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[bookmark: _Toc22047618][bookmark: _Toc207980971][bookmark: _Hlk21085756]REPORT SUMMARY

[bookmark: _Hlk22041275]Historically, the Tranquillity Irrigation District (District) has levied volumetric agricultural water charges, monthly municipal charges, and land-based assessments to recover the District's expenses of delivering agricultural and municipal water to its landowners. Previously, non-operating revenues, District reserves, and outside water sales were used to make up any shortfall. In October 2019, landowners in the District approved rate increases to decrease the District’s reliance on revenue from outside water sales. In 2022, the agricultural water rate was separated to recognize the source of water (surface vs. groundwater) and the different costs associated with providing each of those sources. In 2024, the agricultural water rate was increased due to increased electric and fuel costs, declining groundwater levels, flood impacts, and inflationary impacts.

The two-rate structure has proven problematic, as the groundwater usually gets blended with the surface water when delivered, making it difficult to discern which landowner received which supply. Additionally, SGMA-related pumping operations are anticipated to impact the timing of groundwater use. In response, the District proposes to change the rate structure back to a single volumetric rate, and to change the agricultural water rate to reflect the actual blended cost of providing water and replenish depleted District reserves, without relying on outside water sales.

Under the current agricultural water rate structure, the District charges a rate of $120/acre-foot (AF) for surface water and $250/AF for groundwater. The District proposes to increase the water rate to $154/AF beginning in 2026, regardless of the source, and is asking for approval up to a maximum rate of $170/AF.
[bookmark: _Ref511824558]
Current District Charges vs Proposed

	Classification
	Current Rate
	Proposed 2026 Rate
	Proposed Maximum Rate

	Agricultural Water Rate
	$120/AF (surface)
$250/AF (groundwater)
	$154/AF
	$170/AF


[bookmark: _Hlk21508568]
The maximum rate identified above was developed by taking the proposed 2026 budget projected four years into the future (2030), and then evaluating the budget under the following scenarios:

· Normal years, where surface water meets most of the District’s water needs; and
· Critically dry years, where surface water supplies are reduced by roughly 40% and more groundwater must be pumped to satisfy the demands of the landowners within the District.

The amount charged by the District in any year can be lower than the proposed maximum, but will not exceed the maximum rate proposed herein unless the District conducts another Proposition 218 process, as described more, below. After providing notice and holding a public hearing pursuant to Proposition 218, and if there is no majority protest to the proposed rates, the District Board of Directors may implement the proposed rates up to the maximum rate identified herein. The proposed rates allow the District to pay its actual operating costs without relying on revenue from outside water sales and reserves.

The proposed agricultural water rate increase is being conducted in accordance with provisions of Proposition 218, as reflected in Article XIII D, section 6 of the California Constitution and Section 53750 et seq. of the California Government Code. These constitutional and statutory provisions implement Proposition 218, which established mandatory procedures that local agencies must follow in order to levy certain property related charges or fees. 

Pursuant to Proposition 218, once the Board determines the need to increase water charges, the District must evaluate its costs related to providing water to its landowners and determine how to allocate the revenue need to landowners who receive the service, in a proportional manner. This Fee Study discusses the services provided by the District, analyzes its revenue needs to provide those services, then allocates those costs among landowners that receive those services, in a proportional manner, through the proposed agricultural water rate.  

Following the acceptance of this Fee Study by the Board of Directors, the District will mail a notice to water users regarding the proposed increase for agricultural water rates. The District’s Board of Directors will hold a public hearing to determine whether or not there is a majority protest against these proposed maximum rate increases. If there is not a majority protest, then the Board of Directors may increase the agricultural water rates up to the maximum amount identified on the notice and in this Fee Study.

[bookmark: _Toc22047619][bookmark: _Toc207980972]PURPOSE OF THE REPORT
[bookmark: _Toc22047620][bookmark: _Toc207980973]General
[bookmark: _Hlk211257332]In November 1996, the California voters approved Proposition 218, the “Right to Vote on Taxes Act”, which added Article XIII D to the California Constitution. Proposition 218 (Article XIII D, section 6) imposes certain requirements relative to the imposition of any new or increased property-related fees and charges by local agencies. 
[bookmark: _Toc22047621][bookmark: _Toc207980974]Proposition 218 Requirements
In general, before a local agency can levy new or increased water rates, the following procedures are required:
1. Noticing Requirement – The District must mail a notice of the proposed rate increases to all affected property owners or ratepayers. The notice must specify the amount of the fee, the basis upon which it was calculated, the reason for the fee, and the date/time/location of the public rate hearing at which the proposed rates will be considered.
2. Public Hearing – The District must hold a public hearing prior to adopting the proposed rate increases. The public hearing must be held not less than 45 days after the required notices are mailed.
3. [bookmark: _Hlk211257806]Rate increases subject to Majority Protest – At the public hearing, the proposed rate increases are subject to majority protest. If more than 50% (50% plus one) of the affected property owners or ratepayers submit written protests against the proposed rate increases, the increases cannot be adopted.
[bookmark: _Toc22047623][bookmark: _Toc207980975]Limitations of the Fee Study
This report is limited to the proposed increase to agricultural water rates to fully fund the District’s costs of providing agricultural water service to its landowners. Although the District is seeking to increase its rates, the proposed increase is to replace the revenue currently generated by outside water sales and the use of reserve accounts and does not reflect an increase in the budgeted expenses of the District (excluding inflationary increases). 
[bookmark: _Toc22047624][bookmark: _Toc207980976]Revenue Objectives
The main revenue objective for the District is to collect funds to fully fund the District’s variable costs to provide agricultural water service to its landowners and to replenish the District’s reserve fund through increased water rates, without utilizing outside water sales.
1 [bookmark: _Toc207980977]CURRENT AND PROJECTED WATER SUPPLIES
[bookmark: _Toc22047626][bookmark: _Toc207980978]General
The District last conducted a Proposition 218 public hearing regarding volumetric agricultural water charges on January 17, 2024. The volumetric water charges were subject to majority protest and the amount of submitted written protests did not exceed the threshold to adequately raise a majority protest. The volumetric water charges were calculated based on the District supplementing revenues through outside water sales and other non-operating revenues.
1.1 [bookmark: _Toc207980979]Irrigation Water Demand
The District encompasses approximately 10,750 acres in the west central portion of Fresno County, in California’s Central San Joaquin Valley. Farmland within the District has historically produced a variety of commodities including cotton, canning tomatoes, alfalfa (seed and hay), sugar beets, small grains, pistachios, and almonds. Irrigation water demand met by the District’s surface and groundwater supplies is typically 25,000 AF per year. 
1.2 [bookmark: _Toc207980980]Surface Water Supply
Normal surface water supplies of the District include Schedule 2 CVP water, South of Delta (SOD) CVP water, and Kings River water.
Schedule 2 CVP water (Riparian Water or Rights Water) is delivered without charge as a settlement of the District’s water right claims in the Fresno Slough; the settlement amount is 20,200 AF of water per year. The contract (Contract 14-06-200-701-A) requires that the District take delivery of this water according to the schedule shown in Table 1. When in-flows to Shasta Reservoir are below 3.2 million AF,  it is considered critically dry, and the District’s Schedule 2 CVP water is reduced to 15,700 AF.
The District’s SOD CVP water contract is for up to 13,800 AF at 100% allocation. The 20-year average SOD CVP allocation of 42% yields a normal year water supply of 5,796 AF. For critically dry year projections, a 0% allocation was used.
The District’s Kings River water (because the District is the last member agency on the Kings River) is an unreliable source of water, especially in dry periods when the District is heavily reliant on groundwater.
[bookmark: _Ref21354678][bookmark: _Toc22047651][bookmark: _Toc207913094]Table 1. USBR Scheduled Water Deliveries to the District (AF) 

	Hydrologic Year Type
	Jan
	Feb
	Mar
	Apr
	May
	Jun
	Jul
	Aug
	Sep
	Oct
	Nov
	Dec
	
Total

	Normal
	0
	400
	1,300
	2,900
	4,700
	6,900
	3,400
	400
	200
	0
	0
	0
	20,200

	Critically Dry
	0
	400
	1,300
	2,100
	3,800
	5,200
	2,500
	300
	100
	0
	0
	0
	15,700


1.3 [bookmark: _Toc22047629][bookmark: _Toc207980981]Groundwater Supply
The District owns and operates many wells to supplement irrigation demand that is not met by the surface water supplies described above. The amount of groundwater needed to be pumped for each hydrologic year type is shown in Table 2. In compliance with the Sustainable Groundwater Management Act (SGMA) and the Delta-Mendota Subbasin Groundwater Sustainability Plan, the District will attempt to limit groundwater extractions to 8,000 AF in a dry year. Figure 1 illustrates irrigation demand being met by the available water sources under various water year type scenarios. 
 
[bookmark: _Ref207977454]Table 2. Well Water Requirements by Year Type (AF)
	Hydrologic
Year Type
	
Groundwater
	CVP
Schedule 2
Water
	CVP
SOD
Water
	
Outside
Supply 
	
Total
Supply
	Total
Irrigation
Demand
	

Surplus

	Normal
	0
	20,200
	5,796
	0
	25,996
	25,000
	996

	Critically Dry
	8,000
	15,700
	0
	1,300
	25,000
	25,000
	0





[bookmark: _Ref207977889]Figure 1. Water Supply and Demand

2 [bookmark: _Toc22047631][bookmark: _Toc207980982]DISTRICT FINANCIAL INFORMATION
The District has historically levied volumetric agricultural water charges, monthly municipal charges, and land-based assessments to recover the District's expenses. Non-operating revenues, District reserves, and outside water sales were used to make up any shortfall. Utilizing District reserves is not sustainable, and with the passage of SGMA, groundwater pumping will be reduced, making surface water supplies unavailable for outside water sales. 

2.1 [bookmark: _Toc207980983]Reserve Account Depletion
The District has relied on reserve accounts to offset operation costs of the District. This practice is not sustainable. Figure 2 demonstrates that at the current reliance on reserves, the account will be depleted by 2031 (or sooner depending on the water year type). To reverse this decline, a line item has been included in the budget to recoup reserve account losses. At the proposed rate, this allows for a District reserve contribution ranging from $130,000 to $600,000 annually, depending on the water year type.

[bookmark: _Ref207978363]Figure 2. Reserve Account Depletion

2.2 [bookmark: _Toc207980984]Increased Energy Reliance
The 2024 water rate increase did not accurately account for the increases in energy costs related to delivery of agricultural water to landowners. These costs will increase as groundwater levels decline, pump and well efficiencies degrade, and energy costs from the utility company increase. The proposed budget (Table 3) accounts for this variable cost of service.
2.3 REDUCED Reliance ON outside water sales
The District has historically sold its SOD CVP contract water to supplement its revenue shortfall, and utilized groundwater pumping to replace that supply. With the passage of SGMA, groundwater pumping will need to be reduced. The proposed budget (Table 3) accounts for the purchase costs of the SOD CVP supply and the lost revenue for the sale of that water.
2.4 [bookmark: _Toc207980985]Projected Revenues
The District projects variable agricultural water expenses of $3.85 million in 2026, which includes a $560,000 reserve contribution in normal years (42% CVP allocation). In dry years (0% CVP allocation with supplemental groundwater pumping), there are additional costs associated with the groundwater pumping, and the reserve contribution must be reduced to $100,000. The pre-reserve expenses ($3.28 million) are projected to increase 3% per year and with the reserve added back in, are projected to be $4.25 million in 2030. At the proposed rate of $154/AF with annual deliveries of 25,000 AF, this will generate $3.84 million in revenue in 2026. At the proposed maximum rate of $170/AF this could generate up to $4.25 million in revenue.

[bookmark: _Ref207979621]Table 3. Projected Expenses Related to Agricultural Water Deliveries




agricultural water rate increase Challenge
GOVERNMENT CODE § 53759
In accordance with Government Code section 53759, any judicial action, challenge, or proceeding related to the establishment or modification of the proposed agricultural water rate Increase shall be commenced within 120 days of the effective date of the final adoption of agricultural water rate Increase. Pending the results of the protest tabulation, this final adoption is expected by December 31, 2025.

GOVERNMENT CODE §§ 53759.1 AND 53759.2
Assembly Bill (AB) 2257, effective January 1, 2025, codifies Government Code sections 53759.1 and 53759.2. Government Code section 53759.1 authorizes public agencies to implement an exhaustion of administrative remedies requirement in the context of a proposed Proposition 218 property related fee or assessment. If the local agency complies with certain specified requirements, property owners are required to submit a written objection regarding a proposed property related fee or assessment during the ratemaking process and by a specified deadline no less than 45 days after mailing of the notice pursuant to Proposition 218, and prohibited from challenging the property related fee or assessment in litigation if they did not submit a timely written objection.  To implement this requirement, the local agency is required, among other things, to prepare written responses to the timely submitted objections and present them to the local agency governing body, which will make certain specified determinations prior to the close of the Proposition 218 protest hearing. This process is intended to run concurrently with the Proposition 218 timeline and does not impact a property owner's ability to submit a protest pursuant to Proposition 218. 

Government Code section 53759.2 specifies the scope of a Court's review of the administrative record of the underlying ratemaking proceeding, if the local agency complied with Government Code section 53759.1 in adopting the property related fee or assessment being challenged.

The District intends to comply with and implement Government Code section 53759.1 with respect to the proposed agricultural water rate increase.  Property owners will be informed of the deadline and process to submit a written objection, and other dates related to the District’s compliance with this provision. 
Water Source vs. Water Year Type

Surface Water	Normal	Dry	25000	15700	Groundwater	Normal	Dry	0	8000	Other Local Water	Normal	Dry	0	1300	Irrigation Demand	Normal	Dry	25000	25000	
Volume Delivered, AF





District Reserve Accounts
Actual	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	8073272	6754346.2999999998	5445896	6016755	5656322	5239325	3764801.43	3629561.92	2921264	3664210	3568930	Projected	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	8073272	6754346.2999999998	5445896	6016755	5656322	5239325	3764801.43	3629561.92	2921264	3664210	3568930	
Reserve Balance
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2026

Ag Water 

Variable  

Apportionment

General Expenses: Budget % Cost Normal Year Dry Year

Wages 1,029,000 75 771,750 771,750 771,750

Payroll Taxes & UI 15,000 75 11,250 11,250 11,250

Medical, Dental, Vision Insurance 355,000 75 266,250 266,250 266,250

Pension Expense (TID cont) 140,000 75 105,000 105,000 105,000

R/M Irrigation System (inc. meter repair) 20,000 100 20,000 20,000 20,000

Weed Control 35,000 100 35,000 35,000 35,000

R/M Pumps & Wells 40,000 100 40,000 40,000 80,000

R/M Vehicles 35,000 80 28,000 28,000 28,000

R/M Equipment 100,000 80 80,000 80,000 80,000

R/M City Water System 40,000 0 0 0 0

R/M Office Equipment 5,000 50 2,500 2,500 2,500

R/M Building 5,000 50 2,500 2,500 2,500

R/M Park 1,000 0 0 0 0

Equipment Rental (excavator/heavy equip) 30,000 100 30,000 30,000 30,000

Contract Water Costs/SLDMWA pu fees 100,000 100 100,000 100,000 100,000

Contract Water Delivery Costs 220,248 100 220,248 220,248 52,440

Solar Power 400,000 100 400,000 400,000 400,000

Irrigation Power - Electrical & Diesel 300,000 100 300,000 300,000 900,000

Utilities - Office, Shop, Park 30,000 0 0 0 0

City Water Power 55,000 0 0 0 0

Telephone & Broadband 20,000 0 0 0 0

Office Supplies 15,000 0 0 0 0

Outside Supplies (shop parts & misc items) 75,000 50 37,500 37,500 37,500

Misc Operating/Office Expenses 15,000 0 0 0 0

Copier Lease 5,000 0 0 0 0

SGMA - Central Delta Mendota GSA 60,000 100 60,000 60,000 60,000

Legal 55,000 100 55,000 55,000 55,000

Audit Fees  30,000 90 27,000 27,000 27,000

Gen, Liab, Property Insurance 60,000 0 0 0 0

Workers Comp Insurance 40,000 50 20,000 20,000 20,000

Employee Training 1,000 100 1,000 1,000 1,000

Employee Conferences/Meetings 25,000 100 25,000 25,000 25,000

Fuel & Oil 300,000 100 300,000 300,000 300,000

City Water Treatment & Misc Expense 20,000 0 0 0 0

Water Sampling 10,000 0 0 0 0

Outside Engineering (not work on big projects) 50,000 100 50,000 50,000 50,000

KRWA Expenses (incl. dues) 50,000 100 50,000 50,000 50,000

SLDMWA 50,000 100 50,000 50,000 50,000

Dues (all other dues ) 150,000 100 150,000 150,000 150,000

Taxes & Permits (prop., Rights Water) 40,000 100 40,000 40,000 40,000

Reserve Contribution 585,000 560,000 100,000

Totals4,611,248 3,277,998 3,837,998 3,850,190


Microsoft_Excel_Worksheet1.xlsx
Sheet1

				2026				Ag Water Variable  Apportionment

		General Expenses:		Budget				%		Cost		Normal Year		Dry Year

		Wages		1,029,000				75		771,750		771,750		771,750

		Payroll Taxes & UI		15,000				75		11,250		11,250		11,250

		Medical, Dental, Vision Insurance		355,000				75		266,250		266,250		266,250

		Pension Expense (TID cont)		140,000				75		105,000		105,000		105,000

		R/M Irrigation System (inc. meter repair)		20,000				100		20,000		20,000		20,000

		Weed Control		35,000				100		35,000		35,000		35,000

		R/M Pumps & Wells		40,000				100		40,000		40,000		80,000

		R/M Vehicles		35,000				80		28,000		28,000		28,000

		R/M Equipment		100,000				80		80,000		80,000		80,000

		R/M City Water System		40,000				0		0		0		0

		R/M Office Equipment		5,000				50		2,500		2,500		2,500

		R/M Building		5,000				50		2,500		2,500		2,500

		R/M Park		1,000				0		0		0		0

		Equipment Rental (excavator/heavy equip)		30,000				100		30,000		30,000		30,000

		Contract Water Costs/SLDMWA pu fees		100,000				100		100,000		100,000		100,000

		Contract Water Delivery Costs		220,248				100		220,248		220,248		52,440

		Solar Power		400,000				100		400,000		400,000		400,000

		Irrigation Power - Electrical & Diesel		300,000				100		300,000		300,000		900,000

		Utilities - Office, Shop, Park		30,000				0		0		0		0

		City Water Power		55,000				0		0		0		0

		Telephone & Broadband		20,000				0		0		0		0

		Office Supplies		15,000				0		0		0		0

		Outside Supplies (shop parts & misc items)		75,000				50		37,500		37,500		37,500

		Misc Operating/Office Expenses		15,000				0		0		0		0

		Copier Lease		5,000				0		0		0		0

		SGMA - Central Delta Mendota GSA		60,000				100		60,000		60,000		60,000

		Legal		55,000				100		55,000		55,000		55,000

		Audit Fees 		30,000				90		27,000		27,000		27,000

		Gen, Liab, Property Insurance		60,000				0		0		0		0

		Workers Comp Insurance		40,000				50		20,000		20,000		20,000

		Employee Training		1,000				100		1,000		1,000		1,000

		Employee Conferences/Meetings		25,000				100		25,000		25,000		25,000

		Fuel & Oil		300,000				100		300,000		300,000		300,000

		City Water Treatment & Misc Expense		20,000				0		0		0		0

		Water Sampling		10,000				0		0		0		0

		Outside Engineering (not work on big projects)		50,000				100		50,000		50,000		50,000

		KRWA Expenses (incl. dues)		50,000				100		50,000		50,000		50,000

		SLDMWA		50,000				100		50,000		50,000		50,000

		Dues (all other dues )		150,000				100		150,000		150,000		150,000

		Taxes & Permits (prop., Rights Water)		40,000				100		40,000		40,000		40,000

		Reserve Contribution		585,000								560,000		100,000

		Totals		4,611,248						3,277,998		3,837,998		3,850,190








