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RECOMMENDATION 

For information only. 

EXECUTIVE SUMMARY 

This letter is in response to your Board’s request for the identification of the 
existing cost components included in the water treatment surcharge. In Fiscal Year 1996-97 it is 
estimated that the cost of providing treated water service will total $88.9 million. Approximately 
$30.0 million of this total is attributed to operations and maintenance with the remaining $58.9 
million being allocated to capital costs. It is also estimated that the delivery of 1.16 million acre- 
feet of treated water will generate $89.2 million in treatment surcharge revenues, resulting in a 
deposit of $0.3 million into the Treatment Surcharge Stabilization Fund. In Fiscal Year 1995-96, 
$3.6 million was withdrawn from the Treatment Surcharge Stabilization Fund to fund costs that 
exceeded treatment surcharge revenues. As adopted by your Board, the Fiscal Year 1996-97 
treatment surcharge will remain at the Fiscal Year 1995-96 level of $82 per acre-foot. Your 
Board also requested that the concept of incorporating a standby component into the water 
treatment surcharge be explored. This will be done during Phase Three of the Rate Refinement 
Process which is scheduled to be completed by March 1997. 

DETAILED REPORT 

During the review of the 1996-97 Annual Budget by the Special Budget and 
Financial Analysis Committee, a number of issues were raised. In response to one of these issues, 
this report identifies the existing cost components included in the water treatment surcharge. 
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The major costs associated with providing treated water service include operating 
and maintenance costs, debt service and Pay As You Go (PAYGO) expenditures. Operating and 
maintenance costs include: (1) a portion of the expenditures for the Water Quality Division and 
Laboratory; (2) operating and maintenance costs for the treatment plants; and (3) power and 
chemicals for the treatment plants. 

The attached table summarizes the current costs and revenues associated with 
providing treated water service. It is expected that O&M costs in Fiscal Year 1996-97 will not 
increase significantly above the Fiscal Year 1994-95 and 1995-96 level of around $30 million. 
Debt service costs for treatment facilities increased $6.9 million from $46.6 million in Fiscal 
Year 1994-95 to $53.5 million in Fiscal Year 1995-96 as revenue bond proceeds were used to 
fund treatment facilities. Debt service costs are expected to increase by $3.9 million in Fiscal 
Year 1996-97 as commercial paper and revenue bond proceeds are used to fund additional 
treatment facilities. Pay as You Go (PAYGO) expenditures for treatment facilities vary from 
year to year depending upon the type and cost of treatment facilities being financed. Generally, 
projects costing less than $1 .O million or projects that have useful lives less than the average term 
of long-term debt financing are funded by PAYGO. 

The Treatment Surcharge Stabilization Fund (the Fund) was established in 1988 
for the primary purpose of mitigating increases in the treatment surcharge. In Fiscal Year 1995- 
96, $3.6 million was withdrawn from the Fund to cover costs that exceeded revenues. The 
Fund’s balance has decreased from $4.6 million in Fiscal Year 1994-95 to $1.4 million in Fiscal 
Year 1995-96. It is estimated that approximately $0.3 million will be deposited into the Fund in 
Fiscal Year 1996-97. 

The treatment surcharge is intended to recover the full cost of treatment. The 
current treatment surcharge is $82 per acre-foot for basic service, $57 per acre-foot for seasonal 
service and $58 per acre-foot for agricultural service. This surcharge will remain the same for 
Fiscal Year 1996-97, as approved by your Board in March 1996. 

In Fiscal Year 1996-97, the average unit cost of providing treated water service is 
expected to be $77 per acre-foot. O&M costs account for $26 of this total with the remaining 
$5 1 per acre-foot being allocated to capital costs. 
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Attachment 

METROPOLITAN WATER DISTRICT OF SOUTHERN CALIFORNIA 
TREATED WATER COSTS ($1,000’~) 

(Actual) (Estimate) (Actual) 
1994-9s I 1995-96 

$ 29,692 

$ 53,471 
$ - 
% 6,889 
$ 60,360 

$ 90,052 

1,178 

1996-97 
Operation and Maintenance 

Capital 
Outstanding Debt Service 
Debt Service for New Facilities 
Pay-As-You Go (PAYGO) 
Sub-Total Capital 

Total Treated Water Costs 

Total Treated Deliveries (Fiscal Year kAF) 

Treated Water Sales (Cash Year kAF) 
Basic 
Seasonal 
Agricultural’ 
Total 

Total Treatment Surcharge Revenue 

Increase/(Decrease) in Treatment Surcharge Stabilization Fund 
Treatment Surcharge Stabilization Fund Balance 
(End of Year) 

Treatment Surcharge ($/AF) 
Basic 
Seasonal 
Agricultural 

Average Cost of Treatment ($/AF) 
O&M 
Capital 
Total 

$ 29,572 

$ 46,570 
$ - 
$ 5564 
$ 52,134 

$ 81,706 

1,162 

945 826 957 
135 100 140 
a 239 48 

1,148 1,165 1,159 

$ 81,947 $ 86,444 $ 89,192 

$ 241 $ (3,608 % 263 

$ 4,640 

$ 77 
$ 53 
$ 53 

$ 25 
$ 45 
$ 70 

$ 1,364 

$ 82 
$ 57 
$ 58 

$ 25 
% 51 
$ 76 

$ 30,013 

$ 53,471 

FLEE 
$ 58,916 

$ 88,929 

1,159 

$ 1,627 

!I 82 
$ 57 
$ 58 

$ 26 
$ 51 
$ 77 

Notes: 
1 Agricultural water sales in 1995-96 reflect adjustments for interim agricultural program. 


