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1. Executive Summary

1.1. Study Description

In 2023, the Beaumont Cherry Valley Water District (District) engaged Raftelis to complete an update of its Water
Capacity Charges (Facility Fee) and Water Supply Fees. Throughout this report, the term “capacity charge” is used
to describe the capacity charges and water supply fees analyzed as part of the study. The update included a review
of projected long-term demand and EDU growth on the District’s water utility system, as well as the growth-
related infrastructure required to serve future demand. The update does not recommend changes to the structure of
the District’s existing capacity charges. Instead, it updates the District’s current capacity charges based on revised
projections of future customer demand growth and the associated infrastructure costs required to meet that
demand.

1.2. Current Capacity Charges

The District currently assesses capacity charges for single-family residential (SFR) and multi-family residential
(MFR) properties based on equivalent dwelling units (EDUs). An EDU is defined as the average daily water
consumption of an SFR dwelling (account). The District’s current capacity charges assume that an EDU uses 580
gallons per day. The current SFR capacity charge is $10,122. MFR properties are assumed to have water usage that
is 60% of an SFR property. The current MFR capacity charge is $6,073 per dwelling unit (DU). Capacity charges
for non-residential properties are assessed on a case-by-case basis. In practice, this means that the capacity charge
assessed for non-residential properties is based on their projected water consumption expressed on an EDU basis.

Table 1 shows the District’s current capacity charges (Lines 1-5). The derivation of the $10,122 SFR capacity
charge is shown in Lines 7-21.

Table 1: Current Capacity Charges

Line Land Use Per EDU
1 Single Family Residential $10,122
2 Multiple Family Residential $6,073
3 Commercial Property Case-by-Case
4 Industrial Property Case-by-Case
5 Institutional Property Case-by-Case
6
7
8 Wells $1,936
9 Water Rights (SWP) $1,225
10 Water Treatment Plant $921
11 Local Water Resources $485
12 Recycled Water Facilities $1,402
13 Transmission (>=16") $1,568
14 Storage $2,008
15 Booster $139
16 Pressure Reducing Stations $71
17 Miscellaneous Projects $62
18 Subtotal $9,818
19
20 Financing Costs $305
21 Total $10,122

Note: Amounts are subject to rounding.
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1.3. Capacity Charge Background

Capacity charges (also known as system development charges or SDCs) are one-time charges paid by new
customers who connect to a utility system or current customers who request an increase in their water supply
allocation. Capacity charges allow utilities to recover a portion of the cost of the infrastructure required to serve
demand growth. This cost recovery can be associated with past investments in infrastructure that will provide
service to future customers or planned future investments in growth-related infrastructure that will provide service
to future customers. Cash receipts from capacity charges lower the amount of revenue that must be collected from
customers through water rates (i.e., they offset the annual revenue requirement from rates).

Industry standard procedures underlying the calculation of water capacity charges can be found in the American
Water Works Association (AWWA) publication Manual of Water Supply Practices M1, Principles of Water Rates, Fees,
and Charges, 7th Edition (AWWA Manual M1).

1.4. California Legal Requirements

In the state of California, the basic statutory standards governing water and sewer capacity charges are embodied in
Government Code Sections 66000 et seq. Government Code §66013 (b) (3) describes a "Capacity Charge" in the
following manner:

"Capacity charge" means a charge for public facilities in existence at the time a charge is imposed or charges for new
public facilities to be acquired or constructed in the future that are of proportional benefit to the person or property
being charged, including supply or capacity contracts for rights and entitlements, real property interests, and
entitlements and other rights of the local agency involving capital expense relating to its use of existing or new public
facilities.

The requirement that capacity charges be cost-based is provided in Government Code § 66013(a), which states:

“Notwithstanding any other provision of law, when a local agency imposes fees for water connections or sewer
connections, or imposes capacity charges, those fees or charges shall not exceed the estimated reasonable cost of
providing the service for which the fee or charge is imposed, unless a question regarding the amount the fee or charge in
excess of the estimated reasonable cost of providing the services or materials is submitted to, and approved by, a
popular vote of two-thirds of those electors voting on the issue.”

1.5. Capacity Charge Calculation Methods

There are three industry-accepted methods for calculating capacity charges. Each is compliant with California
Government Code § 66013(b)(3). All three methods are discussed in more detail the next section of this report.

e Equity Buy-In Method. Various forms of the buy-in method are often used by utilities that have adequate
system capacity to meet demand growth over the long term. The equity buy-in method develops capacity
charges based on the value of the utility's existing infrastructure.

e Incremental Cost Method. The incremental cost method is often used by utilities that have an immediate
need to construct or acquire new capacity to accommodate demand growth. The incremental cost method
develops Capacity charges based on the cost of future capacity-related infrastructure additions. The
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District’s updated capacity charges, as presented in this report, were calculated using the incremental cost
method.

e Hybrid Method. In addition to the equity buy-in and incremental cost methods, it is also common for many
utilities to use a combination of these two methods. This combined "hybrid" method is often used when a
utility has some existing system capacity to accommodate growth but will also be required to construct
additional new capacity in the future. The hybrid method was not used by Raftelis in this study.

1.6. Proposed Capacity Charges

A comparison of the District’s current capacity charges versus the proposed updated capacity charges calculated in
this report are shown in Table 2. As shown in Line 21, the proposed capacity charge is $11,077. The District's
current capacity charge is $10,122.

Table 2: Comparison of Current and Proposed Capacity Charges

Existing Proposed
Line Land Use Per EDU Per EDU

1 Single Family Residential $10,122 $11,077
2 Multiple Family Residential $6,073 $6,646
3 Commercial Property Case-by-Case Case-by-Case
4 Industrial Property Case-by-Case Case-by-Case
5 Institutional Property Case-by-Case Case-by-Case
6

7
8 Wells $1,936 $1,140
9 Water Rights (SWP) (Note 1) $1,225 $0
10 Water Treatment Plant $921 $1,830
11 Local Water Resources $485 $806
12 Recycled Water Facilities $1,402 $2,387
13 Transmission (>=16") $1,568 $1,782
14 Storage $2,008 $1,449
15 | Booster Pumps $139 $695
16 Pressure Reducing Stations $71 $180
17 Miscellaneous Projects $62 $669
18 Subtotal $9,818 $10,939
19
20 Financing Costs $305 $139
21 Total $10,122 $11,077

Note 1: The proposed per EDU charge for Water Rights (SWP) is $0. The cost basis for Water Rights (SWP)
does not include District’s potential contribution for Sites Reservoir. Sites Reservoir was eliminated from the
capital improvement plan based on an assessment completed by District staff.

Note: Amounts are subject to rounding.
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2. Capacity Charge Background

2.1. Economic Framework

Capacity charges recover a portion of the cost of past investments in existing infrastructure that will be used to
provide services to future customers. They are also used to recover the projected cost of planned future investments
in growth-related infrastructure that will serve future customers. Cash receipts from capacity charges lower the
amount of revenue that must be collected from customers through utility rates (i.e., they offset the annual revenue
requirement from rates).

California utilities are not required to assess capacity charges. Many utilities choose to fund all growth-related
capital expenditures through utility rates. Further, governing bodies are not required to charge the maximum
legally defensible capacity charges calculated as part of a nexus study. Many governing bodies, for various policy
or economic development considerations, choose to implement capacity charges lower than those calculated in a
nexus study.

The infrastructure costs recovered through capacity charges are primarily associated with the “backbone”
infrastructure required to serve demand growth. For water utilities, backbone infrastructure includes assets
associated with functions such as supply, treatment, storage, pumping, and transmission. Utility assets that were
paid for by developers, such as water distribution mains, are not included in the capacity charge cost basis.

The basic economic philosophy behind capacity charges is that the cost of providing service should be paid for by
those who receive the benefit. To fairly distribute the value of existing or expanded utility infrastructure, the charge
should reflect a reasonable estimate of the cost of providing capacity to new users and not unduly burden existing
customers through a comparable increase in utility rates. Accordingly, many utilities make this philosophy one of
their primary guiding principles when developing their capacity charge structure.

The goal of maintaining equity between new and existing customers is reflected in the American Water Works
Association (AWWA) Manual of Water Supply Practices M1, Principles of Water Rates, Fees, and Charges, 7th Edition
(AWWA Manual M1). Page 323 (Chapter V11.2, System Development Charges):

The use of SDC receipts is generally limited. First, SDC receipts can be used to directly pay for a growth-related capital
improvement project. In using SDC receipts in this manner, the utility will likely have avoided, at least minimized, the
use of long-term debt or pay-as-you-go rate funding for the project that shelters the existing ratepayers from the cost of
expansion of the system and, hence, may reduce the need for monthly user rate increases. The other typical use of SDC
receipts is to apply them against growth-related debt service. When a utility issues long-term debt to pay for a growth-
related capital project, the associated debt service is generally paid using SDC receipts.”

In general, to withstand legal challenges, there must be a rational nexus between the capacity charges charged by a
utility, the cost of capacity-related infrastructure required to accommodate demand growth, and the benefits that
new development receives from capacity-related infrastructure. Page 324 of AWWA Manual M1 summarizes three
rational nexus tests:

1. There must be a connection established between new development and new or expanded facilities required
to accommodate such development.
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2. The cost of new or expanded facilities required to accommodate new development must be identified.
3. There must be an appropriate apportionment of costs to new development in proportion to the benefits it
receives.

For many utilities, especially those with rapid demand growth, capacity charges can be a significant source of
funding for capital improvements. However, it is important to note that utilities are not required to charge capacity
charges. Some utilities choose to fund the infrastructure required to support demand growth solely through the
operational cash flows provided by utility rates and charges. It is also important to note that a utility may charge
capacity charges even if it has adequate installed infrastructure capacity to meet long-term demand growth. Pages 324 and
325 of AWWA Manual M1 state the following in this regard:

“The referenced nexus test can be satisfied based on an assessment of both current and future capacity available to
meet growth-related demands. For example, a utility that has, in the extreme, constructed all of the water system
capacity required through planned "build-out” of the service area can still make the nexus between the charge and
the facilities needed to accommodate the anticipated growth. In this example, the basis for the charge would be the
existing capacity available to service new demand.”

2.2. Legal Framework

Raftelis does not practice law, nor does it provide legal advice. The following discussion provides a general
overview of Raftelis’ understanding as rate and fee practitioners and is labeled “legal framework” for literary
convenience only. The District should consult with its legal counsel for clarification and/or specific guidance.

In establishing capacity charges, it is important to understand and comply with local laws and regulations
governing the establishment, calculation, and implementation of these fees. The following sections summarize the
regulations applicable to the development of capacity charges for the District.

In the state of California, the basic statutory standards governing water and sewer capacity charges are embodied in
Government Code §§ 66000 et seq. The requirement that capacity charges be cost-based is provided in
Government Code § 66013(a) which states:

“When local agency imposes fees for water or sewer connections, or imposes capacity charges,
those fees or charges shall not exceed the estimated reasonable cost of providing the service for
which the fee or charge is imposed ...

Government Code § 66013(b)(3) provides the following definition of capacity charges:

"Capacity charge" means a charge for public facilities in existence at the time a charge is imposed
or charges for new public facilities to be acquired or constructed in the future that are of
proportional benefit to the person or property being charged, including supply or capacity contracts
for rights and entitlements, real property interests, and entitlements and other rights of the local
agency involving capital expense relating to its use of existing or new public facilities.

The procedures for handling capacity charge receipts are found in Government Code § 66013(c) which specifies:
“A local agency receiving payment of a charge in paragraph (3) of subdivision (b) it shall deposit it
in a separate capital facilities fund with other charges received, and account for the charges in a

manner to avoid commingling with other moneys of the local agency, except for investments, and
shall expend those charges solely for the purposes for which the charges were collected.”
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Other relevant Government Code sections related to capacity charges are listed below.

Government Code §§ 66016
e Requirement for a public meeting before levying a capacity charge
o Requirement that the capacity charge calculation be available prior to the public meeting

Government Code §§ 66017
e Specification of the effective date of capacity charges after adoption

Government Code §§ 66020
e Procedures to protest adopted capacity charges

Government Code §§ 66022
e Procedures for the judicial review of capacity charges
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3. Methodology Overview

3.1. Equity Buy-In Method

The buy-in method is designed to recover the cost of existing system infrastructure that can be used to serve demand
growth. The premise is that new customers are entitled to water service at the same cost as existing customers. Under
the buy-in method, new customers pay an amount equal to the current infrastructure value. This infrastructure value
is then divided by the current capacity of the system to determine the “buy-in” capacity charge. The framework for
calculating a capacity charge under the equity buy-in method is shown in the formula below.

Equity Buy-In Method

Value of Existing System Infrastructure Available for Demand Growth = Capacity Charge ($/ Unit of Capacity)
Current System Capacity to Serve Customer Demand Growth

3.2. Incremental Cost Method

In many ways, the incremental cost method is the opposite of the buy-in method. While the buy-in method relies
on the valuation of existing infrastructure assets, the incremental cost method relies on the present value cost of
planned future infrastructure additions required to increase system capacity to serve new development. This
method is most appropriate for utilities where the existing system has “limited or no capacity to serve new
development and new or incremental facilities are needed to serve development now and into the future.”

When utilizing the incremental cost method, it is important to have a capital improvement plan that identifies the
costs associated with new capacity, the timing of the expenditure, and the proposed source(s) of funds for those
capital improvements. The incremental cost method is designed to equitably distribute these capital costs to new
customers in proportion to their projected usage of the infrastructure and the investment required to develop the
infrastructure. The present value of the planned future infrastructure additions is divided by the capacity they add
(for example EDUs) to derive a cost per unit of measure of new facilities. The framework for calculating a capacity
charge under the incremental cost method is shown in the formula below.

Incremental Cost Method

Present Value Cost of Planned Growth-Related Capital Improvements = Capacity Charge ($/ Unit of Capacity)
Projected Incremental Increase in Customer Demand

3.3. Hybrid Method

The Hybrid method (also referred to as the Combined method) is typically used where some remaining capacity is
available to serve new development in parts of a system, but additional expansion is also necessary to
accommodate new development for other parts of the system. With the Hybrid method, the capacity charge is
based on the weighted average of the buy-in method calculation and the incremental cost method calculation (i.e.,
the remaining existing capacity and the new, additional capacity). The framework for calculating a capacity charge
under the hybrid method is shown below.
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Hybrid Method

(Equity Buy-In Cost and Demand Components + Incremental Method Cost and Demand Components) =
Hybrid Capacity Charge ($/ Unit of Capacity)

3.4. Selected Capacity Charge Calculation Method

This study utilizes the incremental cost method to calculate the District’s proposed updated water capacity charges.
This is due to the future customer demand and EDU growth projected by the District and the need to construct
planned infrastructure to serve that demand growth.
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4. Projected EDU Growth

4.1. Demand Forecasting Background

The District currently assesses capacity charges for SFR and MFR properties based on EDUs. Therefore, a

critical first step in calculating capacity charges under the incremental cost method is to forecast EDU growth over
a specific planning horizon. The forecast of EDUs and associated customer demand is then used as the basis for the
development of a capital improvement plan reflecting the growth-related infrastructure required. The demand
forecast developed by the District was based on a planning horizon that runs through 2050. The District did not
estimate the exact future date that the system buildout will occur. Instead, it reflects the expected profile of
customer demographics at the time of approximate buildout (i.e., the mix of land use types at buildout).

As part of the demand forecasting process, District staff developed water usage forecasts for each major customer
type under three primary scenarios: No Conservation, Medium Conservation, and Maximum Conservation. Table
3 shows that under each scenario, customer usage is projected to grow significantly from current levels. As
discussed later in this report, the District must construct infrastructure to serve this projected demand growth. This
demonstrates the appropriateness of using the forward-looking incremental cost method as the basis for calculating
the District’s capacity charges.

Table 3: Primary Demand Forecasting Scenarios

No Conservation (AFY) Medium Conservation (AFY) Maximum Conservation (AFY)

Customer Type Incremental Incremental Incremental
Single-Family Residential 8,486 | 11,756 3,270 8,486 8,756 270 8,486 6,337 (2,149)
Multi-Family Residential 353 951 598 353 940 587 353 935 582
Domestic 315 848 533 315 848 533 315 848 533
Irrigation-Non-Potable 38 102 64 38 92 54 38 87 49
Commercial, Industrial, Institutional | 3,444 | 9,352 5,908 3,444 8,678 5,234 3,444 8,531 5,087
Domestic 1,530 6,349 4,819 1,530 6,349 4,819 1,530 6,349 4,819
Irrigation-Potable Water 844 959 115 844 661 (183) 844 596 (248)
Irrigation-Non-Potable Water 1,070 = 2,044 974 1,070 1,668 598 1,070 1,585 515
Total Potable Demands (AFY) 11,175 | 19,912 8,737 11,175 | 16,614 5,439 | 11,175 14,131 2,956
Total Non-Potable Demands (AFY) 1,107 2,147 1,040 1,107 1,760 653 1,107 1,672 565
Total Demand (AFY) 12,282 | 22,058 9,776 12,282 | 18,374 6,092 | 12,282 15,803 3,521
Add: System Water Loss 1,018 1,185 167 1,018 987 (31) 1,018 849 (169)
Total Demands With Losses (AFY) 13,300 | 23,243 9,943 13,300 | 19,361 6,061 | 13,300 16,652 3,352
Percentage Growth in AFY 74.76% 45.57% 25.21%

Amounts are subject to rounding.

4.2. EDU Gallons Per Day Usage

Related to the projection of incremental customer demand shown in Table 3 is the projection of the number of
incremental EDUs that will be added to the District’s system through the 2050 planning horizon. The number of
incremental EDUs is a fundamental component in the calculation of updated capacity charges.

The District’s current capacity charges, which became effective in 2007, assumed that EDU water usage was 580
gallons per day (gpd). For this study, District staff updated the assumption of EDU water usage to 437.6 gpd based
on an analysis of the average water usage of SFR customers during the period 2009 — 2023. The value of 437.6 gpd
was rounded up to 440 gpd by the District staff. In contrast to the calculated value of 440 gpd, the District’s 2020
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Urban Water Management Plan used a value of 487 gpd. Both values (440 gpd and 487 gpd) were used by the
District to develop its estimate of incremental EDU growth through 2050.

4.3. Projected EDUs

The projection of incremental EDUs that will be added through the 2050 planning horizon required District staff to
analyze existing and anticipated future land use patterns across the District’s entire service territory. This includes
the City of Beaumont, the Community of Cherry Valley, a portion of the City of Calimesa, and a portion of the
City of Yucaipa.

Table 4 shows that 20,526 incremental potable water EDUs are projected to be added to the District’s system based
on the assumption that average EDU water usage is 440 gpd (Line 9). If the calculation had been based on the
EDU water usage of 487 gpd as presented in the District’s 2020 Urban Water Management Plan, the estimated
number of incremental EDUs added through 2050 would total 19,560. In the updated capacity charge calculation,
the estimate of incremental EDUs is 20,000. This reflects the approximately halfway point between 440 gpd and
487 gpd and is based on an aggregate quantity of water usage between 440 gpd and 487 gpd.

Table 4: Projected Incremental EDUs

Incremental EDUs

Line Customer Type Through 2050

1 Potable Water

2 Single-Family Residential 6,634

3 Multi-Family Residential (Note 1) 3,883

5 Commercial, Industrial, Institutional

6 Domestic 9,778

7 Irrigation-Potable 232

8 Total Potable Water 20,526

9

10 Non-Potable Water

11 Multi-Family Residential - Irrigation 113

12 Commercial, Industrial, Institutional - Irrigation 1,978

13 Total Non-Potable 2,091

Note 1: Multi-Family Residential EDUs have been adjusted to reflect water usage that is 60%
of Single Family Residential EDUs

Note: Amounts are subject to rounding.
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5. Infrastructure Valuation

5.1. Growth-Related Capital Improvement
Program Costs

The process of calculating capacity charges under the incremental cost method requires the development of a
capital improvement plan reflecting the growth-related infrastructure that is required to serve customer demand
and EDU growth. The present value (i.e., the uninflated costs expressed in current year dollars) of planned growth-
related infrastructure is then used as the cost basis for the capacity charge calculation.

The initial starting point used by District staff for the development of both the potable water and the non-potable
water capital improvement plans were the following planning documents:

e Potable Water System Master Plan adopted by the District January 13, 2016

e Potable Water System Master Plan update completed on October 24, 2019

e Draft Non-Potable Water Master Plan dated June 2022

Raftelis reviewed, for each major system function, the District staff proposed capital improvement plans for both
potable and non-potable water infrastructure. The following information was provided for each project:

e Project Number

e Project Title

e Project Description

e Applicable Pressure Zone

e Year Needed

e Present Value of Projected Construction Costs

e Funding Type (Capacity Charges, Developer Funded, or Grants)

The estimated growth-related infrastructure costs required to serve projected water demands and incremental EDU
growth, before any adjustments, are $264,172,393 as shown in Table 5. The following things should be noted about
these costs:

e The projected costs have not been adjusted downward for any previously collected capacity charges.

e The projected costs have not been adjusted for any financing costs.

e The Water Rights (SWP) costs shown in Line 2 are $0 because they do not include the District’s potential
contribution to Sites Reservoir. Sites Reservoir was eliminated from the capital improvement plan based on an
assessment completed by District staff.

e The New Water Fee shown on Line 6 was for the cost of water supplies that are no longer included in the
capital improvement plan.
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Table 5: Unadjusted Capital Improvement Plan Costs

Line ‘Water Source Costs Costs

1 Wells $40,892,000
2 Water Rights (SWP) $0
3 Water Treatment Plant $45,500,000
4 Local Water Source $12,311,500
5 Recycled Water Facilities $52,543,655
6 New Water Fee $0
7 Total Water Source Costs $143,189,155
8

9 Infrastructure Costs

10 Transmission (>=16 in) $40,165,305
11 Storage $40,103,900
12 Booster Pumps $15,950,900
13 Pressure Regulating Stations $1,403,400
14 Miscellaneous Projects $15,301,733
15 Total Infrastructure Costs $107,137,738
16

17 Total $264,172,393

Note: Amounts are subject to rounding.

5.2. Adjusted Growth-Related Capital
Improvement Program Costs

During the period 2004-2024, the District collected capacity charges from developers, a portion of which have
already been expended on eligible capital projects. The remaining unspent balance of previously collected capacity
charges is shown in Column C of Table 6. This unspent balance must be subtracted from the projected capital
improvement plan costs to arrive at a net cost that will be included in the capacity charge calculation. This is
shown in Column D of Table 6 which is labeled “Project Costs Less Previously Collected Capacity Charges.”

After adjusting for previously collected but unspent capacity charges, an additional adjustment must be made for
Water Rights (SWP) shown on Table 6, Line 3 and the New Water Fee shown on Table 6, Line 7. The District
identifies these are no longer needed based on recent and planned long-term water leases and acquisitions by the
San Gorgonio Pass Water Agency and intends to remove these from the capacity charge cost basis. Therefore, the
previously collected amounts for these two items must be proportionately redistributed to each function that is
included in the capacity charge cost basis. The outcome of this redistribution is shown in Column E of Table 6.

The aggregate total of adjusted water source and infrastructure costs, before the inclusion of financing charges, is
$218,772,584 as shown in Column F, Line 18 of Table 6. Financing costs must be added to this amount to
determine the total capital improvement cost basis used in the capacity charge calculation. As shown in Column F,
Line 20, the financing costs are $2,774,577. Table 7 details how this amount was determined.

The final aggregate total of adjusted water source and infrastructure costs, after the inclusion of financing charges,

is $221,547,161 as shown in Column F, Line 21, of Table 6. This is the cost basis that is used in the capacity charge
calculation as discussed in Section 6 of this report.
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Table 6: Adjusted Capital Improvement Plan Costs

(B) © D)=®B-0C) (E) F)=D-E)
State Water
Project and New
Estimated Project Collected Project Costs Less | Water Fee Costs Net Cost to be
Costs Capacity Charges Previously Proportionally Included in
(from Remaining (2004 - Collected Redistributed to Updated Capacity
pe of Costs Table 5) 2024) i Function Charge
1 Water Source Costs
2 Wells $40,892,000 $16,175,039 $24,716,961 $1,910,180 $22,806,781
3 Water Rights (SWP) $0 $14,804,321 ($14,804,321) $0
4 Water Treatment Plant $45,500,000 $5,836,502 $39,663,498 $3,065,280 $36,598,218
5 Local Water Source $12,311,500 ($5,165,737) $17,477,237 $1,350,678 $16,126,559
6 Recycled Water Facilities $52,543,655 $815,751 $51,727,904 $3,997,643 $47,730,260
7 New Water Fee $0 $3,751,339 ($3,751,339) $0
8 Total Water Source Costs $151,247,155 $36,217,215 $115,029,940 $10,323,781 $123,261,818
9
10 Infrastructure Costs
11 Transmission (>=16 in) $40,165,305 $1,540,199 $38,625,106 $2,985,031 $35,640,075
12 Storage $40,103,900 $8,686,552 $31,417,348 $2,428,000 $28,989,348
13 Booster Pumps $15,950,900 $880,826 $15,070,074 $1,164,648 $13,905,426
14 Sf;;fgze g $1,403,400 ($2,488,772) $3,892,172 $300,795 $3,591,377
15 Miscellaneous Projects $15,301,733 $796.173 $14,505,560 $1,121,021 $13,384,540
16 Total Infrastructure Costs $112,925,238 $9,414,978 $103,510,260 $7,999,494 $95,510,766
17
Total Water Source and

18 Infrastructure Costs $264,172,393 $45,632,193 $218,540,200 $18,323,276 $218,772,584
19
20  Financing Costs $6,776,437 $3,769.475 $3,006,962 $232,384 $2,774,577
21 Total Cost Basis $270,948,829 $49,401,668 $221,547,161 $18,555,660 $221,547,161

Note: Amounts are subject to rounding.

5.3. Financing Costs

If the District does not use debt to finance the construction of its capital improvement plan, it may experience
negative cash flow in some years (i.e., capacity charge revenues will be less than construction costs). The actual
construction of growth-related infrastructure will depend on the pace of incremental EDU growth (i.e., the pace of
new connections added to the system). For the capacity charge calculation, growth-related infrastructure is
assumed to be constructed in equal five-year intervals, with new capacity to serve demand growth provided for five
years at a time. The District will need to finance this construction. Table 7 details the estimated financing costs.

If additional capacity added to the system will be used by new connections during the five-year period, the District
must secure funding for five years. The financing cost is the actual interest payment over the five-year period. The
assumed interest rate used in the calculation of financing costs is 5.0%. Under this approach, financing costs are
estimated to be $6,776,437 (Line 6 of Table 7) before any adjustment for the unspent balance of previously
collected capacity charges.

Line 8 of Table 7 shows the adjustments for previously collected capacity charges. Line 9 shows the adjustment for
previously collected amounts for Water Rights (SWP) and the New Water Fee. As discussed previously, these
amounts are no longer included in the capacity charge cost basis. After the adjustment for these items, the final net
financing costs are $2,774,577 as shown in Line 10 of Table 7. This is the same amount shown in Column F, Line
20 of Table 6.
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Table 7: Financing Costs Included in the Capacity Charge Calculation

Line Description Amount
1 Net Project Costs $218,772,584
2 5-Year Interval Project Costs $43,754,517
3
4 Required Debt Financing $43,754,517
5 Total Payments (5%, 5-Year Term) $50,530,953
6 Financing Costs (Interest) Before Adjustment $6,776,437
7
8 Less: Adjustment for Previously Collected Capacity Charges $3,769,475
9 Less: Allocation of State Water Project and New Water Fee Costs $232,384
10 | Net Financing Costs After Adjustment $2,774,577
Note: Amounts are subject to rounding.
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6. Summary of the Proposed
Capacity Charge Calculation

Table 8 shows the calculation of the proposed updated capacity charges. As shown in Column D, Line 13, the

calculated proposed capacity charge is $11,077. The District's current capacity charge is $10,122.

Table 8: Summary Capacity Charge Calculation

A

Line Function

1 Wells

2 Water Treatment Plant

3 Local Water Source

4 Recycled Water Facilities

5 Transmission (>=16 in)

6 Storage

7 Booster

8 Pressure Regulating Stations

9 Miscellaneous Projects

10 Subtotal

11

12 Financing Costs
13 Total Cost Basis/Capacity Charge
Note: Amounts are subject to rounding.

Amount
$22,806,781
$36,598,218
$16,126,559
$47,730,260
$35,640,075
$28,989,348
$13,905,426

$3,591,377
$13,384,540
$218,772,584

$2,774,571
$221,547,161

Incremental EDUs
20,000

20,000

C

«
“«
«
“«
«
“«

«

D
$ Cost/EDU

$1,140
$1,830
$806
$2,387
$1,782
$1,449
$695

$180

$669
$10,939

$139
$11,077

Table 9 compares the District’s current capacity charges versus the proposed updated capacity charges.

Table 9: Comparison of Current and Proposed Capacity Charges

Existing Proposed
Line Land Use Per EDU Per EDU

1 Single Family Residential $10,122 $11,077
2 Multiple Family Residential $6,073 $6,646
3 Commercial Property Case-by-Case Case-by-Case
4 Industrial Property Case-by-Case Case-by-Case
5 Institutional Property Case-by-Case Case-by-Case
6

7
8 Wells $1,936 $1,140
9 Water Rights (SWP) (Note 1) $1,225 $0
10 Water Treatment Plant $921 $1,830
11 Local Water Resources $485 $806
12 Recycled Water Facilities $1,402 $2,387
13 | Transmission (>=16") $1,568 $1,782
14 Storage $2,008 $1,449
15 | Booster Pumps $139 $695
16 Pressure Reducing Stations $71 $180
17 Miscellaneous Projects $62 $669
18 Subtotal $9,818 $10,939
19
20 Financing Costs $305 $139
21 Total $10,122 $11,077

Note 1: The proposed per EDU charge for Water Rights (SWP) is $0. The cost basis for Water Rights (SWP)
does not include District’s potential contribution for Sites Reservoir. Sites Reservoir was eliminated from the
capital improvement plan based on an assessment completed by District staff.

Note: Amounts are subject to rounding.
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