUD and RMWD is

higher than in other member agencies, and M&I use per capita of SDCWA delivered
water in FPUD and RMWD was also higher than in other member agencies.



5. SDCWA Revenue Structure



TABLE 1 SDCWA WATER RATES AND CHARGES CY 2021
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TABLE 2

SDCWA WATER SALES FY20 ADOPTED BUDGET® SDCWA WATER SALES FY20 ACTUAL**
ITEM VOLUME {AF) REVENUE (5) | Unit vaiue ITEM VOLUME (AF)** REVEMUE (5)*** Percent
($/AF)
COMPBODITY COMMODITY
Melded Supply Rate 369,662 5338,899,318 Melded Supply Rate 323,061
Melded Treatment Rate 157,302 543,679,404 Melded Treatment Rate 129,363
Transportation Rate 408,524 552,875,767 Transportation Rate
TSAWR 38,862 535,627,048 TS5AWR 23,370
Subtotal Commodity 408,524 5471,081,537 51,153 Subtotal Commodity*** 346,431 5399 480,197 75.9%
FIXED FIXED
Storage Charge $6%,000,000 Storage Charge S65,000,000
Customer Service Charge 525,600,000 Customer Service Charge 525,600,000
Supply Reliability Charge 533,815,000 Supply Reliability Charge 533,815,000
Subtotal Fixed $124,415,000 Subtotal Fixed $124,415,000 23.6%
Subtotal Water Authority £595,496,537 Subtotal Water Authority
PASS THROUGHS 539,598,690 FASS THROUGHS »39,598,690
ADJUSTMENTS ($2,523,408) ADIJUSTMENTS*** 52,290,287 0.4%
TOTAL WATER SALES 5632,571,819 TOTAL WATER SALES** 565,784,174
TOTAL (excluding PassThroughs)®** $526,185,484 100.0%
SOURCES

* SDCWA Adopted Budget FY 2021 & 2022, Table 4, p_28.

**SDCWA Comprehensive Annual Financial Report FY 2020, pp. 79, 109.

*** My estimate/assumption
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LE 3 SDCWA REVENUES FY 2020 ACTUAL*
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6. Reduction in SDCWA Revenue under
Current Rates
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/. SDCWA Cost Structure



TABLE 5 5DCWA WATER SUPPLY EXPENSES FY20 ADOPTED EIUDGFI' :
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TABLE 6 SDCWA EXPENDITURES FY20 ADOPTED BUDGET
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Other Expenditures® : 51,944
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TOTAL : $788,335 | 100.0%
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SOURCE: SDCWA Adopted Budget FY 2021 & 2022, Table 1, p.26.




* A simplistic calculation would note that SDCWA actually delivered 62,093 AF less
than planned in FY 2020, and had an actual expenditure of $68,750,684 less than
planned. Dividing one number by the other suggests an avoided supply cost of
about $1,107/AF.



3. Impact on SCODWA Costs

e Of all the cost items in Table 6, the reductions would most likely be associated only with the
first item, water supply expenses, and not with any other item.

* The water supply costs, itemized in Table 5, cover (i) obtaining water from a source, (ii)
conveying it to a member agency, and (iii) treating it to meet drinking water quality standards.
 Starting with the transportation rate, (ii), the rate proposed by Carollo for transportation in
CY 2021 was S164/AF; the rate actually adopted by the SDCWA Board was S150/AF. Carollo’s
estimate was intended to cover the revenue requirement for the transportation function
which was then reduced by a proposed draw from reserves. Without knowing any of the
details, | will use the transportation rate of $164/AF as my estimate of the savings to SDCWA
from transporting one acre-foot less to an agency such as FPUD or RMWD.

* With regard to the treatment cost, (iii), Carollo proposed a treatment rate of $295/AF, and
the SDCWA Board adopted that rate.



TABLE 7 WATER SOURCES AND COSTS

Water source Minimum Unit
Quantity (AF) |Cost (S/AF)

1D 277,700 51,028
Carlsbad Desal 42,000 $2,752
MWD na S777

* Once SDCWA delivers 319,700, MWD is the source of marginal water delivered
by SDCWA.

e |[f SDCWA delivers 22,279 AF less, this is water that would have been obtained
by SDCWA from MWD at a unit cost of $777/AF.



TABLE 8 EXPENDITURE FOREGONME BY SDCWA

Water acquisition cost (S/AF) S777
Transportation cost (S/AF) 5164
Treatment cost (S/AF) 5295
TOTAL $1,236
22,279 af @ 51,236 527,536,844

Versus a revenue
reduction of $36.8+ M.



Analysis to come

e Correct any errors in analysis presented today.

* Translate impact on SDCWA net revenue to an impact on SDCWA
rates and charges.

* Analyze rate impact on FPUD and RMWD.



