MEMORANDUM
To: Ms. Susan Rungren, General Manager – Ventura Water
From: Charles Diamond/Sudhir Pardiwala – Raftelis
Date: July 19, 2021
Re: City of San Buenaventura - Evaluation of a Water Resource Net Zero Fee Report: 2021
Update

Introduction
The City of San Buenaventura (City) implemented the Water Rights Dedication and Water Resource Net
Zero Policy (Ordinance No. 2016-004 and Resolution No. 2016-027) in August 2016 to mitigate the
water resource impacts of new or intensified development on the City’s existing water supply. The
Ordinance established a framework whereby new or intensified development dedicates water rights to the
City, and if those water rights are insufficient to meet the projected additional water usage of the
development, the applicant can implement extraordinary conservation measures and/or pay a Water
Resources Net Zero Fee (Net Zero Fee). The Resolution established the Net Zero Fee, which is a onetime fee paid by new or intensified development. Current Net Zero Fees are based on a Net Zero Fee
Study conducted in 2016 and documented in the Evaluation of a Water Resource Net Zero Fee Report. Since
2016, the City has annually increased the Net Zero Fee based on annual changes in the EngineeringNews Record Construction Cost Index (ENR-CCI) for Los Angeles.
The City engaged Raftelis in 2020 to conduct a water and wastewater cost of service study to establish a
proposed five-year schedule of water and wastewater rates through FY 2025-26. As part of this rate study,
City staff directed Raftelis to update the City’s Net Zero Fee charged per estimated annual acre-foot (AF)
of water demand. Raftelis reviewed the 2016 Net Zero Fee calculations, developed recommended
changes based on current information, and calculated an updated Net Zero Fee for FY 2021/22. This
memorandum summarizes the key results and recommendations relating to Raftelis’ proposed update to
the City’s Net Zero Fee.

Economic and Legal Framework for Development Fees
Water utilities in California typically charge new development a one-time fee to connect to the system.
These fees are commonly referred to as connection fees or capacity fees, and are herein collectively
referred to as development fees. There are two primary methods of determining development fees. The
Equity Buy-in Method is based on the value of existing infrastructure already paid for by existing users.
The Incremental Method is based on additional capital costs required to serve new development. The
City’s Net Zero Fees most closely represent a development fee based on the Incremental Method. One
key caveat is that the City’s Net Zero Fee is a capacity charge and is designed to recover incremental
costs associated solely with supplemental water supply projects.
Economic Framework
The basic economic philosophy behind development fees is that the costs of providing water service
should be paid for by those that receive utility from the services rendered. In order to effect fair
distribution of the value of the system, the fee should reflect a reasonable estimate of the cost of providing
capacity to new or intensified development, and not unduly burden existing users. Accordingly, many
utilities adopt this philosophy as a guiding principle when developing a development fee structure. The
philosophy that service should be paid for by those that receive utility from the service is often referred to
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as “growth-should-pay-for-growth.” The principal is summarized in the American Water Works
Association’s Manual M1, Principles of Water Rates and Charges.
Legal Framework
The City reserves broad authority over the pricing of water development fees. The most salient limitation
on this authority is the requirement that recovery costs on new development bear a reasonable
relationship to the needs and benefits brought about by the development. Courts have long used a
standard of reasonableness to evaluate the legality of development fees. The basic statutory standards
governing water and wastewater development fees are embodied by Government Code Sections 66013
and 66016. Government Code Section 66013, in particular, contains requirements specific to pricing
capacity charges:
“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.”
Section 66013 also includes the following general requirements:
»
»

Local agencies must follow a process set forth in the law, making certain determinations
regarding the purpose and use of the fee; they must establish a nexus or relationship between a
development project and the public improvement being financed with the fee.
The development fee revenue must be segregated from the general fund in order to avoid
commingling of development fees and the general fund.

2016 Net Zero Fee Calculation
The City’s current Net Zero Fee is based on the calculation shown in Table 1 below. The Net Zero Fee
was designed to recover the costs associated with developing water supplies to serve new or intensified
development. Therefore, the total estimated capital cost (including financing costs) associated with select
supplemental supply projects was simply divided by the annual water supply yield to establish a Net Zero
Fee per acre-foot per year (AFY). The supplemental supply projects used for the 2016 Net Zero Fee
calculation included potable reuse, restoration of the Foster Park Wellfield, and desalination. At the time
of the 2016 Net Zero Fee study, these projects were identified in the City proposed five-year Capital
Improvement Plan for 2016-2022. These supplemental water supply projects were estimated to cost about
$169 million and generate about 9,400 AFY of new water supply. For further details on the 2016 Net
Zero Fee calculation, please refer to Appendix A, which includes the 2016 Evaluation of a Water Resource
Net Zero Fee Report in its entirety.
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Table 1: 2016 Net Zero Fee Calculation
Description
Supplement Supply
Capital Costs (2016-2022)
Financing Cost
Net Zero Cost Basis
Yield

Value
$169,077,014

Notes
Potable Reuse, Foster Park Wellfield Restoration, &
Desalination

$79,567,960 50% of capital costs debt financed @ 30 years/5% interest
$248,644,974
9,398 AFY

New water supply from Potable Reuse, Foster Park Wellfield
Restoration, & Desalination

Net Zero Fee FY 2016/17

$26,457/AFY

= Net Zero Cost Basis ÷ Yield

Net Zero Fee FY 2020/21

$28,680/AFY

Escalated annually based on Los Angeles ENR-CCI

The current Net Zero Fee, shown in Table 1, was the cost per estimated acre-foot per year of demand.
New or intensified development projects are charged a fee based on the following formula:
𝑁𝑒𝑡 𝑍𝑒𝑟𝑜 𝐶𝑢𝑠𝑡𝑜𝑚𝑒𝑟 𝐹𝑒𝑒 = 𝑁𝑒𝑡 𝑍𝑒𝑟𝑜 𝐹𝑒𝑒 ($⁄𝐴𝐹𝑌) × 𝑁𝑒𝑡 𝑍𝑒𝑟𝑜 𝐷𝑒𝑚𝑎𝑛𝑑 𝑂𝑓𝑓𝑠𝑒𝑡 (𝐴𝐹𝑌)
The Net Zero Demand Offset is project-specific and represents the incremental increase in required water
supply due to that project’s impact to the City’s water system. The Net Zero Demand Offset (in AFY) is
calculated for each customer based on projected new demand (based on the City’s adopted water demand
factors) after subtracting out historical water use at the property and any demand offsets (from the
dedication of water rights or offsets from extraordinary conservation efforts). Figure 1 shows the City’s
current method of calculating the Net Zero Demand Offset for each new connection. No changes to the
City’s existing system of calculating customer-specific Net Zero Demand Offsets are proposed as part of
this update.

Figure 1: Net Zero Demand Offset Formula

Table 2 shows current FY 2020/21 Net Zero per unit fees for various customer categories before
accounting for historical use or demand offsets. The Net Zero per unit fee is calculated simply by
multiplying the Net Zero Fee (in $/AFY) by the water demand factor (in AFY/unit). All water demand
factors shown are from the City’s 2020 Water Demand Factor Study. Actual Net Zero Fees paid by
customers may be less than what is shown in Table 2 if adjustments for historical use or demand offsets
are applicable.
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Table 2: Current Net Zero Per Unit Fees (FY 2020/21)

*Note: “du” = dwelling unit; “ksf” = 1,000 square feet.
Based on the current FY 2020/21 Net Zero Fee of $28,680/AFY

Recommended Changes to Net Zero Fee Calculation Methodology
Raftelis thoroughly reviewed the 2016 Net Zero Fee study and discussed potential changes in
methodology with City staff. After careful consideration, Raftelis recommends that the general
calculation methodology be maintained. However, the following minor refinements are recommended:
»

»

The 2016 Net Zero Fee calculation is based on cost and yield assumptions for supplemental
supply projects from the City proposed five-year Capital Improvement Plan for 2016-2022..
Raftelis recommends that the updated Net Zero Fee calculation is based on costs and yield
associated with the VenturaWaterPure program, which will generate new water supplies through
indirect potable reuse. This change will ensure that the updated Net Zero Fees are based on the
City’s most current Capital Improvement Plan related to supplemental water supply
development.
Raftelis recommends that financing costs be excluded from the updated Net Zero Fee
calculation. This proposed change will simplify the methodology, and is based on the assumption
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»

that VenturaWaterPure financing costs will be recovered by water and wastewater rates. In
addition, since VenturaWaterPure debt financing details have not yet been finalized, Raftelis
recommends that the most appropriate option is to exclude financing costs from the updated Net
Zero Fee calculation.
Raftelis recommends that the updated Net Zero Fee calculation include discounting of future
VenturaWaterPure capital costs in order to account for the time value of money. Because Net
Zero fees are adjusted annually based on the ENR-CCI to account for inflation, it is necessary to
discount future capital costs to ensure that inflation is accounted for appropriately.

Updated Net Zero Fee Calculation (FY 2021/22)
Table 3 shows the proposed FY 2021/22 Net Zero Fee calculation based on the recommended
methodological changes outlined in the preceding section. The proposed fee per AFY is calculated by
simply dividing the VenturaWaterPure cost basis by the VenturaWaterPure yield. The proposed fee
results in a reduction of $5,874 per AFY relative to the current fee. This represents about a 20 percent
reduction. Raftelis recommends that the City continue to adjust the proposed Net Zero Fee annually
based on changes in the ENR-CCI for Los Angeles.
The cost basis was determined based on VenturaWaterPure program capital cost assumptions outlined in
Raftelis’ 2021 Water and Wastewater Cost of Service and Rate Design Study Report. Total VenturaWaterPure
program capital costs are estimated at $259,124,000. The City’s Wastewater Enterprise was allocated
approximately 41.9 percent of total VenturaWaterPure program capital costs, and the Water Enterprise
was allocated the remaining 58.1 percent ($150,625,800). Total grant funding assumed to be available to
the Water Enterprise’s share of VenturaWaterPure capital costs ($11,625,770) was subtracted from the
Water Enterprise’s share of capital costs to determine an undiscounted Net Zero Fee cost basis of
$139,000,030. Raftelis then applied a discount rate of 2.8 percent1 to the undiscounted cost basis to
determine a final VenturaWaterPure cost basis for the Net Zero Fee calculation ($123,150,938).
The VenturaWaterPure yield of 5,400 AFY in Table 3 equals the amount of new water production
projected to be generated by the VenturaWaterPure program by 2050 under normal water supply
conditions. By calculating the cost basis divided by yield, the recommended updated Net Zero Fee is
$22,806 per AFY of new water demand.

Table 3: Proposed FY 2021/22 Net Zero Fee Calculation
Description

Value

VenturaWaterPure Cost Basis
VenturaWaterPure Yield

$123,150,938
5,400 AFY

Proposed Net Zero Fee (FY 2021/22)

$22,806/AFY

Current Net Zero Fee (FY 2020/21)

$28,680/AFY

Difference ($)

($5,874)

Difference (%)

-20.5%

1

The assumed 2.8 percent discount rate is equal to the weighted average interest rate applied to debt financed
VenturaWaterPure capital costs in the 2021 Water and Wastewater Cost of Service and Rate Design Study Report.
Discounting was applied based on the following formula:
𝑅
𝑃𝑟𝑒𝑠𝑒𝑛𝑡 𝑉𝑎𝑙𝑢𝑒 𝑜𝑓 𝐶𝑜𝑠𝑡𝑠 𝑖𝑛 𝑒𝑎𝑐ℎ 𝑌𝑒𝑎𝑟 = 𝑡 𝑡 , 𝑤ℎ𝑒𝑟𝑒 𝑅𝑡 = 𝑐𝑜𝑠𝑡 𝑎𝑡 𝑡𝑖𝑚𝑒 𝑡, 𝑖 = 𝑑𝑖𝑠𝑐𝑜𝑢𝑛𝑡 𝑟𝑎𝑡𝑒, 𝑎𝑛𝑑 𝑡 = 𝑦𝑒𝑎𝑟𝑠.
(1+𝑖)

5
445 S. Figueroa Street, Suite 1925, Los Angeles, CA 90071
www.raftelis.com

Table 4 shows a comparison of proposed FY 2021/22 and current FY 2020/21 Net Zero
Fees as calculated for a single family residential development. The fees were calculated by multiplying
the fees per AFY in Table 3 by the single family residential water demand factor of 0.33 AFY per
dwelling unit. Note that the fees shown do not include any adjustments for historical use or demand
offsets.

Table 4: Single Family Residential Net Zero Fee Comparison
Description

Value

Proposed Customer Net Zero Fee (FY 2021/22)

$7,526/du

Current Customer Net Zero Fee (FY 2020/21)

$9,464/du

Difference ($)

($1,938)

Difference (%)

-20.5%
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Appendix A: 2016 Net Zero Fee Study Report
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