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Memorandum 

To:  Scot A. Moody, General Manager 

From:  Juan Vega, Finance Director 

Date:   February 24, 2020 

Re:  Groundwater Equalization Rate 

Background: 

Municipal other than the Urban Contractors are subject to two different groundwater charges based on 
use.  The first is a set 3.60 charge for groundwater use which is deposited for use within the Groundwater 
Production Section District Fund also known as Fund 68.  The second charge, the Groundwater 
Equalization Rate, was established via the 2nd Amended contract and reads as follows:   

6D (3) Stockton East shall annually levy a municipal groundwater assessment, pursuant to its enabling 
legislation such that the cost of groundwater use is equivalent to the cost of surface water use. That portion 
of such assessment which is deducted pursuant to paragraph 6D(2) (e) shall be paid to meet costs set forth 
in paragraph 6D(2) (a) and 6D (2) (b). 

Thus, revenues stemming from the Groundwater Equalization Rate are used to offset Base Monthly 
Payment obligations pertaining to the Urban Contractors.   

In 2013 the Equalization Rate was $196.43 while in 2018 it was $325.92 which is the equivalent of a 
65.92% increase in that time span.  Since 2005 the rate has increased by 189%.  The rate is calculated 
by taking the cost of 1 acre-foot of treated water per our yearly budget and subtracting the assumed cost 
of pumping water.  The assumed cost of pumping water has been $116.00 since the 2007-2008 budget 
year. In recent years several municipal customers have expressed that the paying such a rate is difficult 
for business and some customers have fallen behind in their payments.   

Issues to Consider: 

A lower assumed groundwater pumping cost has a benefit to M&I customers. The yearly rule (currently 
171) for the rate of equalization reads:

Any municipal groundwater user has the right to appeal the amount of this additional $331.37 per acre-foot 
rate equalization assessment if it can be demonstrated that actual groundwater production costs are higher 
than the assumed $116 per acre-foot.  The appeal process will begin with the Administration Committee of 
the District Board and if necessary can be appealed to the full Board. 

Any appeal which is granted shall entitle the appellant to a refund of the amount demonstrated to have been 
over-collected, less the actual costs to the District of processing the appeal and refund, provided that no 
overpayment shall be refunded unless the request for appeal has been filed with the Secretary of the District 
within three years of such overpayment. 

Thus, a lower rate allows for a higher likelihood that a customer could appeal the amount of their charge 
and win such an appeal.  It is, however, very rare that a customer appeals a charge in such a manner.  It 
hasn’t happened, to my knowledge, in the time from 2013 to present.   

Since the rate charged to customers is inversely related to the assumed pumping cost, an increase in 
the assumed pumping cost is overall advantageous to all M&I customers and may ease concerns that 
such a high water rate could have a severe adverse effect on local businesses and entities.  Formulating 
an in-depth study of groundwater pumping costs could be difficult and costly and as such a simple cost 
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of living index adjustment may be the simplest way to update this figure.  Analysis of the CPI since 2007 
shows an increase of about 27.01% and a possible equivalent increase of the assumed pumping cost of 
$31.00 to $147 .00.   
 
Recommendation: 
 
This issue is complex and requires help and advice from legal counsel.  The Second Amended Contract 
is silent with regards to calculating the cost of pumping (equalization rate customers) as compared to the 
cost of surface water use. When we calculate the “cost of surface water use” we include Debt payments, 
capital expenditures, salaries and benefits and everything else. Yet when calculating “the cost of 
pumping” groundwater these costs do not exist. I recommend that we develop our own “cost of pumping” 
to offset the rising costs of producing surface water.       
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